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Introduction

On 1 May 2004 Poland acceded to the European Union (EU). Fifteen years of
efforts preceded by the systemic transformation of 1989 came to an end. During this
time, Poland was obliged to pass all required stages of the accession procedure initiated
by the submission of the membership application in April 1994. Membership conditions
were defined during the accession negotiations, which were opened in March 1998. The
negotiations were ultimately finalized with the signing of the Treaty of Accession in
April 2003. At the same time Poland engaged in extensive harmonization in order to
fulfill membership criteria. The historic decision in favour of Poland’s accession to the
EU expressed by the society in the accession referendum on 7-8 June 2003 sealed the
decision of the Polish authorities. Poland acceded to the EU together with 9 other coun-
tries, mostly from the region of Central and Eastern Europe. The accession of Bulgaria
and Romania on the 1 January 2007 completed the enlargement of 2004.

Despite the long-lasting preparations on the part of the government and the state
administration, undertakings and the society, Poland’s accession to the European Union
was in many respects a step into unknown territory. It was difficult to foresee what the
arduously negotiated conditions of Poland’s membership in the European Union might
bring in practice. Many — and frequently contradictory- forecasts were formulated be-
fore 2004 regarding the expected impact of the EU on distinct spheres of economic and
social life in Poland. Five years later, many doubts have been dispelled. Forecasts for-
mulated during the accession have been verified by daily realities. Today we are able to
measure, analyse and evaluate the phenomena that were subject to predictions, estimates
and speculations only a few years ago. Economists are able to provide data depicting of
the evolution of the Polish economy after the accession. Political scientists follow closely
the activity of Polish representatives at EU forums. Lawyers focus their attention on the
consequences of the introduction of the acquis communautaire into Polish legal order.
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And finally public opinion polls provide crucial information on how the European inte-
gration process is perceived by citizens.

This publication attempts to bundle these developments in a single, coherent
and comprehensive picture of Poland in the European Union. It should be noted that
chapters comprised in this report differ not only in terms of the issues they discuss, but
also in the way that the latter are presented and in the methodology applied. Such a lose
approach, taking into account the complexity of the topic and multitude of its facets, was
an intended purpose of the authors. At the same time, it should be borne in mind that
each chapter is meant to be an inspiration for reflection on the EU’s impact on a different
area of public life in Poland. Rather than providing readers with facts, information and
data, the report attempts at their analysis and interpretation. Faced with the challenge
of addressing so many facets in a single publication, authors were often forced to present
the discussed phenomena selectively, highlighting the areas of economic and social life
where, in their opinion, the EU’s impact had been most significant.

The report was written with the Reader in mind, who does not deal with the sub-
ject of the European integration on a daily basis. The authors have attempted to present
the complex, and frequently highly specialized issues in a plain and ,friendly” manner
for persons not used to reading governmental strategic documents. The report focuses
on a viewpoint of the common citizen, fulfilling a specific social role — that of an entre-
preneur, taxpayer, consumer, voter, patient, or a migrant worker. In this manner the
impact of the EU on the economy, society or state’s legal and institutional order assume
the shape of real changes felt in everyday life instead of remaining abstract processes and
phenomena.

The authors of this publication believe that describing the recent five years has an
enormous cognitive potential. This concerns not only the historical context — explaining
past events, presenting the inner history of meetings at the diplomatic level, or identi-
fying membership effects in individual spheres of public life. Assuming that Poland’s
membership in the EU is an ongoing process, drawing conclusions from the past may,
and should, translate into an advantage for Poland ‘s membership in the years to come.

Most chapters contain an element of forecast concerning the prospects for the
forthcoming years. They formulate postulates and recommendations for public institu-
tions. Frequently, the processes and trends taking place in Poland are presented against
the background of processes taking place in new member states, or — more broadly spea-
king — in other EU states.
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The report refers to the years 2004-2009, during which Poland became active as
a full-fledged EU member. In order to lend proper context to the subject at hand, authors
of individual chapters nevertheless frequently refer to the pre-accession period, when
accession negotiations were carried out and changes were introduced into Polish law,
preparing it for the forthcoming accession.

Works on the report were completed in February 2009. It follows that not all
statistical data was available for the most recent events and processes concerning the
fifth year of Poland’s membership in the EU. In early 2009, it was difficult to foresee the
developments in many areas of Poland’s European policy, e.g. those ensuing from the
advancing economic crisis.

The report is composed of three parts relating to particular dimensions of the
membership — the economic, social and political dimensions. An introductory chapter
precedes each set of analyses for every dimension and is meant to serveas a synthesis of
the findings presented in the individual chapters of the report.

The part devoted to the economic dimension of the EU membership discusses
the impact of Poland’s integration with the EU in terms of GDP growth, trade balance,
inflation, the financial sector, FDIs and other macroeconomic variables. The chapter
concerning agriculture addresses issues relating to Poland’s participation in the reform
and deployment of CAP and modernisation of Polish rural areas, connected with direct
payments to agricultural production. This chapter also discusses such issues as turno-
ver of agrarian land, the standing of the food industry, or trade in agricultural products
with other EU member states. It also analyses the impact of the CFP on the situation of
the Polish fishing sector. The following chapter concerns transportation infrastructure.
Discussion of this topic focuses in particular on investments co-financed from the EU
budget. Moreover, it describes the changing determinant factors of the road and railway
infrastructure (as well as, to a lesser extent, of sea infrastructure), particularly in the
context of demand for haulage of persons and goods. Air transportation is covered in
a separate chapter, which discusses the phenomenon of universalization of air services.
It explains briefly the impact of the so-called liberalization package on the emergence of
low-cost carriers and the ensuing lowering of the costs of air travel.

The chapter concerning the energy sector addresses gas and electricity market
reforms resulting from Poland’s accession to the EU. It also discusses challenges relating
to security and energy infrastructure. The accession also entailed the introduction of
high standards of environmental protection. The chapter devoted to this issue focuses
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on the costs of this process, particularly as perceived by entrepreneurs. By referencing
issues of air protection, water supply and sewage and waste management, the chapter
analyses the scope and nature of changes in legal and institutional structures as well as
environmental protection infrastructures. It is a well-known fact that SMEs, constituting
approximately 99% of all entities pursuing economic activity, play a particular role in the
Polish economy. The chapter devoted to this issue allows to better understand how well
Polish businesses and Polish entrepreneurs were able to compete in the internal market
comprising 450 million consumers. Moreover, it sheds light on how much co-financing
Polish businesses have received from structural funds. The chapter devoted to innova-
tion addresses a related topic, also concerning Polish initiatives and undertakings. It des-
cribes the efforts made by the Polish administration and private sector with the objective
of creating a knowledge-based economy. It illustrates the opportunities and challenges
created for the Polish innovation by Poland’s membership in the EU. A chapter concer-
ning financial flows concludes the macro-economic part of the report. It compares and
balances the funding obtained from the EU budget with the membership contribution
paid by Poland to the EU budget.

Poland’s accession to the European Union was not only a political and economic
but also a social event. More than 38 million Polish citizens obtained formal European
citizenship, which provided them with a new, broader point of reference. The part devo-
ted to the social dimension of membership focuses on daily life of Poles. It discusses the
impact of European integration on individual spheres of life, such as work and economic
relations, education or leisure. Moreover, it addresses the question of how state authori-
ties have fulfilled their role as a guarantor of rights — social, civil or consumer ones. It also
elaborates on the issue of EU’s impact on the Polish society understood as a whole — its
socio-economic cohesion and national identity. A separate chapter concerns the chan-
ges on the Polish labour market and employment migrations of Poles. It discusses basic
labour market indicators, such as employment, unemployment or occupational activi-
ty. It also explains the interrelation between the situation on the Polish labour market
and economic migration. Furthermore, the analysis discusses the costs and benefits for
the economy and the society following from a greater cross-border mobility of Poles.
The following chapter addresses the topic of internal security and Poland’s accession to
Schengen. It describes the consequences for citizens of Poland’s accession to the Schen-
gen area, including the protection of internal and external borders (with due account
of the effects of implementation of a common visa and asylum policy). It also discusses
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initiatives undertaken in the area of police cooperation, the fight against terrorism, orga-
nised crime or the functioning of customs services within the EU. Moreover, it presents
and evaluates achievements of the authorities in the area of justice, with due account of
the judicial cooperation in civil and commercial matters, as well as the cooperation in
criminal matters.

The chapter concerning education and sport addresses the issues that are covered
by the EU competence only to a limited extent, remaining at the member states’ discre-
tion. At the same time, the free movement generated by the interest in receiving educa-
tion or practicing a sport has not been without impact on Polish systems of education and
sport. A separate issue is the participation of Polish citizens in Community educational
programmes and in investments in sport and school infrastructures in Poland co-finan-
ced from EU budget. The following chapter concerns the topics of culture and tourism.
It addresses the important topic of the spiritual dimension of the European integration,
where the EU fulfils the role of an institution supporting the cultural heritage of Europe.
Moreover, the chapter describes measurable effects of Poland’s membership in the EU
concerning Union investments in the area of tourism and broadly understood culture.
The chapter devoted to protection of consumers and public health readdresses the topic
of security by providing an answer to the question of how many new rights have been
acquired by consumers and patients after 1 May 2004. It describes the relationship be-
tween acts of the acquis communautaire and decisions made at the European level on the
one hand and e.g. lower charges for international mobile connections on the other. The
part concerning the social dimension is concluded with a chapter discussing the support
for the membership among Poles. It seeks out dominant trends and variables determi-
ning the approval of or prejudice towards the EU. The analysis also covers the dynamics
of the perceived benefits and costs, considered by the public opinion as consequences
of accession. Another issue addressed in the chapter is the perception of the Union as
compared with other member states (particularly those acceding to the EU jointly with
Poland). It also describes the differences and similarities in the assessments of approval
for the EU among all of its citizens by quoting international research.

The part concerning political dimension of the European integration starts with
a chapter devoted to the analysis of the role of Poland at the EU forum. It presents the
political perspective of the EU enlargement of 2004, by referencing the general and com-
prehensive changes caused in the European Union by the enlargement process from the
viewpoint of political agenda, priorities and further lines of development of the Europe-
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an integration. Moreover, the chapter discusses the impact of enlargement on the deci-
sion-making process and the functioning of the European institutions. Additionally, the
chapter presents priority areas of Poland’s activities at the Union forum as important de-
nominators of how its role is defined within the European Union. The following chapter,
concerning the cooperation with its neighbours to the east details the efforts made by
Poland regarding the intensification of economic, social and political relations with co-
untries located in the eastern part of Europe. The chapter ,Regional cooperation” covers
the groupings operating in the region with active participation of Poland: the Vysegrad
Group, the Central European Initiative and the Council of Baltic Sea States. It relates the
transformations that took place within the aforementioned organisations in connection
to the EU enlargement. The text also addresses the impact of Poland’s participation in
those organisations on the ability to realize the priorities of Poland’s European policy.

The chapter ,,Poland in the globalised world” addresses the changes in relations
with third countries and in the Poland’s role at the forum of such international organi-
sations as the UN and others. It also discusses Poland’s participation in the drafting and
implementation of the EU Common Foreign and Security Policy. The following chapter
concerns the broadly understood membership process management. It does so by pre-
senting the functioning of the European policy coordination system and discussing pre-
parations for Poland’s first presidency in the EU in 2011. A discussion on the implemen-
tation and application of the acquis communautaire is of importance from the viewpoint
of the public administration. The analysis helps understand to what degree Poland was
able to meet the obligation to transpose acts of the acquis communautaire into the Polish
legal order. The part concerning the political dimension of Poland’s membership in the
EU is concluded with a chapter relating to the role of the EU in strengthening the Polish
administrative capacity.

The publication was prepared by the Department of Analyses and Strategies of
the Office of the Committee for European Integration (UKIE) in cooperation with other
departments (the European Union Law Department, the Integration Policy Department,
the Department for Coordination of Preparation and Operation of Polish Presidency of
the European Union Council, the Department for Institution Building Programmes and
the National Aid Coordinator Department). It is a follow-up and — in a way —a crowning
of the partial reports recapitulating Poland’s membership in the EU that were prepared
by UKIE in previous years. The report uses UKIE’s own data and information obtained
from ministries and central government offices responsible for a given subject and re-
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sponsible for the realization of particular aspects of the European policy of Poland. The
authors thus wish to thank in particular the following ministries and central government
offices for their valuable support and contribution into works on the report: the Chan-
cellery of the Prime Minister, the Ministry of Finance, the Ministry of Economy, the
Ministry of National Defence, the Ministry of Labour and Social Policy, the Ministry of
Agriculture and Rural Development, the Ministry of Regional Development, the Mini-
stry of Sport and Tourism, the Ministry of Interior and Administration, the Ministry of
Foreign Affairs, the Ministry of Justice, the Ministry of Environment, the Ministry of
Infrastructure, the General Directorate for National Roads and Motorways, the Financial
Supervision Commission, the National Bank of Poland, the National Health Fund, the
Polish Agency for Enterprise Development, the Office for Foreigners, the National He-
adquarters of Border Guards, the Police National Headquarters, the Civil Aviation Aut-
hority, the Polish Air Navigation Services Agency, as well as the Office for Competition
and Consumer Protection.

Finally, the role of external experts should not be forgotten. Their analyses and
comments contributed to an even more substantive and in-depth character of the report.
A detailed list of expert opinions contracted in connection with the works on the report
is contained in the bibliography.
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In February 2009, 75% of surveyed Poles supported Poland's membership in the
European Union (EU). Despite slight fluctuations in social moods during the re-
cent 5 years, the approval for Poland's membership in the EU has consistently
and regularly gone up. This support was a direct response to the benefits gained
through accession. The most frequently perceived changes concerned the free-
dom of movement, the opportunity to take up employment and education in
other countries, the amelioration of the situation in the agricultural sector and
for the Polish economy in general, the improved situation on the domestic labour
market, and the role of Poland on the international arena. Elderly people, disa-
bility pensioners and farmers have shown the least enthusiastic attitude towards
the EU. At the same time, a growth can be noted in the number of supporters
of Poland's membership in the EU among the said social groups as compared to
2004. Managerial staff and students have been consistently the greatest enthu-
siasts of the EU during those 5 years.

The emerging consequences of Poland's accession to the EU vary in terms of
scale, nature and the area of interest. Most of the enlargement effects have been
recorded in the area of economic cooperation with EU Member States — the
result of Poland’s adoption of uniform rules binding on the EU internal market.
Furthermore, many significant changes have also been recorded in agriculture,
due to extensive progress of the European integration process under the Com-
mon Agricultural Policy (CAP). On the other hand, in such areas as health care,
culture or education, changes were indirect and arose from the availability of
structural funds in a given area. It may be thus argued that membership effects
depend on the specific nature of a given area and should be assessed from this
perspective.
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Poland has embraced the opportunity for economic development arising from
the membership in the EU, while building her economy on sound foundations
and rational macroeconomic policy. The dynamics of the present crisis make it
difficult to offer reliable economic forecasts for 2009. However, analyses of the
opinions of economists and institutions forecasting economic development indi-
cate that Poland continues to be listed among the very small group of European
states that stand the chance of avoiding a GDP decline in 2009 and are considered
as most competitive economies of the European Union: according to the Lisbon
Council and the Allianz report European Growth and Jobs Monitor 2009, the Po-
lish economy remains the second (right after Finland) most competitive EU eco-
nomy for the second year in a row.

The EU membership proved to be a buffer protecting against shock waves in the
world economy. As a member of the EU internal market, Poland is largely pro-
tected against protectionist trends emerging in the world in connection with the
financial and economic crisis. The financing by structural funds, the EU Cohesion
Fund, and the CAP play an additional protective role in Poland, and are expected
to be of significant support for economic growth in the future.

Poland gained access to the European assistance and stabilisation funds. Thus,
Poland may count not only on the aid from the International Monetary Fund
during a crisis, but also on the support from European financial institutions and
on solidary support from other member states. Poland currently does not need
to request such type of assistance and there are no reasons to believe it will need
to do so in the future. However, the very awareness that such support can be
requested, is an additional insurance policy. Decisions of the European Council
of March 2009 are a good example. Heads of EU states and governments decided
at this occasion to double the assistance fund for new member states remaining
outside of the euro zone, raising its budget to EUR 50 billion.

Poland's accession to the EU should be assessed by taking into account its long-
term effects, which is when the greatest benefits from EU membership are to be
attained. The short-term nature of the current crisis should not obscure the achie-
vements of the five years of the EU membership. Ex-ante estimates of 2001 forecast
additional growth in new member states at the level of 1.3-2.1% annually until
2009. According to ex-post assessments, the period 2000-2008 brought an average
annual economic growth increase in new member states of approximately 1.75%.
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The EU membership significantly contributed to the increase in economic gro-
wth rate in Poland. After the accession, the economic growth was driven by
consumption and investment demand, and the highest GDP growth of 6.6% was
attained in 2007. This corroborated pre-accession forecasts regarding the bene-
ficial impact of accession on economic growth related inter alia to the increased
foreign trade and investments, as well as to the transfers from the EU budget. On
top of that, the GDP per capita in Poland rose from 43% of EU-15 average in 2003
to almost 51% in 2008. The labour productivity indicator in Poland went up from
PLN 31.21 per hour worked to PLN 41.57 in the same period.

Improvement can also be noted on the labour market. The economic boom, part-
ly the result of the accession to the EU, has led to employment growth and unem-
ployment decline. In the first six months of 2007, 15 million persons on average
claimed to hold jobs which constituted a 9% growth compared to 2002. As a con-
sequence of the world economic crisis, the number of working persons in Poland
ceased to grow beginning from 2009. In early 2009, due to the economic crisis,
the rising unemployment rate became the major problem on the Polish labour
market. Structural funds have been among key instruments preventing adverse
outcomes of tensions on the labour market. To this end, a minimum of PLN 16.8
billion were announced to be expended by the end of 2009. Among other things,
of the funding available for innovative investments of large companies is to be
increased (to PLN 2.5 billion at the end of 2009).

Some changes on the Polish labour market in the years 2004-2009 have been
related to non-Union factors, such as the demographic change or global business
outlook. Poland's accession to the EU (particularly the resulting emigration) ex-
posed certain inherent problems of the Polish labour market. Labour resources
were structurally unmatched to the labour demand as a result of inadequate oc-
cupational education and training policy in the past. Despite the large numbers
of the unemployed, surpluses of the labour force are rather scarce and shortages
have emerged in certain economy sectors.

The years 2004-2007 marked an unprecedented growth in the scale of mobility
among Poles. During this period, the number of persons taking up employment
in EU countries rose from approximately 1 million to 2.3 million. The largest
number of Poles worked in the United Kingdom, Germany, Ireland, the Nether-
lands, and in Italy. In 2007 the emigration wave began to stabilise at the level of
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320 thousand persons per annum. In 2008-2009 not only did Poland's emigration
wave weaken; moreover, Poles began returning home in growing numbers. This
development concerned Ireland and the United Kingdom in particular. Making
social and occupational integration easier to compatriots returning to Poland has
become a test for Poland's immigration policy.

Contrary to what was generally believed, the impact of migration on labour mar-
ket indicators was only moderate. However, the fact that large volumes of Poles
left for abroad had far-reaching consequences for the structure of the Polish la-
bour market and for the social cohesion. The said consequences were manifested
through such diversified developments as salary pressure, new models of occupa-
tional careers or improvement of the income situation of Polish families.
Transfers from the EU were an important factor of Poland's economic growth in
the years 2004-2009 and its prospects for the future. Between 1 May 2004 and
31 December 2008 those transfers amounted to EUR 26.5 billion. At the same
time Poland paid EUR 12.5 billion in contributions to the EU budget. Hence the
positive balance of financial flows with the EU reached EUR 14 billion after five
years of membership.

Owing to her membership in the EU, Poland was given the opportunity to ava-
il herself of the cohesion policy financing (structural funds and the Cohesion
Fund). In the years 2004-2006 the said financing amounted to approximately
EUR 12 billion — approximately EUR 68 billion is to be committed for Poland in
the years 2007-2013. The cohesion policy financing was allocated to projects in
the area of transport infrastructure, environmental protection, support to SMEs,
and occupational activation of the unemployed.

The absorption of the cohesion policy financing in the period 2004-2006 rea-
ched approximately 92.4% for structural funds and approximately 51% for the
Cohesion Fund, as of the end of January 2009. Problems regarding the absor-
ption of financing from the Cohesion Fund in the years 2004-2006 were caused
mainly by obstacles in the deployment of infrastructure investments related to
the implementation of the environmental protection acquis and to the public
procurements procedure. On the other hand, the delays in spending for the years
2007-2013 followed among others from the protracting negotiations at the EU
level as regards the size and breakdown of the EU budget for those years. There-
fore, the launching of projects failed to take place in early 2007 and the volume
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of the absorbed funding remains relatively low. Nevertheless, it must be stressed
that the system works quite efficiently and a significant absorption rate growth
is to be expected soon, even more so considering that a procedure-simplification
programme has been developed in view of the economic crisis.

The rise in the FDI (Foreign Direct Investments) inflow to Poland has been an in-
direct effect of the accession to the EU. It correlated with the growth in Poland's
credibility, macroeconomic stability, and investment attractiveness. The FDI in-
flow to Poland reached a record value of EUR 16.6 billion in 2007, exceeding
the threshold of 5% GDP in this year. As a consequence, the FDIs have become
an important factor contributing to the growth in Poland and improving com-
petitiveness of the Polish economy. According to the preliminary data from the
National Bank of Poland, EUR 1.47 billion of FDIs flowed into Poland in January
2009. This marks a 35% growth compared to the same time frame of the previous
year during which FDIs amounted to EUR 1.092 billion.

The accession to the EU had a significant impact on Poland's trade. Since the ac-
cession, the trade volume grew on the average by approximately 18.7% annually.
Since the accession to the EU, the trade balance has deteriorated (from EUR - 11.8
billion in 2004 to EUR - 25 billion in 2008), e.g. owing to the improvements in
Polish financial situation. At the same time, the FDI inflow helped improve trade
structures regarding highly-processed goods. New member states and developing
countries have gradually gained in importance as Poland’s trade partners.

The EU membership has hardly had any impact on the level of inflation in Po-
land. Admittedly, in the first months after the accession, a relatively large, one-
off inflation growth to the level of 4.6% could be noted, following mainly from
the introduction of new indirect tax rates and an increase in foreign demand. In
the years 2005-2007, the annual price indicators in Poland fell below 3%. In 2008
the annual inflation rate exceeded 4%; however inflation began to drop in the last
months of 2008. Price fluctuations were caused mainly by developments of glo-
bal nature (including energy and food price fluctuations) and were unrelated to
the EU membership. Finally, domestic developments also influenced the level of
inflation, including the post-accession growth translating into higher consump-
tion levels, which entailed inflation pressure.

Poland's accession to the European Union lent more impact to changes in rural
areas. The CAP instruments had a positive impact on profitability of agricul-
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tural production and improved the financial situation of farmers. In 2008, the
average income of persons employed in agriculture in Poland was 90% higher
than the level recorded in 2000. Higher income in the sector, however, does
not mean that the same positive accession effects have been noted for each
farm. Although very small farms enjoyed the highest growth of incomes in
relative terms, their level continues to depart significantly from the average
income earned in urban areas and does not secure funding for investments in
the development of a farm. Rural development policy accelerated the process
of modernization of the agricultural sector and the diversification of income
sources in rural areas.

The accession changed the supply and demand conditions on individual agri-
cultural markets. The global agricultural output in 2007 was higher by as much
as 46% as compared to 2000. The gross added value of agricultural production
increased during that period by almost PLN 10 billion (from PLN 17.7 billion to
PLN 27.2 billion).

The improved conditions for agricultural activity and direct payment system per
hectare of land have translated into high growth of agricultural land prices. In
2008, the price of one hectare of arable land was 140% higher in transactions be-
tween farmers than in 2003. In the same period, prices per one hectare of arable
land sold by the Agricultural Property Agency went up by 230%. The widespread
fear during the pre-accession period that real estates would be bought out on
a mass scale by foreigners failed to materialize, however. Interest in purchasing
both agricultural land and woodland, as well as the so-called second residence,
did not go up significantly.

The lifting of trade barriers between Poland and the EU proved the high price
competitiveness of domestic agricultural and food products. Poland has had a po-
sitive balance in foreign trade of those goods since the accession. In the years
2003-2007 export rose by 250% while import went up by approximately 125%.
Other EU countries grew in importance as trade partners of Poland. In 2003 al-
most two thirds of all agri-food export were directed to countries of the present
EU-27. Four years later this share exceeded 80%.

Regarding fisheries, Poland was subject to the rules for the protection of fish
resources in the Baltic Sea and thus to the ensuing requirement to adjust the ca-
tching potential of the fishing fleet to state of the resources. To this end, Poland
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reduced 40% of its fleet under the programme of the vessels scrapping in the
years 2004-2006, and a further reduction by 30% is envisaged by 2013.
Dynamic growth can be also noted in the case of exports of fish products, with
member states being the main destination (90% of deliveries). The value of fish
product export rose by 40% and amounted to USD 442 million immediately after
accession of 2004, reaching as high as USD 923 million in 2007. Import has also
grown, owing largely to the high demand for fish as raw material for the proces-
sing sector. Opening to Community markets contributed to an unprecedented
development of the fish processing sector, which recorded a doubling of income
in 2008 as compared to 2003.

Owing to the EU’s financial aid road transport has been developing dynami-
cally in Poland. Many important motorway investments have been deployed,
including the A2 motorway section Konin-Strykéw, of A4 motorway sections
Kleszczéw—Sosnica, Legnica—Wroctaw and the A6 motorway section Klucz—Ki-
jewo. The Union support also covered the construction and modernisation of
express roads, including the S1 section Bielsko-Biata—Cieszyn, S7 section Biato-
brzegi-Jedlinsk, the S22 section Elblag-Grzechotki and several ring roads, inclu-
ding those of Grdéjec, Hrebenne, Mszczonowo, Otmuchéw, Putawy (jointly with
a new bridge across the Vistula), Wyszkéw, Zagan and Zary. Financing from
EU funding has also covered the deployment of several road projects of regional
and local character. The railway transport also benefited from the EU funds. The
modernisation covered e.g. a fragment of railway line connecting Warsaw with
16dz and sections of the railway lines E20 Rzepin—state border and Minsk Ma-
zowiecki-Siedlce. Construction of the last section of the first line of the Warsaw
subway was also completed with the EU’s co-financing.

Despite the increase of expenditures on infrastructure development, the past five
years in the EU have been too short of a period to eliminate the arrears resulting
from many years of prior negligence in the area of transport infrastructure de-
velopment and modernisation. The necessity to draft multi-annual investment
plans, defining in advance the funding committed to the deployment of specific
undertakings and schedules of their implementation, has been a positive factor
indirectly forced by the membership in the EU.

Poland's accession to the EU has changed the spatial pattern of demand of the
transportation of persons and goods. An increase in demand can be noted for
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connections between Poland’s major cities, between the central and eastern part
of Poland as well as West European countries and Lithuania through Warsaw
and Wroctaw towards the border with the Czech Republic.

The optimistic forecasts concerning the development of the air services market in
Poland after accession were confirmed. In 2008 Polish airports serviced over 20
million 650 thousand persons. This meant a 134% growth in the number of ser-
viced passengers as compared to 2004. The carriage offer has been expanded, air
ticket prices adjusted and regional airports developed. As an example, the offer of
low cost carriages from Poland covered 27 countries and 103 foreign ports, with
approximately 360 connections being offered by those carriers. In 2004 regional
airports serviced 31.1% passengers, and in 2008 their share in passenger services
rose to 54.32%.

The air market in Poland has experienced a dynamic development of low costs
carriages. The market share of low cost carriers rose from 31.5% (3.2 million pas-
sengers) in 2005 to 50% (8.6 million passengers) in 2007. The migration of Poles
to the United Kingdom and Ireland certainly had a significant impact on the
development of this category of carriers. Low cost carriers serviced routes to the
main destination countries of employment migrations of Polish citizens. Connec-
tions to the United Kingdom and Ireland alone were responsible for almost 60%
of Polish low cost carriages.

The implementation of the acquis communautaire in the area of energy led to
far-reaching ownership changes and transformations of the Polish natural gas
market. The introduced changes aimed at the creation of conducive market con-
ditions enabling free competition. Poland's energy security in the fuel sector im-
proved owing to the establishment of the system of mandatory reserves of liquid
fuels and the gaining of access to effective assistance mechanisms within the fra-
mework of the EU, allowing Poland to fight against adverse effects of oil supply
interruptions.

Due to the necessity to adjust to EU standards in the period 2004-2009, positive
trends have been recorded when it comes to the improvement of natural envi-
ronment conditions. A gradual improvement of air, water and soil quality has
been achieved without prejudice to economic development. Before the accession
to the EU, Poland was granted as many as 20 transitional periods allowing for
convenient distribution of time for the most cost-intensive measures. The scale
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of the outlays borne so far on the harmonisation with the EU environmental
requirements is evidenced by the fact that over PLN 7.5 billion were spent on
the construction and modernisation of waste water treatment plants and sewage
networks in the years 2003-2005 alone. In 1990-2008 Poland expended as much
as PLN 6 billion on air protection in the cement manufacturing sector alone. The
total size of investment outlays to be borne within 15-20 years following the
accession is estimated at PLN 120-140 billion.

The economic transformation of the 1990s contributed to the dynamic develop-
ment in the number of SMEs in Poland, assimilating the Polish economy to the
EU-15 economy. After the accession, SMEs continued to constitute a decisive
majority of all undertakings operating in Poland (approximately 99% of the total
number of businesses, i.e. over 1.7 million active economic entities). The gradu-
al employment growth in an average company after the accession corroborated
the extremely slowly advancing process of concentration among Polish under-
takings. However, diversification of the regional development of the SME sector
has not taken place yet. In this respect, five years do not constitute a long enough
period for significant changes to take place.

Poland's membership in the EU contributed to the growth in the government's
activity in the area of programming of pro-innovative measures, particularly in
connection with the implementation of the Lisbon Strategy. Poland adopted
many documents of strategic nature and initiated many legislative measures. An
analysis of the innovation indicators and trends observed after Poland's accession
to the European Union indicates that Poland's innovation level remains much
below the EU average. According to annual reports of the European Innovation
Scoreboard, Poland occupied the very bottom of the ranking as compared to other
EU states (24" position in 2005 and 23" position in 2008).

After a period of intensive preparations, Poland acceded to the Schengen area on
21 December 2007. As a consequence, Poland lifted the controls at the EU’s ex-
ternal land borders between Poland and other EU member states. Border crossing
became easier and more accessible to Polish citizens. In the economic sphere,
positive outcomes of functioning within the Schengen area are best visible in tra-
de, tourism and transport. The effects of these actions met with a positive social
reception, with approximately 85% of respondents assessing Poland's accession
to the group of Schengen states well and very well.
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During the last five years, the number and value of smuggled goods went down
and the potential for unlawful crossing of borders was significantly reduced.
Owing to the presence in the EU and the Schengen area, the effectiveness of
Polish prosecution bodies in the fight against organised crime and human traf-
ficking has improved. Poland began issuing new — and better secured against
forgery — identity cards and passports containing the basic biometric feature (an
image of a face stored in the passport's microchip). Polish authorities also gained
access to the Schengen Information System (SIS) and Visa Information System
(VIS). Furthermore, by becoming a party to the Europol Convention, Poland ac-
quired access to the IT databases of this office.

Poland obtained additional Community funds, which were spent on hiring and
training of officers, as well as on specialist equipment and IT systems. One of
the assistance sources was the Schengen Financial Instrument (Schengen Fund),
which allocated over EUR 313 million to Poland. Additionally, Poland also took
advantage of the External Borders Fund, having been allocated EUR 78 million
for the years 2007-2013.

The seat of the European Agency for the Management of Operational Coopera-
tion at the External Borders of the Member States of the European Union (Fron-
tex) is located in Warsaw. The location of the agency has strengthened Poland's
position in the coordination of actions protecting external borders.

After Poland's accession to the EU, an increasing number of Polish students has
been studying in other member states (from over 22 thousand in 2004 to almost
33 thousand in 2006). In countries where university education is covered by a fee
(such the United Kingdom), the tuition for Polish students as EU citizens was
reduced to the level binding for citizens of that country after Poland's accession
to the EU.

Polish schools, universities and occupational training facilities, as well as high
school and university students and academic and research staff have increasin-
gly taken advantage of the Community educational programmes, such as Era-
smus. As a consequence, the number of students going abroad under the Erasmus
programme in the academic year 2006/2007 (11.2 thousand persons) was twice
higher than the number of students leaving in the year 2003/2004.

Poland's accession to the EU has helped restrain the strong declining trend in
both outgoing tourism of Poles and incoming tourism to Poland. In the years
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2004-2006, the greatest growth was recorded in the number of Poles leaving
for the United Kingdom, Belgium and Denmark. However, the greatest — that
is twofold — growth in the number of foreigners coming to Poland was recor-
ded from Ireland, Spain, Portugal, the United Kingdom, Norway and Romania.
Revenues from tourism in Poland went up, reaching the level of PLN 70.2
billion in 2007, corresponding to 6% GDP. An interesting development after
2004 was the emergence of a new tourism segment — health tourism, which
is assessed to have a great development potential due to the growing demand
for health services and an attractive Polish offer guaranteeing high quality at
relatively low prices.

Poland's membership in the EU has translated into better consumer protection.
A proper legal framework has been established. Furthermore, significant institu-
tional changes have taken place and the position of consumer protection bodies
has been strengthened to make their activities active and efficient — in 2008 for
example, penalties exceeding PLN 25 million were imposed on undertakings bre-
aching collective interests of consumers.

The rights of Polish patients have been greatly expanded owing to Poland's inte-
gration with the EU. Subjecting Poland to regulations for a better coordination
of social security systems has provided Polish citizens with the right for medical
care on the territory of all Member States (EEA), eligible both during tourist and
business trips. Financing coming from EU budget has helped start the process of
modernisation of the Polish health care system and provide health care facilities
with new equipment. Nevertheless, Poland has maintained full autonomy in the
organisation of its public health care sector.

The enlargement process expanded the area of stability in Europe, and reinforced
the transformation potential and international position of the EU in the world.
This confirmed the integration model based on the openness of markets and on
the principle of solidarity. This model — guaranteeing effective and peaceful over-
coming of divisions between societies — proved to be a powerful source of soft
power of the EU and a reference point for other regional groupings in the world.
The accession of new member states in 2004 and in 2007 proved that the enlar-
gement policy has been, and continues to be, the EU policy with the greatest in-
fluence and impact. The positive effects of the accession of 12 new member states
have proven that enlargement policy should be continued.
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At the same time, the enlargement proved to be an adaptation challenge for the
EU. Regardless of the many economic benefits for the entire EU ensuing from the
accession, there has been a decline of social support in some states for the conti-
nuation of the enlargement process —a phenomenon known as the ,enlargement
fatigue” has developed and trends to diversify the pace of integration process
within the EU-27 have emerged. Overcoming those challenges will determine
the success of the EU as an integration grouping in the future.

It should be emphasized, that the enlargement did not result in a paralysis of the
decision-making process in the operations of the EU institutions; neither has it
disturbed the culture of compromise. Institutions and member states have adap-
ted to new cooperation conditions within the EU-27. There has been an increase
in the use of majority voting, accompanied by the reduced application of the con-
sensus principle. There has been an increase in the significance of informal nego-
tiations and bilateral contacts. Although the enlargement has increased the share
of small and medium-sized states in the overall number of states, the demand
for political leadership — to which the largest member states naturally aspired-
increased at the same time. There has also been a growing tendency for greater
cooperation in the intergovernmental dimension.

The main priorities of Poland's policy in the EU concerned the maximization of
opportunities ensuing from the membership, the efficient adaptation for functio-
ning within the Union and securing the position of an influential member state
with ambitions proportionate to its size and socio-economic potential. Poland
participated actively in works carried out at the EU forum, including major deba-
tes in the years 2004-2009, such as the financial, treaty-related and climate and
energy discussions, as well as those concerning individual policies. This proved
that the ability to influence the EU reform process and Union's adjustment to
the new challenges faced by Europe has been one of the most significant benefits
following from Poland’s accession to the European Union.

The first five years of Poland's membership in the Union have been devoted to
the consolidation of our country's presence within the Union mechanisms and
structures. As she gathered experience, Poland “emancipated” herself within the
EU. With time, Poland’s activities have gained in intensity and become more
innovative. Poland joined coalitions and has been gradually becoming a driving
force and their leader. The degree to which Poland is identified as a poor state
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and the extent to which it is regarded as a large state will determine Poland's
presence in the EU in the coming years.

Poland has been active in the shaping of the EU policy towards Ukraine. Be-
ginning with the promotion of EU involvement in the Orange Revolution in
2004, Poland has tried to stimulate the advancement of political dialogue and
economic cooperation with Ukraine as an important EU partner and neighbour.
Another area of Poland's activity was a greater EU involvement in relations
with Belarus. In general, however, Poland's priorities (shared by many other
new member states) in the context of a deeper integration of East European
states with European structures have frequently met with a reserved attitude of
some EU-15 states. From the perspective of five years of membership, Poland’s
greatest success was without a doubt the Eastern Partnership initiative submit-
ted jointly with Sweden in 2008 and addressed to six states of Eastern Europe
and the Southern Caucasus. Its acceptance by all member states allows to hope
for significant progress in the involvement of those regions in the cooperation
with the EU. Following a decision of the European Council in March 2009, EUR
600 million have been allocated from the EU budget to this purpose. The key
moment of the discussion on possible enlargement to the East is still to come,
and the existing deep relations will provide a powerful argument in favour of
following up of the enlargement policy.

The shifting of the EU borders to the east has become an impulse for redefining
the EU policy towards her new neighbours which fall within the framework of
the so-called European Neighbourhood Policy (ENP) established in 2004. As a re-
sult, the countries of Eastern Europe have acquired the status of separate entities
and their presence has grown in the European political discourse. Recognising
the geopolitical role of the East European region, the EU changed her attitudes in
key areas. However, the present disproportions in the allocation of funding un-
der the ENP (EUR 3 for the south, against EUR 1 for the east) are real reflections
of the Union priorities.

Poland has been obliged to introduce visas for citizens of certain third states, in-
cluding Ukraine, Belarus and Russia. As a result of those changes, there has been
a decline in the number of foreigners' border clearances. At the same time, a drop
in sales at border zone fairs can be noted, as well as a decline in currency exchan-
ge in foreign exchange offices, a decline in sales at commercial and catering faci-
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lities in the border zone, and finally a decline in the volume of visitors in hotels
and inns located in the area. However, Poland’s initiatives have mitigated the
consequences of the application of Community regulations. From Poland's per-
spective it is necessary to intensify the forms of cooperation with neighbouring
non-EU states and support them with national and Community legislation. It is
important to follow up on efforts in the context of the EU to reduce charges for
Belarusian citizens for considering applications and for issuing uniform Schengen
visas. A swift completion of negotiations on the local border traffic agreements
with the EU’s eastern neighbours and their fast implementation has become an
urgent challenge in early 2009. Initiating efforts for the benefit of amendment
to a relevant EU regulation has also been an important step allowing the border
zone to be expanded.

Poland's membership in the EU has not gone without an impact on regional coo-
peration. Poland has actively participated in the Visegrad Group (VG), Central
European Initiative, or the Council of the Baltic Sea States in the past five years.
Considering that all member states of the Group (Poland, the Czech Republic,
Slovakia and Hungary) had acceded to the EU, cooperation with partners within
this grouping proved to be particularly important. Initially the VG played the
role a forum for consultations on European matters and support for integration
aspirations of the states of Eastern Europe and Western Balkans. With time, it
became an important forum for coming to terms on interests, for building allian-
ces and realizing regional interests within the framework of the EU. Its meetings
were expanded through the participation of the Baltic states and, after 2007, also
of Bulgaria and Romania. In the forthcoming years an intensification of coopera-
tion under the VG is to be expected due to the fact that three states of the Group
will preside in the EU in the near future, the Czech Republic (1% half of 2009) and
Hungary and Poland (the 1* and 2" half of 2011 respectively).

The enlargement of 2004 contributed to the strengthening of Poland's position
in the world, the building of good relations with the member states and third
countries (including neighbourhood relations), and to the participation in re-
gional cooperation and activities at the forum of international organisations. At
the same time Poland's membership in the EU has become an impulse for the
revaluation of Polish foreign policy, its priorities and targets as well as the di-
rections of involvement. By acceding to the Union, Poland gained the possibility



28

Executive summary

of active participation in the creation of the EU’s policy towards the world. Be-
cause of this enlargement, the scope of interest of the Polish foreign policy has
expanded. The enlargement gave an additional boost to Poland’s ambitions and
impressed the need on Poland to lend more dynamic to the development of the
EU foreign policy. The years since the accession in 2004 have thus become an
important period for further strengthening the identity of the EU as a key actor
on international scene.

During the post-accession period, economic relations with third states received
a boost in the area of both investments and trade. There has been a visible im-
provement of Poland’s image among economic and political communities of non-
European countries. Growing interest can be noted in the field of economic coo-
peration with Poland as a partner offering products and services of "European”
quality at relatively low prices. Upon her accession to the EU and as the econo-
mic situation improved in Poland, there has been a gradual but visible growth in
migration pressures from third countries to Poland, which has increasingly been
chosen as the destination country for migrants. It should be underlined that — in
contrast to the area of foreign and security policy — despite her potential regar-
ding the socio-economic policy, Poland has not contributed to EU relations with
third countries in a significant way. There is a significant potential for improve-
ments in the area of economic relations between Poland and third countries.
The accession to the EU introduced major changes in the functioning of the Polish
government administration. The fact that matters related to the European policy
ceased to be an external aspect of the domestic policy, may be one of the most
important of those changes. Considering the above, most organisational units in
the majority of ministries have become actively involved in the programming,
working out, and implementing the European policy. This process has become an
important stage in the “Europeisation” of the Polish administration.

The accession to the EU required the setting up of institutions and the develop-
ment of internal procedures within the administration which would guarantee
speaking ,with one voice” at the EU forum. The European policy coordination
system created to this end was based on the European Committee of the Council
of Ministers. As part of the implementation process the European Committee of
the Council of Ministers considered and adopted inter alia approximately 920
instructions for meetings of the EU Council and its auxiliary bodies and informal
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meetings of ministers (and a parallel number of reports from those meetings),
approximately 850 draft government’s positions relating to EU consultation do-
cuments, as well as approximately 250 draft acts implementing the acquis and
approximately 100 draft regulations of the Council of Ministers. These numbers
reflect the scale of the intensity of works and Poland’s involvement in daily ma-
nagement of the process of EU membership.

Presiding over the EU is a natural consequence of Poland's accession to the EU
and a commitment following from the member state status. In 2008 Poland began
intensive preparations for the first Polish presidency of the EU in history, to take
place during the 2" half of 2011. To this end, in July 2008, the government appo-
inted the plenipotentiary for preparations who coordinates government works in
such areas as the preparation of human resources (training), budget, logistics and
security as well as promotion and culture. Moreover, works have commenced on
programming and selection of the priorities of Poland’s presidency. In February
2009, a special website was launched where the progress of works can be follo-
wed (www.prezydencjaue.gov.pl). The presidency will prove a great challenge
on the one hand. On the other it will be the most important instrument of influ-
ence on the EU that Poland will be able to take avail of in the coming years.
The experience in estimating costs of the implementation of acquis gained du-
ring the accession negotiations helped Poland join the Union discussion on the
improvement of the law-making process and the simplification of the binding
regulations. Although five years after the accession those processes do not seem
to be fully rooted in the Polish administration structures, many of their positive
elements have been carried into effect. These include the development of a com-
prehensive government programme, the establishment of the first institutional
structures or taking advantage of the opportunity — owing to structural funds — to
improve administrative capacity in quality law-making.

The issue of the pace of acquis implementation into the national legal order has
remained an important challenge throughout the membership process. Although
Poland managed to implement most EU regulations within the required time-
frames during the accession preparations, a significant slowdown of this process
can be noted after 1 May 2004. In 2005 Poland ranked 14" in terms of the trans-
position of the internal market directives, dropping to the 22" position in 2008,
and to the 26th position in February 2009 within the EU-27. Given the situation
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of the legislative negligence, Polish courts have not hesitated to apply the acquis
foregoing national law (particularly in taxation matters), which has not repla-
ced correct and timely transposition. Thus, the state of the acquis transposition
contradicts Poland’s declared support of the internal market principles. In light
of the above, improvements in this area remain a matter of urgency.

Upon the accession to the EU, Poland gained access to proceedings before the
Court of Justice, the Court of First Instance and the EFTA Court and was thus
able to shape her legal situation within the Community. Moreover, Poland fo-
und herself able to influence the interpretations of the acquis provisions through
court jurisdiction. Five years after accession to the Union, Poland ranks in ,the
upper band of the average level” in terms of the number of proceedings against
the background of all member states, which is evidenced by statistics of both
proceedings instituted in particular years, and a listing of proceedings in progress.
Halting or, better, reversing this process is becoming increasingly urgent.
During the five years of EU membership, the role of the Polish state administra-
tion shifted from aid recipient to aid donor. The financial support for the state
administration — within the framework of the three allocations of the Transition
Facility programme 2004-2006 — helped gain the required experience for the effi-
cient functioning within the EU and for training experts in many areas. The most
efficient financial instrument turned out to be the twinning cooperation between
administrations of the EU states and the beneficiary states.. Financing under the
allocations of Transition Facility programme for the years 2004—2006 was used by
the Polish state administration for the deployment of 76 projects with the total
value exceeding EUR 50 million. As aid donors, Polish state institutions were
chosen by foreign beneficiaries in 18 projects with the total value of EUR 16.5
million (as of March 2009, concerns programmes CARDS, TACIS, Phare, Trans-
ition Facility and ENPI).

Projects implemented by Poland, as a recipient of financial aid, in cooperation
with state administrations of the EU member states allowed to initiate contacts,
which later became the foundation for the exchange of mutual experiences, and
as an aid donor to offer expert assistance to new states covered by EU financing.
During the five years of EU membership, one can note growing interest in the
role of aid donor under the twinning cooperation, and which resulted in the
growing participation of Polish institutions in the projects. The knowledge and
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skills acquired by the Polish state administration during the implementation of
institutional development projects contributed to the readiness to offer assistan-
ce, and to do so not only from within the framework of programmes financed
from EU funds. Polish institutions have become active in the role of aid donor, by
implementing projects in the context of development cooperation for the states
of Western Balkans, Ukraine, as well as Moldova, Belarus and Georgia.
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The economic dimension of Poland’s membership in the EU

Macroeconomic perspective

According to broadly endorsed expectations and forecasts by experts in the field,
Poland’s membership in the European Union (EU) was to have far-reaching effects for
the Polish economy. Experts indicated that the accession would have a positive impact
on Poland’s macroeconomic stability and economic growth.

The fifth anniversary of Poland’s accession to the EU is therefore an opportunity
to verify these forecasts and hypotheses from the pre-accession period and to analyse the
initial, medium-term effects of the EU membership. Thus, a number of pre-accession
forecasts are quoted in this chapter which are then compared with the actual results of
the Polish economy recorded in the post-accession period.

It should be borne in mind, however, that certain effects of Poland’s integra-
tion into the EU were evident already in the pre-accession period. Poland’s economic
transformation should be viewed from a longer-term perspective of twenty years. In
early 1990s, Poland started a complex process of reforms aimed at the introduction of
the market economy which was one of the preconditions for the EU accession. On the
one hand, Poland’s accession to the EU was an ultimate effect of the entire process of
economic transition; on the other, it created a unique opportunity for further growth of
the Polish economy.

In addition, the process of Poland’s integration with the EU occurred in parallel
to certain developments of the global economy, such as the global economic upturn since
2004 and the subsequent international financial and economic crisis, with its climax in
H2 2008. Therefore, developments in the Polish economy can be linked not only to the
EU membership, but also to a number of different factors. As a result, it is often very
difficult to point to “EU-specific” effects.
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Economic growth: fluctuations and underlying factors

Before the accession, experts had forecasted a dynamic growth of Poland’s eco-
nomy resulting from the convergence with the economies of EU-15 Member States.
For emerging markets, convergence was to contribute to their relatively high economic
growth rate as compared against developed economies. The pre-accession report conta-
ining an ex-ante analysis of the effects of Poland’s accession to the EU estimated that the
average economic growth rate would exceed 5% in the first five years of membership.
This forecast was based on the growing importance of foreign trade, financial transfers,
and a more robust inflow of foreign capital after the accession, which can be attributed
to the improved conditions for investments in Poland, higher financial reliability, and
elimination of barriers to the free flow of capital'.

Chart 1. Changes in Poland’s GDP in the period 1999-2009
7.0%

6.2%

6.0% 6.6%

5.3%

>.0% 4.3% o

4.0% [—4-5% £ R

3.0% 3.6%

2.0%
2.0%"

1.0%

-
H
o

1.2% B

0.0%
1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009
* Forecast of DG ECFIN, Interim Forecast, January 2009.

Source: Own study based on Eurostat and Central Statistical Office.

Indeed, if we analyse changes in GDP, it becomes evident that the accession spur-
red the growth of the Polish economy. In the period 1999-2003, economic growth rate
ranged from 1.2% and 4.5%; in the post-accession period, it varied from 3.6% in 2005
to 6.6% in 2007. The 2005 growth in GDP of 3.6% (compared to 5.3% in the previous

! Office of the Committee for European Integration, Bilans korzysci i kosztéw przystapienia Polski do Unii Europejskiej, Warsaw 2003, p. 38.
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year) can be explained by the decline in domestic demand resulting from the reduction
of stock in the previous year”.

The impact of accession on the high economic growth rate may be determined
by analysing changes in subcomponents of GDP. Investment demand was the key
driver of GDP growth (especially in 2005-2006), followed by consumption demand.
Increased investment demand was accompanied by a considerable increase in gross
fixed capital formation3 (from —0.1% in 2003 and 6.4% in 2004 to 17.6% in 2007),
which resulted from the inflow of foreign direct investments and increased confiden-
ce of investors in the Polish market in the context of Poland’s accession to the EU.
Another key factor was the increase in exports, although its growth rate was on the
decrease (from 14% in 2004 to 9.1% in 2007), which resulted — among others — from
the strengthening of PLN vs. currencies of Poland’s main trade partners. On the other
hand, domestic consumer demand was on the increase (from 2.8% in 2003 and 6.8%
in 2004 to 8.6% in 2007). However, Poland’s accession to the EU alone cannot be con-
sidered the only or the basic driver of Poland’s economic growth. Poland’s economic
upturn was attributable also to other factors, including among others the trends in the
global economy.

In 2007, the highest growth in production was recorded in industry (about 9.9%)
and construction (12.5%). The increase in private consumption was rather moderate,
which leads to the conclusion that Poland’s economic growth was stable and sustaina-
ble in terms of its structure and did not result from an excessive increase in domestic
consumption. GDP growth based on the increased investment demand, as well as the
promising Polish market represent an opportunity to achieve higher economic growth
rate in the context of the global economic crisis than in other countries.

In addition to the above factors, GDP growth rate also depended on the increase
in labour productivity, which is defined as the value of production per input of labour.
Its increase depends on the streamlined division of labour in a country, i.e. more effi-
cient utilisation of labour force in the economy in general, leading to higher domestic
production. Chart 2 presents productivity of the Polish economy in GDP (in PLN) per
hour worked, compared to productivity of labour in EU-15.

2 A. Zotnowski, Wplyw czlonkostwa Polski w Unii Europejskiej na podstawowe zmienne makroekonomiczne — efekty unijne oraz kanaly dyfuzji, expert study for UKIE,
2009, p. 26.

3 Rachunki kwartalne produktu krajowego brutto w latach 2003-2007, Central Statistical Office, November 2008, http://www.stat.gov.pl/cps/rde/xbcr/gus/PUBL _ra-
chunki_kw_pkb_2003_2007.pdf.
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Chart 2. Productivity of labour in Poland in 2000-2008 vs. EU-15
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In 2000-2008, labour productivity was up by about 60% from 25.78 PLN per
hour worked to 41.57 PLN per hour worked. One should note, however, that the period
of 20062008 saw a substantial increase in employment rate, and labour productivity
statistics were lower as a result. In 2000-2003, labour productivity measured as GDP
produced during one hour of work totalled 40.5-44% of average labour productivity in
EU-15, while in 2004-2008 it reached 44.5-46% of EU-15 average. Inflow of FDI was
one of the reasons for this improvement.

It was expected that the development gap between Poland and EU-15 would be
reduced after the accession®. And indeed, the gap measured by GDP per capita was reduced
in 2003-2008. Before the accession, the average GDP per one Polish citizen reached only
48.9% of GDP per capita in EU-27, but in early 2009 it was estimated that it had increased
to 54.3% in 2008°. This bridging of the gap between Poland and other EU-12 Member Sta-
tes vs. EU-15 is a long-term process and is expected to take many more years.

The global economic crisis that emerged back in H2 2007 in the USA has mani-
fested itself in real terms in highly developed countries, and in particular in the Euro

# Office of the Committee for European Integration, op.cit., p. 7, 31.
> Eurostat, http://epp.eurostat.ec.europa.eu.
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zone, the UK, and the USA. As a result, foreign investors have become more alerted
to investment risks, in particular in emerging markets, including markets of the new
Member States. In consequence, the new Member States considered not reliable enough
by foreign investors suffered from a decline in investments, sharp reduction in foreign
demand, and the flow of foreign capital to more developed countries.

In 2008, Poland experienced the first symptoms of economic downturn in the
wake of the global financial crisis. They were evident mainly in the considerable re-
duction of gross capital formation (5.6% in Q3 2008) resulting from the decline in gross
capital expenditure (3.5% in Q3 2008), which is of particular importance for sustainable
economic growth.

This economic slowdown was somehow mitigated by a very limited reduction in
consumption and a slight improvement in net exports in H2 2008. In 2009, the expected
decline in consumption demand is likely to be mitigated by the reduction and flattening
of tax rates. On the other hand, the increasing unemployment rate and stricter terms and
conditions adopted for consumer loans, are likely to affect consumption rate and — by
extension — GDP growth rate®.

In addition, higher investment risks, rising electricity prices and costs, as well
as new limitations on mortgage and investment loans, put a curb on the scale of invest-
ments in many sectors of the economy. Many private and public institutions agreed that
in view of the above, Poland’s GDP growth rate in 2009 would be lower than in 2008;
the actual forecasts differed, ranging from 0.5% to 4%. One should note that economic
growth rate of 2%’ would land Poland in the list of the fastest-developing countries in
the EU. Some financial institutions, such as HSBC, expected that Poland and China wo-
uld cope best with detrimental effects of the global financial crisis®.

Balance of payments

Poland’s accession to the EU had a significant impact on all key elements of its
balance of payments. In 20042009, deficit in the current account was on the increase.
This increase in deficit was offset by the increase in surplus recorded in the capital acco-
unt. The balance of financial account also improved.
¢ Bank BGZ, Makrotrendy, no. 2(36), 2008, p. 2.

7 DG ECFIN, Interim Forecast, January 2009, http://ec.europa.eu/economy_finance/pdf/2009/interimforecastjanuary/interim_forecast_jan_2009_en.pdf.
8 D. Walewska, Polska i Chiny: dwie wyspy, a wokol kryzys, “Rzeczpospolita”, 16 January 2009, p. B9.
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In the case of Poland’s current account, the increase in deficit resulted direc-
tly from the convergence mechanism observed in other new Member States: countries
catching up with more developed Member States would record an increase in current
account deficit and a surplus in capital account resulting from the inflow of foreign ca-
pital, e.g. FDI inflows or portfolio investments. This post-accession scenario had been
forecasted already before the accession’.

The negative current account balance resulted mainly from the income recorded
by foreign investors, for instance under dividends or interest on loans extended to Polish
entities (including the Government and local and regional authorities)!. In addition,
the decline in the balance of trade in goods recorded since 2006 also affected Poland’s
current account. Deficit in trade in goods reached EUR 4.6 bn, and more than doubled in
2007, up to 11.3 bn EUR. On the other hand, a considerable improvement was recorded
for the balance of services and current transfers. Surplus in the balance of services was up
from 0.4 bn EUR in 2003 to 2.9 bn EUR in 2007, while surplus in current transfers was
up from 2.8 bn EUR in 2003 to 4.8 bn in 2008 EUR™.

Chart 3. Poland’s balance of payments in the period 2000 — November 2008, by accounts
(in EUR mln)
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Source: NBP, cit. A. Zotnowski, Wplyw czlonkostwa Polski w Unii Europejskiej na podstawowe zmienne makro-
ekonomiczne — efekty unijne oraz kanaty dyfuzji, UKIE expert study, 2009.

? Office of the Committee for European Integration, op.cit., p. 7, 38.
10 Office of the Committee for European Integration, 4 lata czlonkostwa Polski w UE. Bilans kosztow i korzysci spoleczno-gospodarczych, Warsaw 2008, p. 18-19.
A, Zotnowski, op.cit., p.8.
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On the other hand, a significant improvement was recorded in the balance of
Poland’s capital account — from —0.04 mln EUR in 2003 to 3.9 bn EUR in November
2008. This improvement resulted from EU transfers under structural funds and Co-
hesion Fund.

EU accession had a positive impact on Poland’s financial account. This impro-
vement was based mainly on the inflows of foreign direct investments, portfolio inve-
stments, and other investments. At the same time, since the date of accession, the value
of Polish FDIs increased until 2007, and the same applies to the value of portfolio inve-
stments and other investments in the period 2005-2007. Similar trends were observed
in other new Member States. Improvement of their financial accounts resulted from the
inflow of capital, especially FDIs, after the accession. Just as in Poland, other Member
States recorded an increase in FDIs located abroad, mainly within the EU. A conclusion
may be drawn that the enlargement resulted in a bilateral increase in capital flows be-
tween EU-15 and EU-10.

Chart 4. Changes in Poland’s foreign debt in the period 2002 — 3 quarters of 2008 (in EUR mln)
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Source: NBP, cit. A. Zotmowski, Wplyw czlonkostwa Polski w Unii Europejskiej na podstawowe zmienne makro-
ekonomiczne — efekty unijne oraz kanaty dyfuzji, UKIE expert study, 2009.

One should note that in 2003-2007, Poland’s total foreign debt almost doubled. Be-
fore the accession, foreign debt totalled about 85 bn EUR, but reached about 160 bn EUR
in 2007, and increased to over 184 bn EUR in the first 3 quarters of 2008. At the same time,
the share of short-term debt in total foreign debt gradually increased in the analysed period,
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from 19% in 2004 to 30% as at the end of Q3 2008'%. After accession the systematic but mo-
derate growth of public debt was observed. This increase was attributable among others to
the inflow of transfers from EU budget under the cohesion policy. These transfers may only
be used in co-financing of projects. To this end, the central government as well as local and
regional authorities incurred debts — both in Poland and abroad. In addition, EU funds are
released only after a project has been implemented, and the State must secure project finan-
cing beforehand. Private enterprises using structural funds were subject to the very same
mechanisms, and their debt also increased. These debts were investment-related'®, which
increased GDP growth rate and may improve its growth in the future.

Foreign exchange rates

Before the accession, it was expected that PLN exchange rate would appreciate
and stabilise at about 4 PLN/EUR in 2008. Experts assumed that this exchange rate would
be achieved based on the government’s strategy of participation in ERM II and adoption
of single currency in 2008, as well as based on the inflows of foreign capital'.

Within the first four years of Poland’s membership in the EU, PLN exchange rate
gradually appreciated, both in nominal and real terms. In the case of PLN/EUR exchange
rate, this trend was a reversal of the gradual weakening of PLN recorded since 2001.

Therefore, the pre-accession forecasts were correct as to the overall trend, but
the actual degree of appreciation of PLN had been slightly underestimated”. Average
annual exchange rate of EUR in 2008 totalled about PLN 3.5, i.e. about 15% below the
forecast. As at the end of 2008, it exceeded PLN 4.00, and this depreciation trend conti-
nues. The strong appreciation of PLN after the accession had a number of reasons. These
included: increased global demand for PLN, inflows of speculative capital, accelerating
economic growth rate, and improved labour productivity.

PLN appreciation in real terms was a consequence of the Samuelson-Balassa ef-
fect. According to this mechanism, if labour productivity increases in one economy vs.
another economy, the exchange rate of its currency becomes relatively stronger, assu-
ming a similar inflation rate in comparable countries'.

2 Ibid., p. 14.
8 Ibid., p. 26.
1 Office of the Committee for European Integration, Bilans. .., op.cit., p. 7.

5 Ibid., p. 7.
' Indeed, labour productivity in Poland improved gradually (cf. Chart 2; sub-chapter: Economic growth: dynamics of changes and underlying factors).
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The strengthening of PLN was based on the increased demand for the Polish
currency among foreign investors. PLN was necessary to invest in Poland. In addition,
PLN/EUR exchange rate in international currency markets depended on the transfers of
funds from EU budget under structural funds or Common Agricultural Policy (CAP). On
the other hand, exchange rate was on the increase as a result of transfers of money made
by Polish immigrants in the UK and brought back to Poland.

In addition, as Poland’s financial credibility and its attractiveness for investors
increased, massive inflows of speculative capital were recorded, focused on the so-called
convergence play'’, i.e. location of investments in economies characterised by higher
growth rate and promising higher returns. As a result, valuations of PLN were somehow
detached from its actual value.

Chart 5. Weighted average exchange rate of PLN vs. EUR, GBP and USD
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In H2 2008, in light of the global crisis, the appreciation trend was reversed due
to the flight of speculative capital from the emerging — and less credible — markets back
to highly developed countries. Faced with the global economic crisis, foreign investors
have become more sensitive to foreign investment risks and started to withdraw their
capital from the emerging markets. Nearly all new Member States that kept their natio-
nal currencies were affected by this trend. The increasing demand for borrowings was
accompanied by a decline in foreign direct investments. As a result, the main global
currencies appreciated vs. currencies of the emerging markets's.

17 Office of the Committee for European Integration, Bilans..., op.cit., p. 35.
187. Jankowiak, Co dalej z kursem zlotego?, “Rzeczpospolita”, 29 December 2008
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To sum up, the impact of EU membership on PLN exchange rate was noticeable
— albeit difficult to determine — and resulted in the appreciation of PLN in the period
2004-2008. However, in the face of the global financial crisis, it lost its importance. Due
to the global economic downturn in 2008/2009, PLN was still treated by traders as an
emerging market currency, not as an EU Member State currency. In consequence, PLN
lost about 40-50% vs. stronger currencies.

Foreign trade

Poland’s accession to the EU had a number of consequences for the Polish foreign
trade. First of all, Polish businesses took advantage of globalisation thanks to the streng-
thening of Poland’s position in the international arena. Secondly, Polish entrepreneurs
entered the internal market and followed its rules (especially as regards environmental
protection as well as human health and life protection standards). As a result, foreign
trade increased substantially, and the Polish economy became more open. It confirmed
the pre-accession hypothesis that Poland’s trade would grow faster after the accession
than its GDP¥.

Polish products were exported mainly to EU Member States, and the resulting
increase in exports resulted from Poland’s participation in the internal market. In parti-
cular, Poland exported its agricultural and food products, enjoying a comparative advan-
tage in their production. In addition, Poland was covered by the common trade policy
(CTP), received subsidies to exports to third countries (the so-called export refunds),
and adopted preferential customs duties as regards certain countries; it all added to the
increase in the volume of foreign trade. On the other hand, foreign trade increased also
based on the increasing demand for foreign products, accelerating economic growth rate,
and appreciation of PLN.

Chart 5 presents the dynamics of changes in foreign trade in 2000-2008. Thro-
ughout this period, the value of trade was on the increase, which would indicate that
the Polish economy gradually opened to the world. However, the highest increase in the
value of trade (up by over 10% per annum) was observed since 2004, which would sug-
gest that Poland’s accession to the EU had a positive effect on its trade. In the theory of
economics, it is called trade creation effect. It would have been even more pronounced

1 Office of the Committee for European Integration, Bilans..., op.cit., p. 46.
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if the key trade partners had experienced higher increase in their economic growth rate
(resulting in an increase in trade based on the higher demand from Poland’s trade part-
ners)”, and if Poland had encouraged them to be more active — for instance, by ensuring
better access to its market, better transport infrastructure, and a more business-friendly
environment?'.

Chart 6. Changes in Poland’s foreign trade (previous year = 100) in the period 2000-2008
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Source: Own study based on Comext, Eurostat, and Central Statistical Office.

In addition to trade creation effect, there was yet another consequence of chan-
ges in customs duties in trade with third countries — the so-called trade diversion effect:
increase in the volume of trade with one country or region, resulting from liberalisation
of trade in the region, affected the volume of trade with other countries and regions. In
Poland’s case, some goods imported from outside the EU were partially replaced with
goods coming from Member States or from countries covered by customs preferences
under the common customs tariff*.

Interestingly enough, trade creation effect was stronger after the accession than
trade diversion effect, both in Poland and in the EU. The enlargement did not result in
any significant reduction of trade between the EU and third countries. Average annual
increase in the volume of trade between Member States and third countries in the pe-
2 Office of the Committee for European Integration, 4 lata..., op.cit., p. 23.

2! In terms of its efforts to enable the development of foreign trade, Poland ranked 45" in 2008 (cf. World Economic Forum, The Global Enabling Trade Report
2008; cf. Baltic Development Forum, State of Region Report, 2008, p. 61).
2 For instance, the country of origin of bananas was initially changed from Ecuador, Panama, Costarica, or Columbia, to Spain or Greece. However, after the zero

customs duty was introduced in 2006 for bananas brought from the Caribbean, Latin America and Africa, their share in total imports to Poland remained similar
to the pre-accession period.
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riod 2004-2007 reached 10.4%, compared to 8.7% increase in trade within the EU in the
same period®.

Until 2005, the volume of imports to Poland increased slower than Polish exports.
Since 2006, the volume of import of goods to Poland increased faster than exports of
goods from Poland, which resulted from the appreciation of PLN and better financial
situation of Poles. Trade deficit had been on the decrease until 2005; after 2006, it has
been up again. In 2004, foreign trade deficit reached EUR 11.8 bn; in 2005, it totalled
9.8 bn EUR. In the period 2006-2008 it was on the increase, reaching the estimated level
of 25 bn EUR in 2008*.

Chart 7. Value of foreign trade within EU-27 and with third countries in 1999-2007
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Chart 7 presents the value of foreign trade between Poland and EU-27 Member
States and third countries. In both groups, trade was on the increase, which would con-
firm the trade creation effect. After the accession in 2004, the share of third countries
in foreign trade dropped. In 2003, about 25% of foreign trade was generated by third
countries, but only about 22.5% a year later. This share increased in the following years,
but the 25% threshold was never reached.

The importance of emerging markets in Poland’s foreign trade increased in this
period; it applies in particular to the new Member States. It would indicate that trade
relations with these countries became closer after the accession. Similarly, the share of

2 European Commission, DG ECFIN, Five years of an enlarged EU, Economic achievements and challenges, ,European Economy” 1/2009, p. 53.
24 Comext, Eurostat; 2008 estimate; Central Statistical Office.
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EU Member States in total trade increased slightly, but a drop was recorded in the share
of highly developed countries in general®. In the first five years of EU membership, the
volume of trade with third countries from the East increased significantly (e.g. with
Ukraine and Russia; in the latter case, the value of trade depended mainly on prices of
the imported energy carriers).

The increased share of exports to the new Member States was recorded not only
in Poland, but in almost all new Member States. The share in trade within the group of
the new Member States increased from 10.35% in 1999 to 13.5% in 2004 and 17.29% in
2007, although to some extent it resulted from the process of globalisation®.

As regards the structure of trade, an increase in trade in 2004 was observed in
nearly all sectors. Still, the highest increase in exports was recorded in agricultural and
food products. In 2005, 10% of the total exports of agricultural and food products could
be attributed to the participation in the EU’s single market?”. After the accession, this
upward trend was upheld for the first two years (reaching the annual average of as much
as 30%), slowing down slightly in 2006 (to 20%)*. The high increase in exports was also
recorded in the sector of chemicals, machinery, and transport equipment. These are tra-
ditional, labour-intensive sectors, with relatively moderate technological development.

As regards imports, most sectors recorded increased values of trade after the ac-
cession. This significant increase in imports can be attributed to the economic conver-
gence of Poland to EU-15 and the resulting accelerated economic growth and appre-
ciation of PLN?. The impact of EU membership was particularly evident in the sectors
of machinery and plastics. The increased demand for these products resulted, among
others, from the new production processes requiring spare parts for the newly purchased
machinery or maintenance products.

In 2008, this upward trend expressed in PLN was maintained until the beginning
of Q4, when it slowed down sharply. As regards trade denominated in USD and EUR, it
slowed down already in H2 2008, and its balance deteriorated. The share of consumer
goods in total imports increased, while the share of goods to be used in investments or
intermediate consumption was on the decrease®. As at the end of 2008, the total volume
of trade was estimated at 253 bn EUR?'.

% Central Statistical Office, Informacja o sytuacji spoleczno-gospodarczej kraju. Rok 2008, 2008, p. 50.
% DG ECFIN, Five years..., op.cit., p. 57.

77 Office of the Committee for European Integration, 4 lata..., op.cit., p. 23.

% EUROSTAT, www.epp.eurostat.ec.europa.eu; cf. chapter on Agriculture.

2 Office of the Committee for European Integration, 4 lata..., op.cit., p. 24.

% GUS, op.cit., p. 48.
3! http://www.stat.gov.pl/gus/45_970_PLK_HTML.htm
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In late 2008, the value of net exports depended on two basic and opposing factors,
resulting from the global economic downturn. The first of these factors was related to
the decline in demand for foreign products among Poland’s main trade partners. They
experienced the first symptoms of the global crisis back in 2007*.. The opposite factor
was connected with the weakening of PLN and the resulting attractive prices of Polish
products.

Both before the accession and in 2004-2009, Germany was the main trade part-
ner of Poland. Export of cars and accessories, as well as TV sets to Germany increased,
while export of copper, engines, other products made of non-precious metals, electronic
transmission equipment, as well as furniture shrank. It could be regarded as a positive
effect of EU membership connected with FDI inflow in the previous years®. The share of
Germany in the Polish exports dropped from 26.1% in 2007 to 25% in 2008. It resulted
mainly from the specific problems faced by the German economy and reduction of its fo-
reign consumption, as well as from the increasing importance of other markets. In 2008,
Germany recorded GDP growth of only 1.3%, and a GDP drop to — 2.3% is expected
for 2009%*. As a result, the share of Germany in the Polish exports in 2008 was down by
about 1.1 percentage point. At the same time, an increase was recorded for the imports
of passenger cars and trucks, their spare parts and accessories, as well as engines. On the
other hand, the opposite trend was recorded for the imports of other products made of
non-precious metals, other specialist equipment and machinery, as well as processed
petroleum oils®.

The impact of EU accession on the Polish economy is also evident if we analyse
changes in Poland’s intra-industry trade with EU-15%. Table 1 presents the share of
intra-industry trade in total trade, as well as its structure. Since 2000, the share of intra-
industry trade increased gradually, which would suggest that Poland’s structure of trade
became similar to EU-15%.

32 Ministry of Economy, Polska 2008 — raport o stanie handlu zagranicznego, Warsaw 2008, p. 5.

# Cf. sub-chapter on Foreign Direct Investments in Poland.

3 DG ECFIN, Interim..., op.cit., p. 21.

% GUS, op.cit., p. 51.

% Intra-industry trade is defined as simultaneous, two-way exchange of goods belonging the same industry between two countries. A significant share of intra-
industry trade in total trade indicates high level of development of a given country, as it usually involves goods belonging to the processing industry which is well-
developed in industrialised countries. Intra-industry trade can be broken down into horizontal trade based on parameters other than quality (e.g. colour, brand),
and vertical trade based on the quality of goods or involving semi-finished goods necessary to manufacture a product. When a country exports certain low-quality
goods or semi-finished goods and receives products of higher quality, its intra-industry trade is defined as low-quality vertical trade; in the opposite case, it is
defined as high-quality vertical trade (cf. E. Czarny, K. Sledziewska, Polski handel wewnatrzgaleziowy z Uniq Europejskq na poczqthku XXI w., March 2008, p-4).

% DG ECFIN, Five years..., op.cit., p. 54.
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Table 1. Changes in intra-industry trade in 2000-2006

2000 2001 2002 2003 2004 2005 2006

Total intra-industry trade, 28.27% | 29.31% | 30.55% | 32.34% | 37.63% | 34.69% | 36.00%

of which:

Horizontal 6.07% 7.33% 7.66% 7.41% 10.98% | 10.03% 6.58%
Vertical (low quality) 17.56% | 17.24% | 17.50% | 18.72% | 18.29% | 15.16% | 18.99%
Vertical (high quality) 4.63% 4.74% 5.39% 6.21% 8.37% 9.50% 10.42%

Source: E. Czarny, K. Sledziewska, Polski handel wewnatrzgaleziowy z Uniq Europejska na poczatku XXI w.,
March 2008.

Studies have shown that after the accession no significant changes in the struc-
ture of intra-industry trade between Poland and EU-15 were recorded, and low-quality
vertical trade still dominated. Therefore, Poland did not become an equal partner for
EU-15. In the processing industry, Poland exported mainly low-processed goods, while
importing finished goods or higher-quality goods. Poland needs more time for this adju-
stment. Suffice it to say that it took many decades for EU-15 Member States to achieve
their current economic development, and Poland had only 20 years to implement the
necessary economic reforms®. On the other hand, two-way trade in automotive industry
improved vs. total trade, which resulted from FDI inflows. A similar trend was observed
in several other new Member States®.

At the same time, irrespective of the dominance of low-quality vertical trade,
the share of high-quality vertical trade gradually and steadily increased. It applies to
total trade with EU-15 in 2000-2006. It means that although Poland produced relatively
more low-quality goods than in EU-15, it gradually increased its exports of high-quality
goods requiring more advanced technologies. The reasons for this improvement in in-
tra-industry trade included the increased FDI inflows, more free trade, and introduction
of EU technical standards after Poland gained access to EU internal market. It suggests
that the Polish economy is becoming similar to the economies of EU-15 Member States
(especially in terms of production of higher-quality goods).

3 E. Czarny, K. Sledziewska, op.cit., p- 24.
% E. Kawecka-Wyrzykowska, Evolving pattern of intra-industry trade specialization of the new Member States (NMS) of the EU: role of foreign direct investments — the
case of automotive industry, Conference 5 years of enlargement, a positive sum game, Brussels, November 2008.
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Inflation rate

Inflation rate was one of the main macroeconomic variables discussed before the
accession. In particular, Poles were afraid of the sharp rise in prices after the accession
resulting from the increasing indirect taxes (alignment of VAT and excise duty with EU
requirements, common customs tariff in trade with third countries), as well as quotas on
food production following the introduction of CAP.

Chart 8. Pre-accession expectations of Poles as to changes in the selected categories of product
and service prices after the accession
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Source: IPSOS, cit. M. Grela, Piec lat cztonkostwa Polski w Unii Europejskiej — ceny i inflacja, expert study for
UKIE, Warsaw 2009.

Concerns were also voiced that demand for Polish products from EU-15 Mem-
ber States will increase, given the high purchasing power of EU citizens. It was expec-
ted that convergence of prices in Poland and EU would be observed after the accession.
On the other hand, it was expected that liberalisation of certain markets of products
and services (including energy, telecoms, and air transport), increased competition,
and elimination of barriers to the free flow of goods and services in the internal EU
market would drive prices down*. In 2003, the change in prices was expected to reach

# Office of the Committee for European Integration, Bilans..., op.cit., p. 58.
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about 3.5-4% immediately after the accession, and then to drop to the forecast EU
average, i.e. approx. 3.4%".

Poles were mainly afraid of the rising prices of food. In a public opinion poll con-
ducted by IPSOS Polska in March 2004*, 75% of respondents were of the opinion that
prices of foodstuffs would rise after 1 May 2004. These concerns were raised mainly by
less wealthy persons, whose financial situation would be affected if prices of basic com-
modities were to rise. More than 50% of respondents were also afraid of the rising prices
of real property, clothing and footwear, as well as new cars.

Some of these concerns proved right and a considerable rise in prices was ob-
served even before the accession. In April 2004, prices of consumer goods and services
were up by 0.8% vs. March. Annual inflation rate was up from 1.7% in March to 4.6%
in July 2004*. The rise in inflation rate after the accession was therefore higher than
expected by experts*, but lower than expected by the public opinion in Poland.

In 2004, prices of foodstuffs rose significantly — from 3.3% in March to 9.1% in
July. It resulted mainly from the rise in prices of meat, especially poultry, as well as su-
gar, oil, and other fats. Considerable increase was recorded for electricity prices, which
resulted from the rising prices of mineral fuels (mainly crude oil and coal) and the in-
creased profit margins of fuel suppliers. Many manufacturers (in particular in the food
and agricultural sector) increased the volume of their exports to EU-15, where prices of
products were higher. This increased exports volume reduced domestic supply of these
products and accelerated the rise in their prices. In the following months, changes of
CPI*® slowed down to 4.4-4.6%, in line with the evolution of food prices.

In the period 2005-2006, inflation rate in Poland was low (the lowest of all new
Member States) and relatively stable. It increased significantly in 2007, which resulted
from the increase in domestic demand (along with the rise in salaries) and the level of
global prices of energy carriers and food (to a large extent on a speculative basis). Prices
of these product groups affected costs of production of other goods. It was experienced
not only by Poland, but by other Member States as well.

From the five-year perspective of Poland’s membership in the EU it may be conc-
luded that the sharp temporary rise in prices observed in the first months after the ac-
41 Ibid., p. 145.

2 Oczekiwania Polakéw dotyczqce cen po wstapieniu Polski do Unii Europejskiej, IPSOS, March 2004
© M. Grela, Pigc lat czlonkostwa Polski w Unii Europejskiej — ceny i inflacja, expert study for UKIE, Warsaw 2009, p. 3.
# Office of the Committee for European Integration, Bilans. .., op.cit., p. 145; p. Makarova, W. Haremza, Ocena inflacji bazowej dla roku 2004, the Gdarisk Instirute

for Market Economics, 2004, p. 6.
4 CPI - Consumer Price Index.
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cession was reversed within one year. Since then, the impact of EU membership on the
level of prices in Poland has been rather moderate. The faster growth in prices immedia-
tely after the accession had several reasons. First of all, increase was recorded in domestic
demand (resulting from the expected high rise in prices after the accession). In this case,
one may talk about the mechanism of self-fulfilling prophecy. Consumers who expected
the rise in food prices started to buy more products; as a result, their prices began to rise.
In consequence, there was a sharp increase in the price of sugar, as Poles would buy
excessive amounts of sugar at excessively high prices.

Chart 9. CPI inflation and core inflation rates in 2003-2008
6

5

CPI Net Excluding energy and food prices

Source: M. Grela, Pig¢ lat cztonkostwa Polski w Unii Europejskiej — ceny i inflacja, expert study for UKIE,
2009.

In addition, new rates of indirect taxes (cigarettes, children’s clothing, household
cleaning products, LPG*) were combined with mechanisms and rules of the common
customs tariff (CCT) (e.g. customs tariffs for citrus fruits or fish). Only these regulations
temporarily affected the inflation rate in the first five years after the accession, but to
a much smaller extent than in 2004. Demand factors resulting in the rise in prices in the
long term included: inflow of foreign capital and structural funds, as well as high rate of
economic growth.

“ Liquefied Petroleum Gas.
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The accession had a moderate effect on the convergence of prices in Poland and
in EU-15, and this effect did not consist in the rise in prices in all cases. Prices of certain
products, such as clothing and footwear, dropped after the accession — in 2008, their
prices still dropped by 6% per annum®.

Liberalisation of certain markets and elimination of customs duties resulted in
a significant drop in prices of some products and services (e.g. transport vehicles, trans-
port services). In addition, the strengthening of PLN vs. USD and EUR slowed down
the increase in prices. As a result, consumers and enterprises alike could buy cheaper
(in PLN) imported goods and services (e.g. passenger cars and delivery trucks). To some
extent, the strong PLN counterbalanced the effects of global rise in prices of energy in-
puts on fuel prices in Poland.

The impact of the accession on the increase in prices would have been higher
if Poland had followed recommendations of the European Commission and liberalised
prices for all groups of electricity and gas consumers®. The EU attaches great weight to
liberalisation of these markets, which was highlighted in the Lisbon Strategy. In the next
several years to come, electricity prices in Poland will be determined by the market alo-
ne, and the resulting rise in electricity tariffs will impact the level of prices throughout
the Polish economy.

Prosperity and household income

The improved financial situation of Poles (with the exception of effects of the
global financial crisis) following the accession can be attributed to a number of factors.
It resulted primarily from the faster economic growth and higher employment rates
recorded by businesses in Poland and abroad, and thus from the higher income of their
employees. Secondly, the financial situation of Poles improved in line with changes in
the domestic labour market and as a result of high rates of labour migration to more pro-
sperous Member States that had opened their labour markets to the new Member States.
And finally, the financial situation and prosperity of agricultural producers improved
because of Poland’s participation in CAP and tendencies in global prices of agricultural
products.

7 A. Zotmowski, Wplyw..., op.cit., p. 24.
# Cf. chapter on Energy.
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The improved financial situation of Poles resulted from the rise in salaries
and increased their purchasing power. Chart 9 presents the evolution of average
salaries and indicates that after the accession, salaries increased faster than in the
period of 2 years before the accession. However, a steep rise in income was observed
only in 2007. In 2000, the average monthly salary totalled about 1924 PLN, in 2004
it increased to about 2290 PLN, and in 2007 and 2008 it reached 2691 and 2944 PLN,
respectively®.

Chart 10. Evolution of the average annual salary in the period 2000-2008
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Source: Own study based on data provided by Central Statistical Office.

This sharp rise in average salary in 2007 and 2008 can be explained by the co-
nvergence of salaries in Poland and other Member States, which resulted, among others,
from FDI inflows and the economic upturn in Poland, increasing the demand for labour.
Labour migration opportunities, resulting from the partially free flow of persons, signi-
ficantly reduced the number of workers who would agree to work for the same pay as
before. Faced with the choice of whether to work and make money in Poland or abroad
(e.g. in the UK or Ireland), often many people decided to leave Poland to work abroad™.
As a result, those who stayed in Poland could put greater pressure on employers and de-
mand higher salaries. Prices of many services in Poland went up — for instance rates for
home refurbishment services.

“ GUS, Zatrudnienie i wynagrodzenia w gospodarce narodowej w I-11I kwartale 2008 r., December 2008, http://www.stat.gov.pl/cps/rde/xbcr/gus/PUBL_pdl_zatrud-
nienie_wynagrodzenia_I-I1Tkw_2008.pdf; http://www.stat.gov.pl/gus/45_1630_PLK_HTML.htm.
%0 Cf. chapter on Migrations.
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The financial situation of Poles improved not only as a result of the rise in salaries
and shortage of labour in the local market. Families of labour immigrants became benefi-
ciaries of the accession — they received transfers of funds from their spouses, siblings, or
parents working abroad. Farmers covered by CAP and rural development programmes
also benefited from the accession. In terms of income, retirees and disability pensioners
benefited the least from Poland’s membership in the EU.

With time, the rise in salaries had become more obvious for Poles. In 2004, only
9% of respondents claimed that EU membership had a positive effect of the amount of
their salaries and wages, but in 2008 this share reached 42% (up by 33%)>'. In addition,
the number of persons claiming that it was easier to find jobs in Poland after the acces-
sion also increased. In May 2008, 71% of respondents claimed that the accession had
a positive impact on the number of jobs (up by 21% vs. 2004)>%

In late 2008, Poles did not experience any effects of the global financial crisis on
the labour market and amount of salaries yet. However, the first signals of mass reduc-
tions of headcount and other methods of cost reduction (including reduction of working
hours and salaries) were observed back then; still, these signals were rather limited and
loosely connected with the accession. In January 2009, the average monthly salary was
down by about 7% vs. December 2008, but was still higher than in January 2007>%. In
addition, many businesses in Poland entered into currency option contracts and conse-
quently faced the threat of bankruptcy and mass reductions of their personnel.

Foreign direct investments in Poland

According to broadly endorsed expectations, Poland’s accession to the EU wo-
uld result in the increased inflows of foreign capital in the form of foreign direct inve-
stments. The pre-accession forecasts indicated that in 2004-2005 FDI inflows would
reach about 10 bn EUR annually, and would increase to 15-16 bn EUR annually in
2013-2014*.

> SMG/KRC for DA UKIE, October 2004; GfK Polonia for UKIE/DA, May 2008.
52 Ibid.

% http://www.stat.gov.pl/gus/45_1786_PLK_HTML.htm

** Office of the Committee for European Integration, Bilans..., op.cit., p. 34.
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Chart 11. Total FDI inflows to Poland, 1999-2008>
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Source: NBP, Zagraniczne inwestycje bezposrednie w Polsce w 2003 r., Warsaw, December 2004; NBP, Zagra-
niczne inwestycje bezposrednie w Polsce w 2007 r., Warsaw, January 2009; NBP, http://www.nbp.pl/
statystyka/Bilans_platniczy/bop_kw_2000_2008.xls; data provided by UNCTAD, own calculations.

As a result of the accession and stable economic situation, Poland enjoyed a more
positive image as a reliable country attractive for investors®. In 2004-2007, the value of
FDI inflows was much higher that in the five-year pre-accession period, reaching nearly
51 bn EUR. It means that the average annual value of FDI inflows in the analysed period
reached 12.68 bn EUR. In comparison, the inflows of FDIs in 1999-2003 reached 32.2
bn EUR, i.e. 6.44 bn EUR per year on average. The FDI inflows reached record-breaking
levels in 2006 and 2007, respectively 15.58 bn EUR and 16.58 bn EUR, exceeding 5% of
GDP in this period”. It means the pre-accession forecasts of the increased FDI inflows
proved right, and the value of capital inflow in the form of FDIs reached the expected
levels even earlier. Given the economic downturn, preliminary estimates indicated that
this rate of FDI inflow to Poland would slow down in 2008.

One can note that the increase in FDI inflows was observed after the accession
not only in absolute terms, but also in relative terms. The share of FDIs directed to Po-
land in global FDI inflows in the pre-accession period 1999-2003 slightly exceeded 0.7%,
but increased to over 1.1% in 2004-2007°.

% As a result of changes in methodology, in 2004 FDIs included not only other loans granted/received between related parties, but also trade loans. For comparison
purposes, 2003 data includes trade loans. In 2006, FDIs included real property investments. For comparison purposes, 2005 data includes real property.

%6 Information on Poland’s rating is presented in the following part of this chapter dealing with the Polish financial sector.

" NBP, Zagraniczne inwestycje bezposrednie w Polsce w 2007 r., Warsaw, January 2009, p. 15.

8 Own calculations based on data provided by NBP, UNCTAD.
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Following the accession the FDI inflows to Poland increased from both the EU
Member and third countries. In absolute terms, in 2004-2007 the inflows of investments
from EU-15 exceeded 41 bn EUR, much more than before the accession (over 28 bn EUR
in 1999-2003). The share of EU-15 in the total inflow of FDIs to Poland dropped after the
accession from nearly 90% in 1999-2003 to just under 82% in 20042007, but it resulted
mainly from the increased interest in investments in Poland among investors from third
countries®. On the other hand, total FDI inflows from EU-10 in 2004-2007 were limited,
reaching 1.89 bn EUR, i.e. under 4% of total FDI inflows in this period®. As regards EU-
15 investors, in both periods the majority of FDIs came from Germany, France and the
Netherlands. It should be noted that after the accession, a significant increase in FDI in-
flows from Luxembourg was recorded, which was probably connected with investments
made by investment funds registered in Luxembourg.

Chart 12. Geographical structure of FDI inflows to Poland, 2004-2007

. Denmark  Austria
Non-EU-25 countries 3% 3% Sweden
14% 4%

Spain
5%

Other Member States

11% Italy

5%

UK
5%

France
11%

Germany
15%

Luxembourg Holandia
13% 11%

Source: Own calculations based on NBP, Zagraniczne inwestycje bezposrednie w Polsce w 2007 r., Warsaw,
January 2009.

Poland’s accession to the EU and good results recorded by businesses operating in
Poland encouraged investors to invest in the further development of enterprises in our
country. As a result, the value of reinvested profits in 2004-2007 increased in compari-

% For more information on FDIs in Poland from non-EU countries, see chapter Poland in the globalised world..
% Own calculations based on NBP, Zagraniczne..., op.cit.
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son with 1999-2003. It means that the Polish economy is becoming mature — FDIs in the
form of reinvested profits are increasing in importance®. In the analysed pre-accession
period, the category of reinvested profits affected the total value of FDIs in Poland ne-
gatively. It could result from the early stage of investment development, which made it
impossible for investors to generate profits or investors were not willing to invest their
funds in Poland and focused on the transfers of funds outside of Poland®?. After the ac-
cession, reinvested profits reached nearly EUR 19 bn, which means that their share in
the total amount of FDIs was significant®. Starting from 2005, investor loans started to
play a key role in the structure of FDIs in Poland, which also confirms the good image of
Poland among foreign investors.

However, the inflows of FDIs to Poland cannot be analysed only based on the
effects of EU accession. Other factors that investors would consider included access to
highly qualified staff, relatively low labour costs®, strategic location of Poland, and in-
vestment incentives offered e.g. in special economic zones (SEZs). It should be noted,
however, that after the accession Poland had to introduce and apply EU regulations on
public aid. The maximum amount of public aid depends on its type: regional, horizontal,
or restructuring, as well as on the enterprise size. As a result, the rules of tax exemptions
granted to enterprises operating in SEZs were changed. The maximum level of public
aid now depends on the type of enterprise (small, medium, or large) and the duration
of authorisation to operate in a SEZ. SMEs that had been authorised to operate in SEZs
before 1 January 2001 can apply full income tax exemptions for the first 10 years of their
operation in SEZs, and subsequently a 50% tax relief until the end of 2011 and 2010,
respectively. Other SMEs and large enterprises were entitled to public aid in SEZs up to
a certain level of regional support defined in a regional aid map for Poland®.

When analysing FDI inflows we should also consider other factors, including
international aspects. They include the national and global economic situation or
changes in the global flows of FDIs. Both before and after the accession, changes
in FDI inflows were related to changes in its economic cycle®, and the direction of
61 G. Hunya, How to assess the impact of FDI on an economy, OECD, 27 June 2007, p. 6.
©2 For instance, in 2003 the amount of reinvested profits by foreign direct investors in Poland was -0.074 bn EUR, compared to 6.61 bn EUR in 2007. Source: NBP,
Zagraniczne inwestycje bezposrednie w Polsce w 2007 1., Warsaw, January 2009.

& Own calculations based on NBP, Zagraniczne..., op.cit.

& The analysis of the structure of FDIs in Poland by sector shows that the majority of FDIs were directed to the industrial processing sector where low costs of
labour are of key importance.

& A.A. Ambroziak, Funkcjonowanie specjalnych stref ekonomicznych w Polsce w obliczu zmian warunkéw udzielania pomocy regionalnej, [in:] Gospodarka Polski
w Unii Europejskiej w latach 2004-2006, ed. H. Bak, G. Wojtkowska-Lodej, Warsaw 2007, p. 227.

 In the pre-accession period, the growth in GDP reached 1.4% in 2002 and 3.9% in 2003, while the inflows of FDIs decreased from 4.37 bn EUR in 2002 to 4.31
bn EUR in 2003.
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changes in GDP and FDIs were the same after the accession®. After the accession,
investments in real estate reached an unprecedented scale, which also reflects the
overall global trends. Beyond any doubt, the financial and economic crisis whose
effects came into play in H2 2008 affected the level of investments. It was reflected
in the preliminary estimates of FDI inflows to SEZs. Negative effects of the global
economic downturn on investment processes in Poland were included in forecasts
from early 2009, which indicated that the value of investments in SEZs would be
reduced to 6.2 bn PLN in 2009, compared to 12.6 bn PLN declared by entrepreneurs
in 2008. In addition, the number of authorisations to operate in SEZs is expected to
be reduced from 207 in 2008 to 138 in 2009%.

Based on this analysis it may be concluded that during first years of Poland’s
membership in the EU an increase in FDI inflows was recorded. However, the structure
of business activities of enterprises investing foreign capital in Poland was not uniform
throughout the country. In 2007, 61% of these enterprises were located in the provinces
of Mazowieckie, Dolnoglaskie, Slaskie and Wielkopolskie, and only 1% in each of the
provinces of Warminsko-Mazurskie, Podlaskie and Swietokrzyskie, and 2% in Podkar-
packie and Lubelskie®. Having in mind the importance of global and national factors
influencing the level of FDIs in Poland, it seems that EU membership was the key re-
ason for the intensive FDI inflows™. The increase in FDIs after the accession both from
EU Member States and from third countries confirms this conclusion. The stability of
business operations improved, and investment risks in Poland were considerably redu-
ced. FDIs enabled the dynamic development of production of LCD screens and white
goods, and Poland has become an important exporter of cars’’. In the first five years of
Poland’s membership in the EU, more foreign investors regarded Poland as an attractive
location for their R&D and logistics centres’. As a result, FDIs have become a key factor
supporting Poland’s economic development, and improved the efficiency of operation,
diffusion of technologies, as well as production and exports of more capital-intensive
highly-processed goods. In the year of accession, the FDI inward stocks as a percentage
of GDP reached 25.4% and increased to 33.8% in 20077.

& A. Zotmowski, Wplyw czlonkostwa Polski w UE na bezposrednie inwestycje zagraniczne w Polsce, expert study for UKIE, Warsaw, February 2009.

% A. Wozniak, Inwestycje w strefach bedq o polowe mniejsze, ,Rzeczpospolita”, 9 January 2009.

9 A. Zomowski, op.cit.

™ Ibid.

7! Office of the Committee for European Integration, 4 lata..., op.cit., p. 10.

72 For instance, BSH corporation (Bosch und Siemens Hausgerte) opened its R&D and IT Services Centre in 2007 in £6dz, and Parkridge from the UK and Tiner
from Portugal opened their logistics centres in Katy Wroctawskie.

7 United Nations Conference on Trade and Development, World Investment Report, New York, Geneva, 2005, 2008.



58

The economic dimension of Poland’s membership in the EU

Polish financial sector

The Polish financial sector had been gaining in importance already in the pre-ac-
cession period. EU membership was another impulse for its development and the closer
integration of the Polish financial market and financial markets of other Member States.

The value of assets of the Polish financial sector had been on the increase already
in the pre-accession period, and this trend was continued after the accession. In 2006,
this increase reached a record-breaking level of 22.4% per annum. In addition, the level
of financial intermediation (financial system assets as percentage of GDP) increased from
78.6% in 2004 to 104.0% in 200774. However, the level of financial intermediation in
Poland is still lower than in other Member States”.

Chart 13. Assets of financial institutions in Poland, 1999-2007
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Source: NBP, Rozwdj systemu finansowego w Polsce w 2005 r., Warsaw, November 2006; NBP, Rozwdj syste-
mu finansowego w Polsce w 2007 r., Warsaw, November 2008.

Banking sector is the key element of the Polish financial system, but the level of its
development is still relatively low. The banking sector assets to GDP ratio increased from
about 58% in 2003 to about 68% in 2007, and probably about 75% as at the end of 2008,

74 NBP, Rozwoj systemu finansowego w Polsce w 2007 r., Warsaw, November 2008, p. 1.
7 In comparison, in 2007 the level of financial intermediation in the EUR zone reached 435.8% of GDP, in Hungary: 140.6% of GDP, and in Czech Republic:
134.2% of GDP. Source: Ibidem.
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but this ratio was still the lowest of all Member States’. In the past several years, share
of the banking sector in total assets of the Polish financial sector dropped from 76.5% in
2003 to 65.4% in 2007. At the same time, the value of assets of investment funds increased
from 5.2% in 2003 to 11.0% in 2007; the same applies to open pension funds and insurance
companies”. In 2008 and 2009, situation on the Polish financial system was affected by the
difficulties of the global financial markets and economic downturn. 2008 saw a particularly
high increase in the value of assets of the banking sector, resulting from high interest rate
of bank deposits. Other forms of investments became less attractive, which resulted in
a slower increase in the value of assets held by investment funds.

Poland’s accession to the EU resulted in the closer links between the Polish fi-
nancial sector and financial markets of other Member States. As indicated in Table 2, the
number of subsidiaries of credit institutions from EU Member States dropped slightly
in 2003-2007, but their total assets more than doubled. In addition, foreign institutions
opened more branch offices in Poland. In 2003, credit institutions from EU Member Sta-
tes had no branches in Poland, but in 2007 the total of 14 branches operated in Poland
and their total assets exceeded 9.5 bn EUR. The share of institutions representing EU
Member States in the total assets of the Polish banking sector proves that the level of
their involvement was high. As at the end of 2007, total assets of banks with the majority
interest held by foreign capital, including branches of credit institutions, reached 70.9%
of total assets of the Polish banking sector, of which 62.6% from EU Member States
— mainly Italy (17.4%), the Netherlands (10.9%), and Germany (9.3%)".

Table 2. Activities of credit institutions from EU Member States in Poland, 2003-2007

2003 2004 2005 2006 2007

Number of branches of credit institutions

from EU Member States in Poland 0 3 7 12 14
Total assets of branches of credit institutions
from EU Member States in Poland (in EUR mln) 0 834 1419 5527 9626
Number of subsidiaries of credit institutions 35 32 33 31 32

from EU Member States operating in Poland

Total assets of subsidiaries of credit institutions

from EU Member States operating in Poland (in EUR mln) 64995 81190 93445 | 109537 | 136 960

Source: European Central Bank, EU banking structure, October 2008.

76 Information from the Polish Financial Supervision Commission, Warsaw, January 2009.

77 NBP, Rozwdj systemu finansowego w Polsce w latach 20022003, Warsaw, December 2004; NBP, Rozwdj systemu finansowego w Polsce w 2007 r., Warsaw,
November 2008.

78 European Central Bank, EU banking structure, October 2008, p. 45, 46.

7 Information..., op. cit., 2009.
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The perspective of EU membership, and later the accession itself, had a positive
impact on Poland’s reliability and confidence of foreign investors in Polish financial
markets. The increasing stability of the Polish economy was reflected by decisions of
rating agencies. At the end of 2002, Moody’s upgraded Poland’s ranking from Baal to A2,
and in 2007 Fitch and Standard & Poor’s moved Poland from BBB+ to A—*.

With Poland’s accession to the EU and its improved ratings, the value of foreign
portfolio investments in Poland increased after the accession. In 2003, the value of capi-
tal located in Polish debt securities reached nearly 22 bn EUR and exceeded 72.5 bn EUR
as at the end of 2007. Similarly, the value of equity securities held by foreign investors
increased from over 5 bn EUR to over 33 bn EUR in this period. In 2008, this upward
trend in foreign portfolio investments was reversed — investors started to withdraw their
capital from Poland®.

The flow of capital to the Warsaw Stock Exchange (WSE), including foreign capi-
tal, was not interrupted. This increased confidence and demand for securities at the WSE
started much earlier. Several weeks before the referendum held on 7-8 June 2003, after
optimistic public opinion polls regarding EU membership, WSE recorded an increase in
stock exchange transactions, indicating intensified domestic and foreign demand. It was
the year that saw the first foreign company ever, Bank Austria Creditanstalt, registered
at the WSE. It was an indication that in view of Poland’s accession to the EU, WSE ga-
ined in importance and prestige. 2004 was the starting point of nearly 5 years of econo-
mic upturn, although good results recorded at the WSE were attributable not only to the
accession, but also to the upward trends in stock exchanges around the world.

Speculative capital is characterised by high mobility and low stability. As a result,
experts expected the possible sudden flight of speculative capital from the WSE. And
indeed in 2008, in light of the financial crisis that quickly turned into the global eco-
nomic crisis, international financial corporations started to withdraw their capital from
emerging markets. Emerging countries, including Poland, were affected by the flight of
capital from their stock exchanges in the period when the avoidance of risks was the key
decision-making factor. In 2004, capitalisation of companies listed on the WSE dropped
by over 40%. In early 2009, this trend continued. This downward trend can be linked to
EU accession only partially; on the other hand, the impact of globalisation of the finan-
cial sector on the stock exchange was beyond any doubt. In addition, we must not forget

8 World Bank, EU 10 Regular Economic Report, February 2009, p. 9.
81 A, Zotowski, Wplyw..., op.cit., p-19.



The economic dimension of Poland’s membership in the EU

61

that it occurred after a period of the overall upturn at the WSE, so in fact the accession,
and globalisation in general, had a positive impact on the WSE.

Chart 14. Annual capitalisation (Polish and foreign stocks and bonds) of the Warsaw Stock
Exchange, 2000-2008
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Good ratings of the Polish economy assigned by rating agencies were important
in the period of the international financial and economic crisis, whose effects came into
play in the fifth year of Poland’s membership in the EU. It was very important that the
Polish economy was considered a stable and dynamically developing economy, as Po-
land was still classified as an emerging country, which could discourage investors from
locating their funds in Poland — both in the form of foreign direct investments and acqu-
isitions of securities.

The financial crisis that emerged in August 2007 in the USA and hit the financial
markets with its full force in H2 2008 turned out to be a global problem. Therefore, its
scale in a given country did not depend on its membership in the EU. Both EU Member
States such as Hungary and Latvia, and third countries such as Iceland® and Russia, suf-
fered greatly from the effects of financial crisis.

Poland also experienced these problems, but on a much smaller scale. In the
Polish financial markets, global financial crisis manifested itself through reduced confi-

82 Jceland is a member of the European Economic Area (EEC).
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dence among financial institutions, limited financing options, and the resulting increase
in the costs of financing. Poland did not experience any symptoms or events resulting in
a breakdown of the main global financial markets, such as capital involvement in high-
risk financial instruments® or financial instruments based on sub-prime loans. Although
the increase in consumer loans in 2007 led to the situation when for the first time ever
the value of loans granted to the non-financial sector exceeded the value of deposits, but
it did not affect the quality of assets of the Polish financial sector®.

EU accession contributed to the increase in openness of the Polish economy and
strengthened its links with markets in other countries. At the same time, Poland beca-
me more exposed to the risks of financial crisis in global markets, including markets in
Member States. On the other hand, EU accession made it possible for Poland to parti-
cipate in the creation of solutions at the EU level to counteract the negative effects of
the global financial crisis and implement these solutions in the national market. For
instance, on 21 December 2007, the Minister of Finance, President of the National Bank
of Poland (NBP), and Chairperson of the Polish Financial Supervision Authority (PFSA)
signed an agreement establishing the Financial Stability Committee®, in order to secu-
re co-operation among the above authorities with the view to supporting stability of
the Polish financial system. By signing this agreement Polish authorities implemented
also recommendations adopted by Economic and Financial Affairs Council (ECOFIN)
and Economic and Financial Committee (EFC) on the development of national solutions
on crisis management®. In addition, in accordance with conclusions of ECOFIN Coun-
cil of 7 October 2008, the Polish Bank Guarantee Fund Law was amended. Under this
amendment, 100% guarantees for bank deposits were increased to 50 thousand EUR. In
addition, as a Member State, Poland participated in activities aimed at the restructuring
of the international financial system architecture. The European Union is represented in
G-20 group¥, whose meetings in Washington (November 2008) and in London (April
2009) were devoted to reforms of the international financial system.

It should be noted that the accession increased Poland’s reliability in the inter-
national arena and created an opportunity for Poland’s economic development. In the
8 One exception is a problem of option contracts concluded by Polish companies to hedge foreign exchange risks. As PLN weakened in relation to other currencies,
the value of their liabilities arising from these contracts increased considerably.

8 This increase in demand for loans resulted from the improved financial situation of households in line with the increasing employment rate and household
income, as well as the increased demand for external financing among enterprises.

% In November 2008, a Financial Stability Committe Law was adopted, resulting in closer links between these institutions.

8 Information from NBP, Financial System Department, Warsaw, January 2009.

 In addition to the general EU representation, the following Member States have their representatives in G-20: the UK, Germany, France, and Italy. At the G-20
meeting in Washington in November 2008, Spain and the Netherlands also had their representatives.
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first five years of EU membership, Poland was able to use the most of this opportunity. In
addition, a well-balanced economic policy and strengthening of the foundations of the
Polish economy reduced the scale of the global financial crisis in Poland. However, as
the experience of certain Member States shows, EU membership had a relatively limited
effect during the financial and economic crisis if combined with inappropriate economic
policy at the national level. The role of Polish authorities in counteracting the negative
effects of global financial crisis, such as the adoption of a regulatory package and “confi-
dence package” of NBP, should also be emphasised. As mentioned before, these actions
often resulted from decisions which were and taken at EU level, forming constituted
a joint, coordinating response of Member States to the global financial crisis. After all,
EU membership and the resulting access to EU funds was a factor that mitigated the scale
of crisis in Poland, also in real terms.

Polish tax system

Poland’s accession to the EU required an alignment of the national tax system
with the EU legal requirements®. Given the existing harmonisation of tax regulations,
options for the amendment of the Polish tax system by the Polish authorities were li-
mited after the accession. In the EU, harmonisation of national tax systems is focused
mainly on indirect taxes®. The degree of harmonisation of direct taxes at the EU level is
limited and consists primarily in the rule of non-discrimination against other Member
States. To a large extent, direct taxes depend on decisions of Member States.

Adjustments of the Polish tax laws were related mainly to indirect taxes, inc-
luding Value Added Tax (VAT) and excise duties®. As a result, a number of changes in
VAT, e.g. change in tax rate on building materials and children’s clothing from 7% to
22%, were introduced in 2004. As the customs border between Poland and other Mem-
ber States was eliminated, exports and imports of goods from and to EU Member States
are now qualified as intra-Community supplies and acquisitions of goods. It involved the
8 The alignment process had started already before the accession — Art 69 of the Europe Agreement, establishing an association between the European Communi-
ties and their Member States, of the one part, and the Republic of Poland, of the other part, in Chapter III “Approximation of laws” listed the tax system as a specific
area for approximation of laws. Also after the accession, works were carried out to eliminate discrepancies between the national and Community tax regulations
— for instance, irregulations in real property taxes were eliminated as of 1 January 2009.

% Harmonisation of laws on indirect taxes will ensure the optimum functioning of EU internal market; it is based on Art. 90-93 of the Treaty establishing the
European Community (EC Treaty).

% The key actions aimed at the harmonisation of laws on indirect taxes included the adoption of two acts: the Law of 11 March 2004 on Value Added Tax, and
the Law of 23 January 2004 on excise tax.
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introduction of new mechanisms, such the verification of customer status and applica-
tion of special intra-Community procedures, such as tax warehouses and internal trans-
it”. Introduction of tax warehouses and special tax supervision mechanisms reduced ir-
regularities in the transfer of goods subject to excise duties and limited the grey area®.

As regards direct taxes, based on the Community legislation, Poland introduced
regulations on taxation applicable to mergers, divisions, transfers of assets and exchanges of
shares, as well as exemptions from withholding tax on dividends paid by Polish companies
to businesses having their registered offices in the EU*. Approximation of the Polish laws
on taxes on capital in companies had a positive impact on the establishment and recapita-
lisation of companies. It should be noted, however, that EU Member States still have diffe-
rent tax systems for their enterprises, which leads to tax competition within the EU.

Given the specific nature of VAT, statistical and fiscal reporting does not provide
the sufficient basis to estimate the financial consequences of changes in tax rates and scope
of taxation resulting from the accession. One-off reduction of VAT income resulting from
the shift in inflows was recorded in the first year of Poland’s membership in the EU*.

Poland’s accession to the EU did not have any significant impact on the level and
rate of growth of the total state budget income from excise tax. The accession and the
resulting increase in the number of passenger cars brought to Poland (based on the eli-
mination of customs duties and VAT on used passenger cars) increased the income from
excise duties on cars”. However, it had a limited effect on the amount of excise duties
income, as the share of income from excise duties on cars in the total income from excise
duties was small (3.7% in 2004)%. In July 2008, the Law on the return of overpaid excise
duties on intra-Community acquisitions or imports of passenger cars was introduced.
This Law regulated the returns of excise duties on passenger cars brought to Poland in
the period from 1 May 2004 to 1 December 2006””. By the end of 2008, the amount of
excise duties returned under this Law totalled about 104 mln PLN*.

It must be emphasised that in the five-year period of Poland’s membership in
the EU, tax matters were — and will remain — an important element of the EU economic
agenda, and Poland became entitled to actively participate in the creation of the Com-
9 Ernst & Young, Wplyw czlonkostwa Polski w Unii Europejskiej na polski system podatkowy i konkurencyjnos¢ podatkowq Polski, expert study for UKIE, Warsaw
szol(z-ngéormation from the Ministry of Finance, op.cit.

% Ernst & Young, op.cit.

9 Information from the Ministry of Finance, op.cit.

% Regulations on excise duties on passenger cars are not harmonised at the EU level.

% Information from the Ministry of Finance, Financial Policy, Analysis and Statistics Department, Warsaw, February 2009.

¥ This Law implemented judgement C-313/05 of the Court of Justice of the European Communities.
8 Information from the Ministry of Finance, op.cit.
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munity tax policy. Tax on energy products, including engine fuels containing biofuels, is
one example of this policy. Unification of these regulations has a positive impact on the
functioning of the EU internal market and makes it impossible to use strategic products
as instruments of discrimination®.

Impact of the enlargement on the EU

The European Union is currently one of the main global economies, accounting
for more than 30% of the world’s GDP'®. EU also has a strong position in global trade.
In 2007, its share in global imports reached 19%, and its share in global exports exceeded
17%"".

Still, the enlargement had no fundamental impact on the basic economic indica-
tors of the EU, as the economic weight of the new Member States was relatively small'®%
In 2004, the share of EU-15 in total GDP of the EU (in EUR mln) reached 94.6%, and
forecasts for 2009 indicated a slight decline of this share to 92.1%'%.

After the enlargement, differences between the level of GDP per capita in old
and new Member States remained. According to Eurostat, forecasts of GDP per capita
for EU-15 for 2009 totalled 30.7 thousand EUR and were higher that the average GDP
per capita for EU-27 (26.5 thousand EUR). As a result, the gap between the EU and the
USA in income per capita was still visible (EU-27 = 100, USA = 154.3)'*. However, in the
past several years, the majority of new Member States recorded higher growth rates than
EU-15. The group of the new Member States was not uniform — differences in their GDP
per capita remained, and some new Member States, especially Baltic States, experienced
the economic downturn in 2008.

Still, the enlargement has had a positive impact on growth both in the old and
new Member States. It is estimated that the accession process boosted economic growth
in the new Member States by about 1.75% each year during the period 2000-2008. The
economic growth in the new Member States reached 5.6% on average in 2004-2008 vs.
 Ibid.

100 European Commission, Five years of an enlarged EU — Economic achievements and challenges, COM(2009) 79 final version, Brussels, 20 February 2009, p. 3.

13; E‘:lr‘gls)t::;! Central Bank, The EU economy following the accession of the new Member States, “Monthly Bulletin”, May 2004, p. 49.

198 Both in 2004 and in the period of five years after the enlargement, Poland had the highest share in total GDP of the EU, respectively 1.9% and 3.2%. Source:
Eurostat, update from 7 February 2009.

104 European Commission, Ct ication from the C ission on the European Competitiveness Report 2008, COM(2008) 774 final version, Brusssels, 28 Novem-
ber 2008, p. 3.
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the pre-accession period (1999-2003), when it reached only 3.4%'®. The positive effect
of the enlargement on growth was also visible in EU-15, in particular in those old Mem-
ber States that increased trade with and investment in the new Member States.

All Member States recorded an increase in trade after the enlargement vs. the pre-
accession period, also based on the intensification of globalisation processes. In the new
Member States, the average annual growth rates of trade volumes in 2004-2007 reached
12.8%, compared to 9.4% in 1999-2003; in old Member States, these figures totalled
6.0% and 4.4%, respectively. The enlargement has had a positive impact on trade in the
EU, as the openness (average GDP share of exports and imports) increased in both the
new Member States (from 47% in 1999-2003 to 56% in 2004—2008), and the old Member
States (from 34% to 38%). After the accession, the share of low-technology industries in
the structure of manufacturing exports of the new Member States dropped from 31% in
1999 to 21% in 2006. On the other hand, the share of manufacturing exports of medium-
high-technology industries and high-technology industries increased, reaching levels
similar to those recorded by the old Member States. It should be noted that after the
accession, integration of trade between new Member States developed quickly —in 2007,
19.5% of exports of new Member States were directed to other countries in this group
(compared to 14.1% in 2003). The new Member States became important partners also
for EU-15. In 2003, 5.7% of exports of old Member States were directed to new Member
States, and in 2007 this share increased to 7.5%!%.

The accession of new Member States to the EU also increased investment oppor-
tunities for businesses from old Member States; they could locate their funds in the en-
larged internal market of the EU and take advantage of the stable conditions for business
activities in the new Member States. As a result, the enlargement strengthened the com-
petitiveness of enterprises from EU-15 and helped to maintain jobs in the national labo-
ur markets. In some sectors (e.g. machinery, furniture, medical instruments, chemicals,
and wood), investments in the new Member States were associated with the increased
employment rates in EU-15'". Concerns raised in the pre-accession period regarding the
negative implications of the enlargement for relocation were therefore unfounded.

It should be borne in mind that foreign direct investments from EU-15 in the
new Member States were often located in the financial sector, which had a positive effect
on the development of their financial systems. The significant share of foreign entities in
1% DG ECFIN, Five years..., p. 29-33.

1% Ibid., p. 32, 53-59.
107 European Commission, Pive years..., op.cit., p. 7.
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the financial sector of the new Member States intensified the mutual financial relations
between these countries and EU-15.

Conclusions

It is possible to evaluate the first medium-term effects of the accession based on
the first five years of Poland’s membership in the EU. Therefore, the paragraphs above
contain an analysis of the macroeconomic effects of Poland’s membership in the EU,
including the alignment of the Polish financial and tax system introduced after the ac-
cession. The impact of the enlargement on the EU’s economy is also discussed.

Poland’s membership in the EU has had major implications for the Polish eco-
nomy. The accession resulted in a multi-level convergence of the Polish economy with
EU-15. This process was reflected in the increasing level of GDP or labour productivity.
In addition, the Polish economy has become more open and more integrated with eco-
nomies of other Member States. This trend manifested itself (as expected already in the
pre-accession period) in the form of intensified trade between Poland and other Member
States and a higher level of foreign investments in Poland - also in the financial market.
These closer economic links between Poland and other Member States were based also on
the higher reliability of the Polish economy, resulting from the increasing macroecono-
mic stability and the accession to the EU. In addition, the harmonisation of regulations on
indirect taxes made it easier for cross-border businesses to operate in the internal market,
while limiting the freedom of Member States in the area of their tax policies.

The impact of Poland’s accession was also felt regarding the exchange rate of PLN
and, to a limited extent, changes in Poland’s inflation rate. The impact of the accession
on changes in prices was particularly evident at the beginning of Poland’s membership
in the EU. The faster rise in prices immediately after the accession resulted from a num-
ber of factors, including the increase in domestic and foreign demand, or introduction of
new rates of indirect taxes. In the long term, the increase in prices was based on changes
in the global process of energy inputs and food, as well as inflows of foreign capital and
structural funds or high economic growth rate. Almost from the very beginning, the
exchange rate of PLN begun to systematically increase, in line with expectations on
the part of experts (or sometimes even exceeding these expectations). This trend was
reversed only by the global economic crisis. It resulted from the fact that despite its EU
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membership, international investors still regarded Poland as an emerging market cha-
racterised by higher investment risks.

Finally, the EU membership added to the increase in household income and ge-
neral prosperity in Poland. The improvement in the financial situation of Poles resulted
mainly from faster economic growth, higher demand for labour, and partially from trans-
fers of funds from immigrants. Another social group that undoubtedly benefited from the
accession were farmers — under both the CAP and rural development programmes.

It should be borne in mind that the enlargement brought advantages not only for
Poland, but also for other Member States and third countries — including opportunities
to locate capital in an attractive market, access to relatively cheap and efficient labour
force, transfers of human capital, or the relatively large and developing market.

On the other hand, as a result of the opening of the Polish economy after the
accession, Poland is more exposed to foreign economic shocks, especially in the context
of the global financial crisis and economic slowdown. At the same time, a solid national
economic policy and the EU membership have added to the stable and sustainable eco-
nomic growth, which may help mitigate the effects of the global crisis in Poland.

The current developments make it difficult to formulate certain economic fore-
casts. Still, based on the opinions of economists and institutions forecasting the deve-
lopment of economies, Poland is listed as one of the few European countries that have
a chance to avoid a reduction in GDP in 2009 and is considered one of the most compe-
titive economies in the EU.

EU membership provided a shock absorber for Poland — to some extent, it protec-
ted Poland from shocks in the global economy. As part of the EU internal market, Poland
is largely protected from global protectionist policies connected with the financial and
economic crisis. Structural funds, the Cohesion Fund, and the Common Agricultural
Policy have also provided Poland with a buffer — and will provide a significant contribu-
tion to the economic growth. Poland gained access to the EU aid and stabilisation funds.
Thus, in the context of the global crisis, Poland may count on the support not only from
the International Monetary Fund, but also the European financial institutions, as well
as on the joint support from other Member States. There is no need to use this aid at
present, and there are no indications that Poland might need it in the future. Still, the
fact that Poland could fall back on this option provides an additional “insurance policy”.
The main challenges faced by the Polish economy result from the global crisis which
emerged in the financial sector and affected the economy in general. It means that busi-
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nesses — including those operating in Poland — find it difficult to source capital and must
cope with the reduced demand — also from foreign investors. It is thus necessary for
the national authorities to follow an extremely cautious economic policy and that they
actively participate in the development of coordinated solutions at the EU level. At the
same time, it is important to promote Poland among foreign investors as a stable country
based on sound economic foundations. With the positive experience of EU membership
resulting in the opening of the Polish economy, Poland should take a firm stand against
economic protectionism.

Before the accession, Poland had assumed an obligation to adopt the common
currency, and is now looking towards its membership in the EUR zone. The introduc-
tion of the EUR will have long-term consequences for Poland’s economy and its citizens,
and will involve the reduction of transaction costs or the elimination of currency risks.
However, to become a member of the EUR zone, Poland must first satisfy the specific
economic convergence criteria. In the next several years, the Polish economy will have
to face challenges connected with the fulfilment of these criteria and the preparations for
functioning in the common currency area.
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Agriculture and fisheries

Poland’s accession to the European Union in 2004 and placing agriculture and
fisheries sectors under community framework brought many challenges, which evoked
not only expectations, but also fears. Their scale was mainly the result of highly advan-
ced European integration process in these areas. The changes resulting from the acces-
sion, especially in agricultural sector, seemed to be relatively the most far-reaching in
comparison with other policies. The accession brought substantially change to economic
conditions of agricultural production, and the implementation of the policy meant al-
most institutional revolution.

Expectations towards the accession process focused mainly on the opportunities
to improve economic effectiveness of the sectors, to restructure and modernize them as
well as to increase income support, diversify farming activities in rural areas and improve
trade balance. The stability of agricultural and fisheries policies was listed as an important
argument for the EU accession, which would enable better planning and increase the
predictability of the results of decisions made previously. EU membership was seen as
a chance to implement both policies also by taking measures in the area of education and
infrastructure, by boosting entrepreneurship and supporting environmental protection.

There were also fears that the accession might result in the loss of competitive-
ness of both sectors. In case of agriculture the fears focused on the confrontation with
competitive production of Western Europe as well as high environmental and veterinary
standards, restrictions on the sales of agricultural produce and possible elimination of
Polish food from the market. These fears were mainly driven by the general feeling that
the conditions of Poland and the EU-15 were not equal, which was related to differences
in subsidy levels granted to agricultural sector in different Member States. People also fe-
ared that foreigners might become interested in buying out agricultural land. Regarding
the fisheries, the most controversial issue was the perspective of introduction of fishing
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quota in compliance with community regulatory framework and their impact on the
future of Polish fisheries.

Agriculture

The influence of accession on agricultural production

Poland’s entry into the European Union had a positive influence on polish agri-
cultural production. General improvement of sector profitability encouraged farmers to
develop and intensify their production. In the post-accession period global production
has augmented (see graph 1) and in 2007 it was already 46% higher than in 2000. Unu-
tilised agricultural areas were more frequently used for farming purposes. In 2007 set-
aside agricultural land and fallows constituted only 3.5% of arable land (in 2000 they
equalled nearly 12%)'®. The visible increase in the acreage of cropland was also the
result of the introduction of direct payments and payments for less favoured areas which
are calculated per hectare of agricultural land.

Graph 1. Global agricultural production (in PLN bn)
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18 GUS, Ochrona srodowiska 2008, Warsaw 2008, p. 116.
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The improvement of economic effectiveness of agriculture was the result of new
production conditions, which occurred after May 1%, 2004. As an outcome of Poland’s
accession to the EU the sector became subject to the mechanisms of common agricultural
and commercial policy. Changes included certain aspects of intervention policy, espe-
cially for cereal, sugar and butter markets. Subsidies for food consumption, processing
and private storage were also made available. Another step was the introduction of ne-
gotiated production quota for milk, starch, sugar and tobacco. Common rules of customs
protection and export support took effect.

Elimination of trade barriers showed high price competitiveness of national
agricultural products. Export of Polish beef to the EU countries surged. While in 1990
only 18 % of beef and veal was exported, in 2006 it amounted to more than half of the
production. The accession provided poultry producers with a wide range of opportu-
nities, especially after access to absorptive Russian market had been limited. The level
of export to the EU countries significantly increased and in 2008 it constituted nearly
one fourth of total poultry production. During the post-accession period Poland be-
gan to report positive balance in foreign trade in pork. Though in 2008 the balance
became negative both in terms of quantity and quality'®. This was the result of many
factors, including high PLN exchange rate and a dramatic decrease of production in
Poland. Contrary to expectations, the entry to the European market did not elimina-
te the seasonal and cyclic fluctuations in pork livestock production. It was especial-
ly notable in the fifth year of
membership. After the signifi-
cant rise in cereals and fodder
prices profitability fell and re-
sulted in a serious collapse of
swine breeding. According to
Central Statistical Office in Ja-
nuary 2009 the number of live-
stock reached the lowest level
since 1970'°.

A major increase in de-

mand from the EU customers,

fig. TADEUSZ KROTOS, Sign: European Union

199 It is estimated that in 2008 the .import of pork reached 430 thousand tons and was 55 thousand tons higher than the export.
110 Poglowie zwierzqt gospodarskich w 2008 r., GUS, 2009.
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combined with reduced possibilities of a quick agricultural production growth resul-
ted in the unexpectedly fast process of the price convergence between Poland and the
chief EU producers, especially on the pork market, where the prices equalised in the
first few months after the accession. A relatively well-developed intervention regime
for cereals also favoured the convergence between Polish and EU prices. The supply
restricted by quotas and accompanied by growing external and internal demand (due
to economic boost and related improvement of the purchasing power of the society)
was conducive to the significant increase in the price of milk (see graph 2) and but-
ter. Already in 2004 milk farm-gate price came close to the price level in Holland
and Great Britain'''. After Poland’s accession to the EU there was also a hike in beef
prices (see graph 3) which in 2008 reached the level corresponding to 75% of the EU
average. It should be also noted that positive price changes improved the profitability
of cattle rearing. Owing to the accession, the downward trend in cattle production
which had lasted since 1990s was halted''2.

Graph 2. Average milk prices paid to the farmers in Poland and in the EU-25
(EUR/100 kg of standard milk)
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! The countries with lowest farm-gate prices in the EU-15.
12 The decrease in headage by approximately 41% between 1990-2004.
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Graph 3. Farm-gate prices of slaughter livestock (PLN/kg)
4.5

3.5

2.5

2 2000 2001 2002 2003 2004 2005 2006 2007 2008

Beef Pork Poultry
Source: Rynek rolny, IERiGZ years 2003-2009.

One of the problems which Polish agriculture faced before the accession was
the unpredictability of farm-gate prices. CAP, aimed at stabilising the markets (among
others) introduced instruments which upheld the prices of agricultural products which
was conducive to the profitability of production. The EU intervention regime for cere-
als was different from the Polish regime applied before. For example, it did not include
rye anymore and was based on different intervention period as well as lower interven-
tion prices. However, the EU intervention policy guidelines were defined much more
in advance which helped farmers to plan the activity in a better way. The purchase was
conducted in the more effective manner. Already in the first year of membership the
farmers did not queue for many days, as they had used to before the accession'®.

Many CAP instruments intended for stabilisation of the milk market were intro-
duced following Poland’s entry into the EU; such instruments applied not only too raw
milk but to many milk products as well (such as skimmed butter, powdered milk, cheese
and lactose). The most significant was the milk quota, reducing supply in order to incre-
ase the profitability of production. The milk quota agreed during the accession negotia-
tions was divided into two parts: the bulk one (for suppliers who delivered their produc-
tion to dairies) and the one for direct sales to consumers. Penalties were applied in case
of exceeding production limits and Poland experienced such penalties in the 2005/2006
season''®. Since that time threat of penalty effectively prevented any oversupply. Milk

8 Polska w Unii Europejskiej — doswiadczenia pierwszego roku czlonkostwa, UKIE, 2005, p. 32.
114 The bulk quota was exceeded by 3.32%.
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quotas constituted a serious barrier to the production growth, during the period of pro-
sperity on the global market in 2007. However, the restrictions on production did not
permit the producers to fully utilise export opportunities. Finally, under the pressure of
Member States, including Poland, the European Commission accepted the idea of incre-
asing milk quotas and proposed a 2% increase, effective from April 2008. The future of
milk quotas was already decided under common agricultural policy reform in 2003. The
regime shall be abolished by 2015. During CAP health check review completed by 2008,
Member States decided that milk quota in the EU shall augment by 1% every year until
the 2013/2014 season'"”.

Production restrictions were also introduced on the sugar market, which brought
benefits to both sugar producers and sugar beet farmers. After accession sugar beet farm-
gate prices were nearly by half higher than in 2003. In addition, Polish beet producers
were covered by the single area payment scheme and received direct payments, unlike
the EU 15 farmers engaged in the same type of production . However, since the season
of 2006/2007 a new sugar regime was launched. It aimed at phasing out the institutional
production as well as the price support in the long-term perspective and brought substan-
tial changes to the operation of sugar market. As a result of this reform, sugar production
in the whole EU, including Poland, has been decreasing. In the season of 2008/2009 the
production is estimated not to meet the national consumption and Poland for the first
time will become a sugar importer. The fall in sugar production and sector restructuring
resulted in the decrease in sugar beet farm-gate prices (to the pre-accession level). The
farmers have been compensated for these losses by the so-called sugar payments.

The EU legislation related to the CAP has evolved over the five-year-membership
period. The provisions of the reform conducted in 2003 have been implemented; some
other markets (such as sugar, fruit and vegetables or wine market) have also been refor-
med, regulations simplified and the policy has been subject to an overall health check.
Some of the CAP and trade instruments have been introduced, other suspended, depen-
ding on the current situation on the global foodstuffs and agricultural product markets.
For example in 2007, subsidies to the export of pork to third countries were introduced
upon the motion of Poland and France, which significantly improved the situation on
the internal market. Similar situation occurred in 2009, when the European Commission
not only reintroduced milk subsidies in reaction to the declining market situation, but
also promised to increase scope of intervention for butter and skimmed powdered milk.

115 Only in Italy the milk quota shall be increased by 5% in 2009/2010.
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Entry into the European Union affected not only revenues, but also costs related
to agricultural production. The studies which estimated potential costs and benefits of
accession assumed that any price or production changes might take place over a me-
dium- rather than short-term perspective'®. It turned out, however, that the increase in
production costs occurred sooner than expected, just before accession to the EU. The per-
spective of the introduction of the full VAT rate on capital goods was an incentive for the
augmentation of prices of agricultural machines and construction materials. The demand
for machines increased also due to the fact that farmers wanted to use SAPARD grants
for the purchase of agricultural machines before the VAT rate increased. The rise in agri-
cultural production costs was related also to the increase in fuel prices which depended
on the situation on international fuel markets and USD exchange rate. After joining the
EU the demand for mineral fertilizers, crop protection products and industrial fodder has
increased due to the rise in profitability of agricultural production. The supplies of mine-
ral fertilizers in 2007 were 27% higher than in 2003; at the same time the consumption
of crop protection products has risen by approximately 5-8% a year. Higher demand was
reflected by increased prices. It should be noted that due to a sharp rise in the prices of
capital goods in the post-accession period, agricultural subsidies were partially taken over
by the producers of fertilizers, agricultural equipment and machinery, which did not have
a positive influence on the pace of modernisation and restructuring of rural areas.

Graph 4. Gross added value of agricultural production (PLN bn)
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116 Bilans Korzysci i kosztéow przystqpienia Polski do Unii Europejskiej, UKIE, Warszawa 2003, p. 125.
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The changes of agricultural products prices against the changes of capital go-
ods prices were reflected by the price scissors indicator which has been favourable for
farmers since 2006. It means that the increase in agricultural production exceeded the
increase in costs. This trend reversed in 2008. The indicator fell to 91.8%!'"". The acce-
leration of gross added value after the accession (see graph 4) which measures the value
of goods produced (outputs) less the value of inputs used for the production indicated
a general economic improvement of the sector during 5 years of membership.

Farming income

Poland’s entry into the EU resulted in the increase of the farm income. According
to Eurostat data an average farming income''® in Poland raised in 2008 by 90% (in com-
parison with the year 2000). In comparison with 2007, however, the income of Polish
farmers fell by nearly 16%'"® which was the result of supply/demand situation on agri-
cultural markets. Only Latvia and Estonia experienced a greater decrease among the new
Member States. However farming income growth in these countries between 2000 and
2008 was decisively greater and oscillated around 186% (Latvia) and 155% (Estonia).

The value of farming income was not only determined by the income from the
sales of agricultural products (less the incurred costs). Money flows also had a conside-

rable impact. The scope of financial flows for farming purposes'®

significantly expanded
due to Poland’s participation in the EU and the implementation of the CAP and struc-
tural policy mechanisms in the sector. In the whole period between 2004-2008 Polish
rural areas received 10 387.321 mln EUR only in direct payments (along with the EU and
the national budget). Apart from the fact that the value of direct payments in Poland has
been continually increasing and it will reach the level of EU-15 payments only in 2013,
their impact on the income of the farmers is meaningful. In 2008 subsidies constituted
42% percent of a farming income, whereas a few years earlier before the accession to the
EU that share did not exceed 10%'?'.

The improvement of income in the sector does not mean, however, that each
individual farm has benefited equally from the accession. Very small farms experienced
W Wyniki produkeji roslinnej w 2008 r. wedlug GUS, http://www.ppr.pl/artykul. php?id=1527658&dzial=2.

!18 Eurostat statement is based on the raw data submitted by the Member States. It takes into account agricultural and related income excluding other income
sources (such as non-farming activities, real estate income or any kind of payment or benefit).
19 Burostat, EU27 real agricultural income per worker down by 4.3%, 18" December 2008.

120 More information on the financial aspect of membership can be found in the chapter 1.9 Financial flows.
121 R, Mroczek, Wplyw Wspélnej Polityki Rolnej na rynki rolne w Polsce, [w:] Rozwdj sektora rolno-spozywczego w Polsce, IERIGZ, Warszawa 2008, p. 31.
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relatively highest income increase. However, despite CAP financial support the strong
majority of farms has not been able to become capable of achieving income status which
would guarantee a farming family the standard of living equal to the one outside the
sector (parity consumption level) and securing financial resources for farm development.
Only farms which are over 35 hectares (around 76 thousand farms) have the potential
to develop, offer investment opportunities and guarantee an adequate standard of living

122

for the family

Investment and modernisation of farms

Poland’s accession to the EU resulted in the investment boom in rural areas and
accelerated farm modernisation processes. Preferential investment loans and EU aid
funds played an important role in this process.

The obligation to adjust to sanitary, hygienic and veterinary requirements com-
bined with the access to financial resources was a significant investment incentive. Milk
farms faced a huge challenge, since they had to adjust to Community quality standards. In
mid 2003 only 4% of farms supplying milk to dairies complied with production standards
and milk quality applicable in the EU'®. The farms had to make necessary investments
and modernise cowsheds, build dedicated milk storage areas as well as install modern
ventilation, lighting and milking systems. Therefore, milk farms were granted a transi-
tional period (until the end of 2006) for the adjustment of milk to quality standards.

Before the accession many farmers also feared environmental protection and ani-
mal welfare standards imposed on Polish farms. They were afraid that the adjustment
costs estimated at 1708 mln EUR'* would be too high to be met and would lead to the
downfall of many farms. The farms involved in animal production required greatest envi-
ronmental investment: building storage structures for manure and liquid organic waste.
Cost of adjustment per individual farm was estimated to reach even 17 thousand PLN'®.
Egg producing farms required appropriate adjustments as well. As a result of accession
negotiations they were granted a transitional period (until December 31%, 2009) for the
modernisation or replacement of cages for laying hens, thanks to which the investment
process could be spread over several years.
1223V, Poczta, Rolnictwo, [w:] Polska wies. Raport o stanie wsi, FDPA, Warszawa 2008, p. 35.

12 Plan Rozwoju Obszarow Wiejskich na lata 2004-2006, MRiRW, 2004, p. 26.

124 Bilans korzysci i kosztow..., op.cit., p. 123.
12 Jbidem, p. 122.



The economic dimension of Poland’s membership in the EU

79

In the situation where farming profitability was low, modernisation changes
required public support. Investment activities aimed at the adjustment to community
requirements were possible already before the accession, especially due to the financial
support under SAPARD. However, only a few farmers were interested in such oppor-
tunity. As a result, only a few animal-rearing farms benefited from the programme. The
majority of funds were used on the modernisation of the machine park.

After Poland’s accession to the EU the funds for the adaptation to the commu-
nity standards were available under Rural Development Programme (PROW) betwe-
en 2004-2006. The farmers could obtain funds for purchasing natural manure storage
equipment and for necessary investments on milk and egg producing farms. Nearly 631
mln EUR of public funds was spent on the adjustment of farms to the EU standards with
approximately 70.8 thousand farmers who benefited from the'?. Under the Agricultural
Sectoral Operational Programme between 2004-2006 nearly 27 thousand farmers rece-
ived direct support for farm investment.

It was expected that direct payments would be one of the key instruments which
could stimulate an investment process after Poland’s accession to the EU. Although such
payments definitely improve farming income, we are still missing complete information
concerning the main purposes of the utilisation of funds. Fragmentary studies show that
the majority of payments were used to cover current agricultural production expenses'?.

Between 2004-2007 capital expenditure on agriculture increased by nearly
70%. Farm investment in building infrastructure increased in the above period from
844m. PLN to 1430 mln. Availability of funds also stimulated the demand for agricul-
tural machinery. In 2007 the tractor supplies increased by nearly 70% in comparison
to 2005. There was also an increase in the sales of cultivators (550%), combine harve-
sters (20%) and potato planters (78%)'%. As a result of modernisation efforts there was
a herd concentration in modern farms and the increase in the share of high quality
milk. On the other hand some farms, especially the small ones, gave up production.
Between the season of 2004/2005 and 2008/2009 the number of milk suppliers decre-
ased from 355 thousand to 195 thousand. This did not, however, influence global milk
production in Poland due to the increase in the cattle headage and the improvement of
milk productivity of the cows'?.

126 In the whole period between 2004-2006. Status as of 30" November 2008.
17 W. Poczta, Rolnictwo..., op.cit.,. p. 40.

1281 Pawlak, Rynek maszyn rolniczych, [w:] Rynek Srodkéw produkcji i ustug dla rolnictwa, IERIGZ, Warszawa, September 2008.
12 Despite significant progress, cow productivity was one of the lowest in the EU.
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Environmental protection

Environmental protection is one of the main pillars of the European model of agri-
culture. The purpose behind the changes to common agricultural policy is to strengthen
competitiveness of agricultural production in the EU and at the same time to prevent the
degradation of natural environment. Poland by joining community structures decided
to accept and develop this model on its territory. Although environmental aspects were
already covered by national agricultural policy guidelines, the accession provided access
to a number of instruments which enabled the implementation of these guidelines.

Apart from the adjustment of Polish farms to environmental standards as described
above, Poland’s accession to the EU resulted in the introduction of many economic instru-
ments promoting nature conservation. In order to receive direct payments in the European
Union the applicants have to meet cross-compliance requirements. Agricultural producers
have to comply with the obligations concerning environmental protection, public, plant
and animal health as well as animal welfare. In Poland and other EU-10 countries covered
by Single Area Payment Scheme this mechanism was in the beginning limited to keeping
the land in the so-called good agricultural and environmental condition in compliance with
environmental protection guidelines. This meant haymaking and grazing on meadows and
pastures in the grass vegetation period; some cereal species could not be grown on the same
area for longer than 3 years. The popularity of direct payments shows that these require-
ments were not a barrier for Polish farmers and they did not prevent the access to the EU
funds; but on the contrary, they increased the level of environmental care.

From 2009, the scope of requirements to be met by farmers applying for direct
payments will be increasing. At the first stage (Area A)'* the changes will cover the
requirements related to the conservation of wild birds, wild flora and fauna, the protec-
tion of water and the principles of use of sewage sludge in agriculture. The farmers shall
adequately store and dispose of empty packages of substances used for farming purposes
which could be dangerous to groundwater, such as crop protection products, gasoil or
fuel oil. The requirements also define when and where sewage sludge can be used for
agricultural production and define what the farmers should not do because it may be de-
trimental to biodiversity. Moreover it will be necessary to comply with the requirements
of animal registration and identification, such as herd tagging or running the register
1% From 2009 the condition for receiving direct payments shall be the compliance with area A requirements  related to environmental protection as well as animal

identification and registration. Compliance with area B requirements — related to public, animal and plant health as well as the notification of certain diseases and
area C requirements-related to animal welfare shall become the condition for receiving direct payments in the future.
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of cattle, pigs, sheep and goats. It should be stressed that such conditions are nothing
new. Prohibitions, counterindications and recommendations related to co-dependence
requirements had been already included in the legislation and since 2009 they have been
necessary for obtaining direct payments.

The agri-environmental scheme was one of principal measures under RDP which
were focused on the protection of landscape and biodiversity. This scheme promoted
sustainable production methods, sound soil utilisation and the protection of water, en-
dangered bird species and habitats situated in Natura 2000 areas'®'. Farmers voluntarily
accepted the obligation to comply with certain requirements concerning environmental
protection and animal welfare, which were harsher than the direct payment require-
ments concerning good agricultural condition of the land. The payments also compen-
sated the farmers for any additional costs. Over 208 mln. euros were allocated to that
scheme between 2004-2006. 70 thousand farms received the support. The measures re-
lated to soil and water protection evoked the greatest interest. The agri-environmental
scheme is being continued in present financial circumstances. Allocation of funds to
agri-environmental measures between 2007-2013 exceeds 2,3 bn EUR. It is estimated
that 200 thousand farmers will participate in the programme.

One of the support directions under the agri-environmental scheme was the de-
velopment of eco-farming. Thanks to available EU funds the farmers have become in-
creasingly interested in ecological production. They can obtain the support to cover the
costs of required controls, which check the procedures and the quality of actual produc-
tion. In 1998 there were only 410 certified ecofarms, by 2004 this amount increased to
3.7 thousand whereas in 2008 the number of producers engaged in ecofarming exceeded
15 thousand'®”. It should be noted that the transformation of a regular farm into an eco-
farm is a long-term process. It takes about 3—4 years before a farm is awarded a relevant
certificate. However, the demand for ecological products in Poland is growing slowly.
That is why RDP 2007-2013 introduced measures aimed at the stimulation of market
growth in this area. For example, a group of agricultural producers can obtain a refund of
70% of costs of informing about food quality systems and the costs of their promotion.

Before Poland’s entry into the EU many people feared that the improvement of
agricultural production profitability would put the environment under greater pressure.
In fact, although the consumption of manure per hectare of agricultural area increased,

131 More information about Natura 2000 areas can be found in the chapter Environmental protection.
132 The data of Chief Inspectorate of Agricultural and Food Quality, as of the end of August 2008.
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numerous economic instruments introduced after the accession protect the environment
from excessive ecological degradation. The implemented schemes often presented a diffe-
rent approach than the one adopted in the EU-15, where agri-environmental measures are
mainly aimed at the restoration of lost environmental values. On the other hand, measures
implemented in Poland are rather aimed at the preservation of the status quo. Additionally
community support favoured dynamic development of ecological products market.
Thanks to the accession polish farmers became more aware of the impact of their
activities on nature. In 2004 only 30% of farmers were aware that agriculture can be poten-
tially harmful to the environment'®. With time farmers also have become more convinced

that they can also exert a positive influence on the condition of the environment'.

Agricultural land

Poland’s accession to the EU directly influenced the increase in agricultural
land prices. Poland, like the majority of the other Member States that joined the EU
in 2004 decided to implement Single Area Pay-
ment System (SAPS) in which the direct payment
amount depended on the area of agricultural land
maintained in good agricultural condition and
not coupled with level and type of agricultural
production. Other common agricultural policy
instruments (such as payments for less favoured
areas) as well as general improvement of econo-
mic situation of agriculture led to the increase in
the land value. More and more farmers have be-
come interested in buying land to increase their
farming area. An additional factor which influen-
ced the demand was speculation, especially in the
face of uncertain situation on financial markets.
The number of people willing to buy even poor

Wil quality, sandy land was growing; the buyers pro-

©

2. DARIUSZ PIETRZAK bably wanted to use it for non-farming purposes

13 Program Rozwoju Obszarow Wiejskich na lata 2004-2005, MRiRW, Warszawa 2004, p. 26.
13 Czy Polacy dbajq o srodowisko naturalne, CBOS, July 2008 r.
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(the access to agricultural insurance or the possibility to obtain the permit to change the
status of the agricultural land in a much faster way). In 2008 there was also the increase
in the demand of land for wind farm development.

Such high demand could not, however, be satisfied due to the reduced supply.
The perspective of potential gain alone initially stopped agricultural land owners from
taking the decision to sell their acreage. The owners were waiting for the launch of CAP
instruments in order to include their value in the land price and further estimate the
profitability of transaction. In the later period farms (especially those with non-farming
sources of income) were more willing to sell agricultural land. It was the result of the
wage growth in the country and relative stabilisation on the job market. However the
scale of this phenomenon was too small to cover high demand. The Agricultural Proper-
ty Agency (ANR) 135 was not able to stabilise the market either'.

As a result, agricultural land prices soared following the decrease in the period of
2001-2002 (see graph 5). In 2008 the price of one hectare of arable land traded by far-
mers was 140% higher than the price of 2003; 1 hectare of arable land sold by the Agri-
cultural Property Agency increased 2.3 times in the same period. The price levels also
varied depending on the region. The land was the most expensive in the Wielkopolska
region; the cheapest land was offered in the Podkarpackie and Lubuskie voivodeships.

Graph 5. Agricultural land prices between 1998-2008 (PLN/ha)
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Source: Data provided by the Central Statistical Office and the Agricultural Property Agency.

13 The Agricultural Property Agency manages agricultural land owned by State Treasury; the main part of this land comes from former state owned farms. The
Agency complies with relevant legal procedures applicable to its land trade activities.

13 In many communes spatial development plans expired at the end of 2003.There was also no information on the future use of the real estate, which prevented
appropriate land valuation. Moreover, it was necessary to secure the land for reprivatisation purposes. The claimed area was around 550 thousand hectares.
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A significant increase in land prices was an important barrier for new farmers
and for the improvement of the agrarian structure. Between 2005-2007 the fast decrease
in the number of farms with an area of 1-2 hectares was halted'. On the other hand,
higher value of agricultural land had a positive influence on their credibility and they
could be used as a guarantee for mortgage loans. What is more, financial resources from
land sale could be used to offer more extensive support to non-farming activities.

The share of leased land in Poland is not high in comparison with other coun-
tries in the region'®. However, in the subsequent years of membership the agricultural
land lease has became increasingly more popular. This was the result of diminished land
purchase possibilities described above and simultaneous increase in the profitability of
agricultural production. The Institute of Agricultural and Food Economics (IERiGZ) es-
timates that in 2007 one out of every five farms leased the land, whereas in 2000 only
one out of every eight farms chose this option'®. This was reflected by the ground rent
level. Ground rent related to lease agreements concluded between the farmers increased
by 48% in the period of 2005-2007.

Poland’s entry into the European Union brought also changes in the purchase
of real estate by foreigners. Citizens and entrepreneurs from European Economic Area
(EEA) can purchase real estate in Poland without the need to obtain any permits. The
only exception to this rule is agricultural and forest land which is subject to the transi-
tion period of 12 years (and also the purchase of the-called second home with a transi-
tion period expiring in May 2009). If a future buyer leased the land for the period of 3 or
7 years (depending on the voivodship)'®, no permit is required. Similar restrictions to
the trade of agricultural and forest land were introduced by the Czech Republic, Estonia,
Latvia, Lithuania, Hungary and the Slovak Republic'*..

Despite the studies which showed the advantages of foreign investment in agri-
cultural land (such as more land in good agricultural condition and the increase in the

)142

farming effectiveness)'* the question of purchase of land by foreigners evoked many fe-

13 W. Dzun, W. Jézwiak, Gospodarstwa rolne w Polsce przed i po wejsciu do UE, [w:] Dzis i jutro gospodarstw rolnych w krajach Centralnej i Wschodniej Europy, red.
T. Czekaj, Z. Mirkowska, J. Sobierajewska, Instytut Ekonomiki Rolnictwa i Gospodarki Zywnosciowej, Warszawa 2008, p. 10.

138 In 2005 r. 22% of agricultural areas was classified as leased-land property, whereas in the Slovak Republic and in the Czech Republic this indicator equalled
respectively 91% and 86%.

19 A, Sikorska, Dzierzawa gruntéw rolnych, [w:] Rynek ziemi rolniczej. Stan i perspektywy, IERIGZ, Warszawa 2008, p. 26-27.

10 The requirement of a 3-year lease period applies in the following voivodships: Lubelskie, E6dzkie, Matopolskie, Mazowieckie, Podkarpackie, Podlaskie, Slaskie
and Swigtokrzyskie. The requirement of a 7 year lease period applies in the provinces: Dolnoglaskie, Kujawsko-Pomorskie, Lubuskie, Opolskie, Pomorskie, War-
minsko-Mazurskie, Wielkopolskie and Zachodniopomorskie.

141 These countries have applied a 7-year transition period.

142 See. A. Koronowski, Zasady zakupu ziemi przez cudzoziemcow jako przedmiot negocjacji czlonkowskich, Kancelaria Sejmu, Biuro Studiéw i Ekspertyz, Warszawa
1998; J. Swinnen, L. Branken, Review of the transitional restrictions maintained by New Member States on the acquisition of agricultural Real estate, CEPS, LICOS,
KUL, Brussels 2008.
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ars among the society. In 1999, 89% of farmers and 83% of the inhabitants of rural areas
claimed that the foreigners should not be allowed to purchase land in Poland'. In the
accession year almost two thirds of the farmers (65%) declared that they would not sell
their land to a foreigner'*. Not only the inhabitants of rural areas feared the acquisition of
Polish land by foreign capital. One in ten Poles when asked what he or she fears most in
the integration process mentioned national assets buyout (including land) by foreigners'®.
Immediately after the conclusion of accession negotiations the membership criteria rela-
ted to land purchase were negatively assessed by over half of the respondents (58%)'“.

These fears proved hugely inflated. There was no dynamic increase in the land
purchase by foreigners, although this issue had been one of the most sensitive ones du-
ring the pre-accession negotiation stage. The number of permits to purchase agricultural
and forest land is stable (around 230 permits are issued every year). The year 2005 was
exceptional, since 324 permits were issued (including 174 permits for physical persons)
and the total area of all transactions exceeded 1760 hectares. Land purchase for second
home purposes has also been quite stable. Most permits were issued in 2006 (136 per-
mits), whereas only 106 permits were issued in 2008'*.

As a result of Poland’s accession to the EU the citizens and entrepreneurs from
the EEA were no longer required to obtain a permit to buy shares in land-owning com-
panies. Due to that already in 2005 the acreage of agricultural land with purchase per-
mits (issued for this kind of transaction) was 40 times lower than in the previous year. It
means that capital from EEA countries was primarily interested in the purchase of shares
in Polish land-owning companies.

Diversification of activity in rural areas

During the transformation in early 1990s the conditions of agricultural produc-
tion in Poland significantly worsened. The reduction of state interventions resulted in
the rapid decrease of agricultural product real prices and the diminishing internal de-
mand lead to problems with the products sales. Unfavourable agrarian structure (with
the domination of small farms) restricted the possibilities of improving the effectiveness
of agricultural production. A potential solution would be finding other employment op-
5 Rolnicy i mieszkaricy wsi o przyszlosci polskiej wsi i rolnictwa w obliczu integracji z Uniq Europejskq, Instytut Spraw Publicznych, Warszawa 2000, p. 13.

1% Rolnicy nie obawiajq sig wykupu ziemi przez cudzoziemcéw, PAP, 9" September 2004, http:/old.euro.pap.pl/cgi-bin/raporty. pl?rap=40&dep=59845&lista=0.
15 Nadzieje i obawy zwiqzane z integracjq, CBOS, 2003.

14 Studies of TNS OBOP commissioned by the Office of the Committee for European Integration, December 2002 r.
147 Data provided by the Department of Concessions and Permits in the Ministry of the Interior and Administration.
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portunities. However, at this time the possibilities of earning a living outside the sector
were limited as a consequence of general economic conditions. Unemployment soared
and farms started to be viewed as a social buffer. It is estimated that unemployment (both
hidden and open) in the rural areas affected over two million people.

The question of excess labour and unemployment were some of the main pro-
blems of the rural areas. Poland’s accession into the EU was an opportunity to improve
the situation of rural area inhabitants on the job market. Thanks to the pre-accession
funds'® which were mainly available under SAPARD Polish rural areas received an im-
portant incentive to develop all kinds of initiatives. In the whole period covered by the
programme, 45 mln PLN were spent on the creation of additional income sources in
the rural areas. Activities which received financial support included services offered to
farms, construction works and services, installation works and services as well as tourism
and transportation services. The majority of implemented projects were focused on agro-
tourism. 2620 projects were executed under the measure directed to entrepreneurs aimed
at the creation of additional jobs for the total amount of 220 mIn PLN.

Poland’s economic development after the accession to the EU positively influ-
enced the job market and created new jobs in the whole country. Some rural areas in-
habitants found new jobs in the cities or emigrated to different countries. There were
also some changes in the agricultural policy approach, which further acknowledged the
question of multifunctional development of rural areas. Community structural policy
instruments offered additional support to income diversification in rural areas. Agricul-
tural SOP had a budget exceeding 300 mln PLN for supporting alternative rural income
sources, 90% of which has been already paid out'®. Integrated Operational Programme
of Regional Development (IOPRD) included measures for professional reorientation of
people leaving agriculture and the support for micro-enterprises. Rural Development
Programme for the years 2007-2013 has allocated 1.37 bn EUR for the diversification of
rural economy.

Poland’s entry into the EU also accelerated the process of deagriculturalisation
of rural areas and led to the improvement of the situation on Polish job market. Betwe-
en 2003 and 2007 registered unemployment in rural areas fell by over one third"*® and
the percentage of people employed in agriculture in this period decreased from 18.3%

14 The funds from the loan of the World Bank, offered under Rural Areas Activation Programme, also played a significant role.
149 Status as of the end of August 2008.
150 Rocznik Statystyczny Rolnictwa i Obszaréw Wiejskich 2008, GUS, 2009, p. 91.
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to 15%"!. In 2007 inhabitants of rural areas employed outside the agricultural sector
worked in such sectors as industrial processing (31.9%), trade and repairs (17.1%) and
construction (9.9%)>2.

Although the resources from the EU budget definitely influenced the pace of the
process and opened the opportunity to develop alternative income sources it is still hard to
estimate the effectiveness of the projects as a whole. Not always the measures designed for
rural areas were adequate and adjusted to the actual needs. For example, few farmers were
interested in individual consultations concerning the choice of a new profession; another
example would be subsidies for workplaces employing farmers. At the moment the rural
development policy implemented in Poland is based on RDP 2007-2013. The allocation
of financial resources to individual measures shows that the conception of multifunctional
rural development is not yet fully supported in Poland. The majority of funds have been
allocated to measures related exclusively to agricultural production. It is the indicator of
traditional approach to rural areas and the need to change the approach to the idea of su-
stainable development of rural areas at both the strategic and the implementation level.

Food industry

The years preceding Poland’s accession to the EU was the period of relative sta-
gnation in the development of Polish food industry. Between 1999-2002 average growth
rate of sector production sales was only 1.5% a year. Production recovery took place
recently in 2003 when the vision of accession was real and tangible. Sector’s production
sold increased by 7.7% and the fast rate of production was upheld in the first months of
2004"3. Temporary decline in the dynamic sector development in Poland lasted until
mid 2005. In the later period the industrial production of foodstuffs, beverages and to-
bacco products developed at a rate of 6-8% a year™*. Such dynamic growth was possible
due to the general income increase and resulting increased demand, mainly for bevera-
ges, snacks, desserts and highly-processed food.

The rise in production was conducive to the radical improvement of financial
indicators of the whole food industry. Between 2004-2007 net profitability doubled in
1511, Frenkiel, Ludnos$¢ wiejska, [w:] Polska wies 2008, FDPA, 2008, p. 54.

%2 Ibidem, p. 55.
153 Unless specified otherwise, statistical data on food industry are quoted after R. Urban, Wplyw czlonkostwa w Unii Europejskiej na przetworstwo rolno-spozyweze

w Polsce, expert study commissioned by the Office of the Committee for the European Integration, November 2008.
15 The production level in 2008 was almost 60% higher than in 1997 and it exceeded the value of 2002 by nearly 40%.
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comparison with the year 2003 and reached approximately 4% of the value'*. The share
of unprofitable firms in the overall number of sector entities decreased from 25% to 16%.
The importance of capital provided by external investors (both financial and strategic) for
financing purposes greatly diminished, since the companies generated significant profit.

Already in 2003 food sector experienced investment growth as a result of the efforts
to adjust production sites to community standards and fears of external competition after the
entry to the European market. Capital expenditure in 2003 increased by 15% and by further
10% in the subsequent years, reaching the level of 67 bn PLN. Initially some investment
concentrated on construction works related mainly to obligation of adjusting production
facilities and infrastructure to applicable community standards. However, the majority of
capital expenditure in the longer perspective was allocated to the purchase of technological
equipment, i.e. to the modernisation of the production potential and the increase of its ef-
fectiveness, which had a positive influence on the competitiveness of the industry.

A clear sign of the increase in the level of competitiveness of Polish agrifoodstuffs
is a hike in export values which took place after Poland’s accession to the EU. It should
be noted that the rate of development of food industry production was twice as fast as
the increase in the internal demand. Production surplus was sold on foreign markets. Al-
though in 2002 there was a negative balance in the agricultural and food products trade,
it improved radically already one year before the EU accession and reached the level of
over 2 bn EUR in 2007. In 2003-2007 export increased by 250%, whereas import incre-
ased by app. 125%. Some other EU countries become important trade partners of Poland.
In 2003 nearly two thirds of the agricultural and food export was sent to the countries
of the present EU-27. Four years later this export share exceeded 80%. Nearly 70% of
import came from the Community. A positive trend in foreign trade demonstrated that
food sector was well prepared for the integration and that it made good use of price
advantage and good quality of Polish food thanks to which the companies were able to
overcome barriers to sales markets. However, 2008 data demonstrated that the sources
of industrial development might soon be exhausted mainly due to the decrease in the
comparative advantage and the deceleration of economic growth in the EU countries.

Export success achieved after the accession would be impossible without the
support from the EU funds (SAPARD and Agricultural SOP) which enabled the imple-

15 A drastic rise in the prices of agricultural products on the global market resulted in the slight decrease of financial results of food and agricultural processing in
the 1% half of 2008. Profitability indicators of this sector decreased on average by 1 percentage point, but they are still significantly higher than before the accession.
The decrease was due to relatively high prices (in the 1* half of 2008) of raw materials such as milk, cereals and poultry livestock. The fall in prices of these products
in the 2" half of 2008 may indicate that the decrease in the profitability of agricultural and food processing can be a temporary phenomenon.
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mentation of community standards and quality management systems. By mid 2008 the
support from these funds equalled 3.2 bn PLN, out of which SAPARD provided 1.9 mln
and Sector Operational Programme provided 1.3 bn PLN. Such payments contributed to
21.1% of the value of investment in the so-called sensitive sectors (including the fruit
and vegetables sector) and to nearly 10% of the value of investment of the whole food
industry (2003 — 1* half of 2008). Given that the value of investment projects co-financed
from public funds (both EU and national ones) was twice as high as the value of received
payments, it could be inferred that the aid schemes covered app. 60% of investment in
the sensitive sectors and 25% of all investment in the food industry, which means that
if it had not been for the EU accession the degree of investment growth in food industry
and especially in its sensitive sectors would be much lower.

The accession positively influenced the development of food industry. Compe-
titive pressure motivated processing plants to intensify investment aimed at achieving
compliance with hygienic, sanitary and veterinary standards applicable in the internal
market. As a consequence pessimistic forecast did not come true and the national market
was not dominated by imported products; what is more, Polish food industry is conside-
red one of the most modern industries in the whole Europe.

Fisheries

Management and protection of resources

The inclusion of fisheries into Common Fisheries Policy after the accession
to the UE meant that Poland had to accept the guidelines of protection of marine
resources and to implement a number of applicable legal instruments. In practice it
signified that Poland would be included in the Total Allowable Catch (TAC) system
used for determining and controlling the allowable catch in the Baltic Sea and that
it would have to accept fishing quotas set for particular fish species. Apart from that
Poland had to adjust to many technical restrictions in the areas such as: protection
periods and days closed for fishing, restrictions on fishing nets (e.g. the prohibition
to use drift nets for salmon fishing), minimum mesh size as well as permitted engine
power or vessel tonnage.

The most controversial element of common fisheries policy is the determination
of fishing quota. This question causes many reservations among fishermen, not only in
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Poland. These doubts are presented mainly in relation to cod fishing, whose population
was drastically diminished in the last three decades. The reduction of cod stock in the
Baltic Sea was caused primarily by overfishing between 1980-1990 and unfavourable
reproduction conditions in the Baltic Sea (low average depth, low water salinity). As
a result, the cod stock has been decreasing and so have the quota assigned to Member
States. At the same time the number of days closed for fishing has been increasing. At
the beginning of the 80s Polish fishermen caught 120 mln tons of cod; this number has
been steadily decreasing due to the decline in cod stock and related fishing restrictions,
reaching 29 thousand tons in 1990 and 15 thousand tons in 2004'¢. The fishing quota
allocated for 2008 was even more reduced as a consequence of penalty for overfishing
in the previous year and it equalled 12 thousand tons. These restrictions were especially
harmful or Polish fishermen, since cod fishing is the most profitable. Lack of the possibi-
lities of fishing and sales of this fish species for many of them was equal to the loss of the
main source of income. This situation was further aggravated by the lack of adjustment
of the large part of Polish fleet to fishing other species such as herring or sprat. There-
fore the requirements related to the protection of cod from extinction imposed by the
EU legislation have been the incentive for necessary reforms and the modernization of
fishery infrastructure.

The situation in the sprat fishery was different from the situation of the cod fi-
shery. In the case of sprat, Polish fishermen still underutilized allocated fishing quota.
This phenomenon could be best illustrated by the situation from 2007 when Polish sprat
quota was utilised only in 50%, which meant a significant fall in comparison with the
pre-accession period. Sprat catch in 2007 was around 60 thousand tons, i.e. almost 40%
less than in 2004. This was caused mainly by the reduction of the fishing fleet in fra-
mework of fishing vessel scrapping programme between 2004-2007. In this period, 32
large vessels adapted to catchments of pelagic species were withdrawn. In addition, large
deficiencies in sprat fishing in the last few years are also the result of shortcomings in
the organization of the fishery market, which is one of the reasons for the low price of
sprat in direct sales. Sprat fishing for fishmeal was the most profitable; however due to
the low sprat price on the domestic market the majority of fish discharges took place in
Danish ports. Similar situation applied to herring, which was caught mainly by vessels
adapted to sprat fishing. Also in this case, the decrease in the catch volume was due to the

1% Data source: E. Kuzebski, Wplyw cztonkostwa Polski w Unii Europejskiej na sektor ryboléwstwa. Ekspertyza przygotowana na zlecenie UKIE, 2008 r: unless specified
otherwise.
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reduction of fishing fleet in Poland and low prices as well as the problems with selling
the herring on the domestic market faced by the fishermen'’.

Salmon and bull trout catchesalso changed after Poland’s entry into the EU. This
happened mainly as a result of the requirement to adjust Polish legislation to the Council
Regulation of 20048, The regulation phased out the use of drift nets in catchments of the
Salmonidae in order to prevent incidental catches of porpoise. As an outcome, a nearly 80%
fall in the catches of this species was predicted for 2008, which could bring losses of 10m.
PLN"™. These radical restrictions on domestic salmon catches did not, however, negatively
influence Polish salmon processing sector. It was possible thanks to the increase in the im-
port, mainly from Norway, which is the main exporter of salmon on the Polish market.

Positive changes took place in relation to flounder catchments. Due to the good
condition of flounder stock, the size of catches in Poland quadrupled between 1990-
2007. Since Poland entry into the EU this value equalled around 10 thousand tons a year.
The increase in the catchment of this species counterbalanced cod catchments subject to
numerous restrictions, which are performed using similar techniques.

Table 1. Polish catchments of main fish species in the Baltic Sea between 1990-2007

Year Sprat Herring Cod Flounder Others Total
1990 14 299 60919 28 730 2253 4419 110 620
1992 30 127 52 864 13 314 3905 3416 103 626
1994 44 556 49 111 14 426 4900 3507 116 500
1996 77 472 31246 34 856 8 836 3 407 155 817
1998 59 090 21 873 25779 5835 4567 117 143
2000 84324 24516 22 120 5 601 4590 141 151
2002 81243 35512 15 891 9232 5016 146 895
2004 96 658 28 410 15120 8798 4819 153 805
2005 74 383 21 819 12784 11148 4206 124 340
2006 55 946 20 653 15 091 9 429 3762 104 881
2007 60 145 22 087 10 967 10 698 3890 107 787
2004/2007 -38% -22% -27% 22% -19% -30%

Source: Own summary prepared on the basis of the following publication: E. Kuzebski, Wplyw cztonkowstwa
Polski w Unii Europejskiej na sektor rybolowstwa, an expertise study commissioned by the Office of
the Committee for the European Integration, 2008.

157 K. Hryszko, Rynek Ryb, ,Rynek Ryb. Stan i Perspektywy” 2008 , no. 5, p. 65.

1% Council Regulation (EC) no. 812/2004 of 26 April 2004 laying down measures concerning incidental catches of cetaceans in fisheries and amending Regulation

(EC) no. 88/98.
159 K. Kuzebski, op.cit., p. 9.
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A serious problem faced by both Polish and the UE fisheries are illegal, unreported
and unregulated catchments, especially the catchments of cod and the creation of the so-cal-
led grey zone. The scale of this phenomenon was augmented by the systematic decrease in
cod stock and unbalanced fishing potential of Polish fleet. The membership in the UE gives
Poland a number of additional measures to counteract overexploitation of fish stock in the
Baltic Sea. Unfortunately, despite such measures illegal catches are still a plague of Polish
fisheries. They not only destroy available fish stock (e.g. by catching young fish below repro-
ductive age), but also they lower direct sales prices, which brings a loss for all fishermen.

Financial resources from community funds allocated to the reduction of fishing
fleet (vessel scraping) and the introduction of the identification system for caught fish, as
well as checks and controls of fishermen have played an important role in the fight aga-
inst cod overexploitation and illegal catchments in the Baltic Sea. However, experience
shows that these resources have not been sufficient enough. For example, despite the
withdrawal of as many as 200 vessels out of 790 holders of cod catchment license, the
fishing quota for 2007 was considerably exceeded. As a result of the inefficacy of the abo-
ve measures the European Council decreased fishing quota in the subsequent years and
decreased cod catchment period. This is why in 2008 for the first time in history Polish
cod fleet spend the greater part of the year (187 days) in the port.

The organization of the fishery market

As a result of accession to the EU Poland had to reorganize its fishery market
which was largely fragmented due to the fishing fleet privatisation in the 1990s. The
legal basis of the new organization of Polish fishery market was provided by the act of
2004 160 which complied with relevant EU legislation. The Act defined and specified
a number of key principles related to efficient operation of the fishery market. First of all
it defined the conditions for the introduction of fish products on the market and the gu-
idelines for intervention measures on the fishery market. Moreover, the Act defined the
principles for the creation and operation of fish producer organizations and cross-sector
organizations. According to the Act, the only founders of such entities can be the owners

of fishing vessel and fish breeders with a sufficient market potential'®'. Since Poland’s

1 The Act of October 10%, 2002 on the Organization of the Fishery Market amending the Sea Fisheries Act (Polish journal of Laws No. 181, item. 1514) The Act on Orga-
nization of Fishery market and Financial Support for Fishery Trade of January 22*, 2004 entered into force on the accession date (Polish Journal of Laws No. 34, item. 291
as amended.), and was amended (among others) by the Act of 20" April 2004 on the amendment and repealing certain legal acts as a result of Poland’s membership in the
European Union (Polish Journal of Laws No. 96, item. 959). At the moment draft amendment to the Act on the Organization of the Fishery Market is under discussion.
1! e. at least 20% of fishing vessels adapted to specific fisheries and fishing methods in the case of vessel owners and at least 25% of the total product mass from
breeding and rearing of certain species of water organisms in the case of breeders.
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accession to the EU not more than six producer organizations have been registered and
their activity is so far very limited. They have not broadened the scope of their activities
despite the financial support available for such organizations.

The attempts to create institutional basis for the operation of fishery market in
Poland made in the last five years have not been fully successful. Fish sales in theory
should take place at fish auctions organized in Ustka, Witadystawowo and Kotobrzeg.
In fact only the auction in Ustka was able to meet with expectations, although not
without certain problems. A similar thing happened with Local First Sales Centres
(LFSC) which were created in five seaside towns: Ustka, Kotobrzeg, Wtadystawowo,
Hel and Dartowo in order to improve fish discharge in fishing ports. By 2007 only the
LFSC in Ustka was able to operate and the sales of fish was mainly based on direct
agreements concluded between the fishing vessel owners and intermediaries or pro-
cessors. This problem has not yet been solved between 2004-2009, which resulted in
considerable differences between the first sale price and the retail price of fish paid
by the consumer.

Structural policy

Polish fisheries were able to obtain structural funds in September 2004. The inte-
rested entities could apply for project co-financing under the Sectoral Operational Pro-
gramme “Fisheries and fish processing 2004-2006” (SOP Fisheries). Such projects were
related to the implementation of the number of measures of the fisheries policy. The
most important ones included:

° The reduction of overfishing through the withdrawal of a part of fishing fleet,

° Full utilisation of allocated fishing quota and their maximisation for consumption
goals;

° The development of fishing ports and harbours;

° The improvement of fish and fish products quality as well as the increase in the
added value of fish and fish products;

° The revitalisation of fisheries-dependent regions and the regions depended on

fish breeding and rearing;

° The increase in the fish consumption in Poland and the improvement of market
supply in the area of sea and freshwater fish and their products;

° The development of the first sales and fish products distribution system.
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Funds allocated under SOP Fisheries significantly helped in the transformation of
Polish fisheries. 3807 investment contracts for the total value of 1.6 bn PLN were signed
by the end of June 2008, nearly half of them were co-financed from the EU funds.

The decisive majority of co-financed investments were made in the fish processing
sector'®?. The investments were mainly focused on the modernisation of processing plants,
the purchase of transport infrastructure, and the creation of quality control systems; on
many occasions support was also required for the construction of completely new sites.

The next measure which received substantial support under SOP was fish vessel
scrapping under the policy of the reduction of fishing fleet capacity in the Baltic Sea.
The value of vessel scrapping contracts (444 vessels to be scrapped by mid 2008) equalled
373 mln PLN. What is more, 54 mln PLN was allocated to the payment of compensation
to nearly 1400 fishermen who left their trade as a result of the liquidation of fishing units
(app. 37 thousand PLN per person).

Graph 6. The value of investment under each SOP Fisheries measure (as of June 30%, 2008)
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dy commissioned by the Office of the Committee for the European Integration, 2008.
192 By 30 June 2008 640 mIn PLN have been allocated to measures related to fish processing.
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The reduction of fishing fleet achieved as described above brought perma-
nent changes in Polish fisheries. Vessel scrapping resulted not only in the reduc-
tion of fishing capacity, but also significantly influenced the level of employment
in the fishing sector. Thanks to compensation payments for the loss of employment
as a result of vessel scrapping the fishermen had the chance to acquire new quali-
fications and start a different activity. Under SOP Fisheries 26% of fishermen used
the received funds for business which was not related to fishing, such as tourism or
gastronomy. 35% of fishermen decided to engage in an activity which was related to
fishing, such as the investment in fish processing or the purchase of equipment for
other fishing vessels'®. In the future, the EC plans to support the reduction of fishing
fleet by further 30% by using increased funds allocated to that objective in the period
of 2007-2013. It is necessary since the fish potential is still too high for the available
fish stock despite a 40% reduction.

Fish processing and external policy

Fish processing is one of the fastest developing sectors of food industry in Poland.
It is clear that such rapid development has been possible thanks to the opportunities
offered to Poland at the time of the accession to the EU. Unprecedented growth rate
of fish processing sector in 2004-2009 would not have taken place without investment
opportunities enabled by funds under SAPARD and SOP Fisheries. Similarly, Polish fish
products could not expand as they have until now, without the entry to the EU internal
market and the elimination of boundaries for Polish fish products. From the moment of
Poland’s accession to the EU there has been a significant increase in the size and value
of production of fish processing sites. Such increase was possible despite a relatively low
(app. 240) number of companies operating in the fish processing sector. At the beginning
of 2008 the value of sales of fish products equalled over 4.5 bn PLN, which means that it
doubled since 2003.

163 B, Marciniak, Zamierzenia i realia, cz. I1: Ocena skutecznosci realizacji programu redukcji floty rybackiej, ,Wiadomosci Rybackie” 2008, no. 9-10, p. 11.
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Graph 7. The size and value of production of fish processing sites
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Source: Rozwdj rynku rybnego i zmiany jego funkcjonowania w latach 1990-2007, IERiIGZ, 2008.

The increase in the size of fish processing production was only possible due to
a very dynamic growth of export sales. At the beginning of 2008 the share of direct
export in total revenues from that sector exceeded 50%. This meant that the value of
exported fish and fish products exceeded 2.5 bn PLN. This value was twice as high as the
value from the period before Poland’s accession to the EU. After the accession export has
been focused on the EU Member States, and especially Germany, Denmark and Great
Britain. The share of these countries in the overall trade value increased form 57-77%
in the pre-accession period to 90% in 2008'%*. The dynamics of growth in the area of
smoked fish export and processing which took place after Poland’s accession to the EU
should also be noted. The growth in the sales of smoked salmon in this subsector was 5
times higher than the analogical growth in 2003. It could be concluded that these pro-
cessed products have systematically gained popularity on the European markets, such as
the markets in Denmark, Italy, France and especially in Germany, where in 2005 Poland
achieved 80% share in the total supply value.

We should also mention a significant increase in the import of fish which invaria-
bly accompanies export growth. In 2007 approximately 380 thousand tons of fish and fish
products with the total value of 2.8 bn PLN were imported from abroad. It was a growth by

194 Rozwdj Rynku Ryb i zmiany jego funkcjonowania w latach 1990-2007, IERiGZ, Warszawa 2008, p. 64.
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over 50% in terms of quantity and by 84% in terms of value in comparison with the increase
of 2003. As a consequence, despite high export level Poland’s trade balance in fish and fish
products is negative and Poland has become a net importer. Poland’s main trade partners in
the area of import are at present EU Member States, such as Denmark, Germany, Holland
and Great Britain, but also other countries such as Norway or Iceland or the developing co-
untries such as China (pollock), Vietnam (panga) Thailand (tuna) and Argentina (hake)'®.

The success of the Polish fish processing sector in the recent years has also mani-
fested itself in the systematic employment growth. Thanks to very good financial results
and high profitability of production sites between 2003-2007 the sector could achieve
a nearly 40 increase of employment. At present the number of people employed in this
sector exceeds 4 000.

However, despite visible growth and progress which has taken place in the fishe-
ries sector in the last few years there is still a huge gap between Poland and well-deve-
loped EU countries. It is confirmed for example by the fact that the value of production
sold in Poland in 2006 per one employee was 3.3.times lower than in Germany166. This
is mainly the result of lack of advanced technologies and problems with efficiency or the
organization of production

Conclusions

This chapter analysed the changes which took place in the agriculture and fishe-
ries as a result of Poland’s accession to the European Union. The assessment of changes
which took place in the five years of membership clearly indicates that the benefits
obtained by the agriculture and fisheries sector significantly exceed costs incurred. This
was mainly possible thanks to the financing from EU funds and access to the markets of
other Member States.

CAP mechanisms modified the functioning of individual agricultural markets.
Production quota, export support and access to the internal market transformed the sup-
ply and demand conditions. The changes combined with major financial flows lead to
a significant growth of agricultural income, especially in the case of small farms. Ho-
wever, despite a number of positive changes these small farms are the main problem of

165 Ibidem, p. 69.
16 Jbidem, p. 91.
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Polish agriculture. In the long term they will not be able to make profit which would
guarantee them an adequate standard of living and secure the resources for further in-
vestment. The improvement of agricultural activity conditions and the direct payment
scheme per one hectare of agricultural land led to the drastic increase in agricultural land
prices. However, the fears of land buyouts by the foreigners voiced before the accession
did not come true. The interest in the purchase of both agricultural and forest land as
well as second homes has not experienced significant growth.

The UE membership meant accepting the European agricultural model which is
not only based on the implementation of the Treaty guidelines aimed at the increase of
the income. The main objective of European agriculture is to increase competitiveness of
production and sustainable management of resources. That is why economic incentives
under CAP led to the increased protection of natural environment, animal welfare and
biodiversity. The entry to the EU had also positive influence on the implementation of
the conception of a multifunctional growth of rural areas. A number of measures focused
on the development of entrepreneurship and on rural areas and promoting their cultural
values were introduced in this period.

For food industry the fact that Poland was included in common market structu-
res was of a crucial importance. This was both a huge challenge (increased competition
of imported foodstuffs on the domestic market) and a chance (new outlet markets). The
sites managed to comply with the quality and safety standards and use their advantage
(mainly in the cost area) at every new opportunity. The export of agricultural and food
products significantly increased after the accession; the products were mainly exported
to other UE countries. In 2009 the growth dynamics has decreased, however the trade
balance still stays positive.

The positive impact of accession is confirmed by public opinion polls. Since 2006
public opinion has claimed that the farmers were the social group who obtained the most
benefits from the accession. According to the polls conducted in 2008 by Gfk Polonia ne-
arly 2/3 of the respondents (64%) were convinced that the membership was beneficial to
Polish agriculture'®’. Also CBOS polls (Public Opinion Research Centre) show that accor-
ding to public opinion agriculture is a dominating sector which has gained the most'®.

The accession to the UE introduced far-reaching changes in many aspects of Po-
lish fisheries. First of all the sector had to undergo deep transformation in order to com-

17 Social studies of GfK Polonia for the AD of the Office of the Committee for European Integration, May 2008.
18 Bilans czterech lat integracji Polski z Uniq Europejskq, CBOS, April 2008.
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ply with the protection requirements of Baltic Sea fish stock. To this end Poland greatly
reduced its fishing capacity by eliminating 40% of its fleet and strictly complied with
quota or temporary fishing closures. These measures irreversibly transformed he cha-
racter of Polish fisheries and helped the sector become part of a broad common fisheries
policy of the UE.

Moreover, Poland’s accession to the EU enabled the development of Polish fish
processing sector whose income was two times higher than in the pre-accession period.
Participation in the common EU market also enabled the dynamic growth of export of
Polish fish products to other Member States which at present constitute 90% of overall
fish export value. However, we should remember that despite positive transformation
Polish food processing sector still needs to be improved, especially in the areas of techno-
logy as well as efficiency and organization of production; despite export growth foreign
trade balance is still negative due to high import values.
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Transport infrastructure

On the date of Poland’s
accession to the European Union,
its transport infrastructure was
underdeveloped. Without raising
the issue of the influence of trans-
port infrastructure on regional
convergence'®, it should be po-
inted that its underdevelopment
was a major barrier to the deve-
lopment of the entire country'”.
With the EU membership, Poland
gained access to Community funds

An entry for the art competition ‘I live in Europe’, organised by the Ministry that could be used to develop and
of Regional Development

upgrade its transport systems.
In terms of sources of financial transfers, infrastructure investments were finan-
ced from the following funds:

° Cohesion Fund (CF),

° European Regional Development Fund (ERDF) used both for the Sectoral Opera-
tional Programme Transport and the Integrated Regional Operational Program-
me (IROP)'"! as well as cross-border co-operation programmes INTERREG IIIA,
in which Poland participated.

169 B. Rokicki, Teoria ek ii a zaloZenia i realizacja dzialan pr lzonych w ramach polityki spéjnosci Unii Europejskiej. Proponowane kierunki przysztych reform,
[in:] Przysziosé polityki spojnosci a przeglad budzetu Unii Europejskiej w latach 2008-2009. Material do dyskusji, ed. J. Ryba, Warsaw 2006, p. 36.
170 T, Komornicki, Wplyw czlonk wa w Unii Europejskiej na rozwdj infrastruktury transportowej w Polsce — aktualizacja i rozwinigcie ekspertyzy dot. 4 lat czlon-

kowstwa Polski w UE wykonanej dla Urzedu Komitetu Integracji Europejskiej, Warsaw, 15 December 2008, p. 4.
17 Measure 1.1. Modernization and expansion of the regional transport system and Measure 1.6. Public transport development in agglomerations.
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Non-financial effects of Poland’s membership in the EU on
the development of transport infrastructure

The impact on Poland’s membership in the EU on the development of transport
infrastructure is not limited to the inflow of funding for investments. Poland’s member-
ship in the EU resulted in the increase in demand for passenger and cargo transport. It
also resulted with it certain institutional changes.

As described in the Chapter dealing with macroeconomic perspective, Polan-
d’s membership in the EU has been a development stimulus for the Polish economy
as a whole'”2. This process resulted in the increase in demand for passenger and cargo
transport (intensification of both foreign and domestic trade). The impact of the first five
years of membership in the EU on changes in the demand for transport infrastructure is
as follows'”:

° increase in the demand for connections between Central and Eastern Poland
with Germany and other Western European states,

° increase in the demand for transit from Poland’s eastern border with Lithuania,
via Warsaw and Wroctaw, towards the Czech border,

° further drop in the demand for transit in the north-south direction,

° increase in the demand for transport infrastructure connecting the main cities of

Poland (hexagonal network),

° increase in the demand for transport infrastructure connecting metropolises with
their hinterland.

Institutional changes included mainly the obligation to formulate specific long-
term investment plans, which was a major step forward compared to the pre-accession
period. In addition, the EU regulations imposed supervision over the work on and imple-
mentation of investments co-financed from EU funds.

172 Cf. Chapter 1.1 herein.
173 T, Komornicki, op.cit., p. 12.
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Community funds as a source of co-financing of
investments in the programming period 2004-2006

In the programming period 2004-2006, about EUR 4.8 bn was earmarked in the
EU budget for transport infrastructure investments in Poland (cf. Table 1). This amount
does not cover local road infrastructure investments'’*. This financing came from the

following funds:
° Cohesion Fund,
° European Regional Development Fund used both for the Sectoral Operational

Programme Transport (SOPT) and the Integrated Regional Operational Pro-
gramme'” as well as cross-border co-operation programmes INTERREG IIIA, in
which Poland participated by.

Chart 1. Allocations from EU funds for transport investments

Amount of financing IROP 1.6.  INTERREG IlIA
Fund in EUR mln IROP 1.1. 4% 1%
16%
Cohesion Fund 2,783
SOPT 1,025
IROP 1.1. 768
IROP 1.6. 168
INTERREG IIIA about. 40
SOPT Cohesion Fund
TOTAL 4,744 21% 58%

Source: Own study based on materials provided by the Ministries of Infrastructure and Regional Develop-
ment.

In the context of financial benefits understood as transfers from the EU budget al-
located to investments in transport infrastructure, we should also assess economic aspects
of projects carried out as part of the cost-benefit analysis — one of the key elements of any
project’s feasibility study. Under the application procedure, the applicant must in fact pro-
ve that economic benefits of the project will exceed the expected costs. For transport infra-
structure projects, a cost-benefit analysis should be performed for the following criteria:

174 Implemented mainly using IROP funds under Measure 3.1.
17> Measure 1.1. and Measure 1.6.
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value of time,
value of cost of operation,
value of accidents,

air pollution.

This list is considered obligatory for all projects implemented using EU funds in
the transport sector. However, this list is by no means closed. The cost-benefit analysis
may also include effects of noise and climate change.

Table 1. List of main categories of economic costs (and benefits) recommended for evaluation in
the case of specific types of transport infrastructure projects

Railway sector:
Road infrastructure infrastructure Air transport Public transport
and rolling stock

Recommended Mandatory Recommended Recommended
Costs of time of the
Vehicle operating costs Travel time Costs of delays current users of public
transport
Costs of time of road Costs of travel time of Costs of time of the

Vehicle operating costs current users of public

infrastructure users
transport

transferred passengers

Costs of time of car users

Costs of road accidents Costs of accidents Costs of passenger service -
. - . taken over by the public
and casualties (optional) time
transport
Vehicle operating costs
. Costs of time of users for the current users of
Costs of environmental - - . .
. Costs of air pollution taken over from other private transport vehicles
pollution . .
means of transport becoming users of public
transport

Vehicle operating costs
of the current users who | Public transport vehicle
formerly used other operating costs

means of transport

Costs of noise (optional)

Wider economic impacts
of the project, such as

. Costs of environmental Costs of environmental
costs of climate changes, impacts impacts
damage to the landscape,
noise (optional)
Costs of effects Costs of effects
of accidents of accidents

Source: Ernst&Young, Analiza korzysci projektow infrastrukturalnych realizowanych w Polsce ze srodkow UE
— ekspertyza, December 2008.
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Road transport

The majority of EU funds for the development of transport infrastructure in Po-
land were allocated to the upgrading of the road transport sector. As for national roads
co-financed from the Cohesion Fund or SOPT, about 190 km of motorways, 160 km of
expressways, and 110 km of ring roads and bypasses were built or modernized by 31 De-
cember 2008. The scale of investments with a share of EU funds exceeded investments
implemented using the national budget only, representing a ten-fold increase for motor-
ways and five-fold increase for expressways (cf. Table 3).

Table 2. Kilometres of national roads built in the period May 2004 — December 2008

Motorways Expressways a::ingy?:sises
Built using EU funds 192.56 141.39 91.65
Built using national budget funds only 20.30 27.70 231.51
Sections built by licence holders 75.80 0 0
Total 288.66 169.09 323.16

Source: Own calculations based on data provided by General Directorate for National Roads and Motorways,
as at 31 December 2008.

At the same time, about 100 km of motorways and 170 km of expressways were
being built using EU funds as at 31 December 2008 (cf. Table 4).

Table 3. Kilometres of national roads in progress

Motorways Expressways a::ingy'::sises
Built using EU funds 99.10 170.97 0
Built using national budget funds only 55.40 41.30 128.53
Total 154.50 212.27 128.53

Source: Own calculations based on data provided by General Directorate for National Roads and Motorways,
as at 31 December 2008.

The major investments in national roads in Poland included:
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° A-2 motorway, section Konin-Strykéw (new investment),

° A-4 motorway, sections Kleszczéw—Soénica (new investment) and Legnica—Wro-
ctaw (modernization),

° A-6 motorway, section Klucz—Kijewo (modernization),

° S-1 expressway Bielsko-Biata—Cieszyn (new investment),

L S-7 expressway, section Biatobrzegi—Jedlirisk (modernization) and Grdjec ring
road (modernization),

° S-8 expressway, section of Wyszkdw ring road (new investment).

Table 4. Economic effects of road infrastructure investments — modernization of A-6 motorway,
section Klucz—Kijewo

Beneficiary General Directorate for National Roads and Motorways
Total project value PLN 129,303,046
Grant amount PLN 87,608,109
:&Z?;’;‘;Cce ERR: 17.32%
perto ENPV: PLN 105,640,000
indicators
Outcomes improved load capacity of road and bridge pavements up to 11.5 tonnes of axle weight
length of the upgraded road - 7.73 km; number of reconstructed bridges/overpasses -
Products 14; length of stormwater drainage systems constructed - 5.008 km; number of the con-

structed environmental protection facilities (stormwater pre-treatment facilities) - 23;
length of the constructed noise barriers - 2.6 km

Source: Ernst&Young, Analiza korzysci projektow infrastrukturalnych realizowanych w Polsce ze srodkow UE
— ekspertyza, December 2008.

Despite the substantial investment effort, these investments have no nationwide
impact due to the insufficient concentration of funds (cf. Fig. 1).

One of the criteria of assessment of the Polish road system is the degree of ad-
justment of roads to axle weight of 11.5 tonnes per single axle. Because of regression in
construction and modernization of road network observed in the pre-accession period,
Poland applied for a transition period in order to fully implement Directive 96/53/EC
176, Pursuant to this directive, EU Member States shall provide international roads for
vehicles with axle weight of 11.5 tonnes per axle. The transition period negotiated in
the Accession Treaty refers to the conditions of access to Polish roads for this type

176 Council Directive 96/53/EC of 25 July 1996 laying down for certain road vehicles circulating within the Community the maximum authorized dimensions in
national and international traffic and the maximum authorized weights in international traffic, OJ L 235 1996 p. 59, as amended
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of vehicles and the road upgrade
scheme'”’, as defined in Annex I to
Decision 1692/96/EC'7. According
- to the provisions of the Accession
Treaty, Polish road system must
be fully available for vehicles with
axle weight of 11.5 tonnes per axle
as of 1 January 2011. However, the

negotiated transition period made

it possible for Poland to apply par-

i el

o ' ' tial derogation from Art. 3.1 of
photograph by MARZENA SAMBORSKA, entitled ‘On we go’ A photo sent as part of

a photography competition ,,ZPORRe zmiany w regionach” [Considerable changes Directive 96/5 B/EC As a result
in regions]. Building a ring road of Wabrzezno, kujawsko-pomorskie voivodeship : >

vehicles using non-upgraded sec-
tions of the Polish road network must meet the applicable Polish axle weight limits
during the transition period. Roads forming part of Trans-European Transport Ne-
twork (TEN-T) are exception to this rule — they had to be made available to vehicles
with axle weight of 11.5 tonnes as of the date of accession to the EU. Until the end
of 2008, Poland could impose charges on vehicles with axle weight in excess of the
Polish limits for the use of Poland’s main transit roads. As of 1 January 2009, no ad-
ditional charge for extra axle weight can be imposed on vehicles using roads listed in
Annex I to Decision 1692/96/EC. It means that as of 1 January 2009, partial derogation
from Art. 3.1 of Directive 96/53/EC shall apply only to the Polish road network not in-
cluded in TEN-T. Until 31 December 2010, Poland may still impose extra charges for
the use of its non-upgraded roads (i. e. not listed in Annex I to Decision 1692/96/EC)
by vehicles in international road traffic.

Based on the summary of data on Poland’s progress in meeting the requirement
of axle weight of 11.5 tonnes per axle vs. the scheme of road upgrade contained in the
Accession Treaty, we can identify Poland’s achievements in the past 5 years in terms of
adjustment of its international road network to axle weight of 11.5 tonnes.

177 Roads no. 1, 2 (50 — Warsaw ring road), 3, 4 and 18, 6 and 8.
178 Decision No. 1692/96/EC of the European Parliament and of the Council of 23 July 1996 on Community guidelines for the development of the trans-European
transport network. Official Journal L 228/1, 1996, as amended.
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Fig. 1. Location of road investments (new and upgraded) co-financed from EU funds in the
period until 31 December 2008
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Table 5. Implementation of accession obligations as regards the adjustment of roads to axle
weight of 11.5 tonnes per axle (in kilometres)

ltem 1 January | 1January | 1January | 1 January | 1 January | 1 January
2004 2005 2006 2007 2008 2009
Upgrade of roads - obligation 551 780 1039 1292 1650 1975
Upgrade of roads 659 839 1025 1346 1605 1802
- implementation
Of which based on EU funds 115 140 291 489 520 590

Source: Own calculations based on data provided by General Directorate for National Roads and Motorways,
as of 31 December 2008.

Under the Treaty of Accession, Poland assumed the obligation to adjust cer-
tain international roads (3006.7 km in total) to axle weight required by the EU based
on the adopted schedule. In order to meet this requirement, about 1200 km of roads
still needed to be adjusted to axle weight of 11.5 tonnes per axle as at 1 January 2009.
Out of 1800 km of the constructed or upgraded roads listed in the Treaty of Acces-
sion and adjusted to axle weight of 11.5 tonnes, nearly one third were financed from
EU funds. It is important to note that Poland faces no sanctions for its underperfor-
mance in the implementation of the adopted schedule observed in the past two years.
The Polish road system must be fully available for vehicles with axle weight of 11.5
tonnes per axle as of 1 January 2011; this should be a sufficient incentive for Poland
to meet its obligations in this area. If non-upgraded roads are used by this type of
vehicles, they will be damaged much faster.

As a result of Poland’s membership in the EU, newly built or upgraded sec-
tions of Polish national roads are now designed in line with the Community requ-
irement of 11.5 tonnes per axle. In consequence, the total number of kilometres of
roads meeting this requirement exceeds 4100 km, and one fourth of all investments
adjusting road infrastructure to axle weight of 11.5 tonnes per axle were implemen-
ted using EU funds.
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Table 6. Number of kilometres of national roads adjusted to axle weight of 11.5 tonnes per axle

ltem 1 January | 1 January | 1 January | 1 January | 1 January | 1 January
2004 2005 2006 2007 2008 20091
Roads adjusted to axle weight of 11.5 1090 1565 2190 2988 3762 4111
tonnes per axle (total)
Of which based on EU funds (PHARE,
ISPA, FS, EFRR) 185 279 547 784 828 1 001

Source: Own calculations based on data provided by General Directorate for National Roads and Motorways,

as of 31 December 2008.

Railway transport

According to experts, concentration of EU funds allocated to investments in rail-
way transport — which is much higher than in the road sector —is a good trend, although
they also emphasise that these funds were allocated to upgrade railway lines rather then
to build new lines'”. Until 31 December 2008, the following railway transport invest-
ments co-financed from EU funds were completed:

upgrade of Warsaw—+16dz railway line, section £6dz—Skierniewice,
upgrade of E-30 railway line, section Legnica—Wegliniec,

upgrade of E-20 railway line, section Rzepin—German border,

upgrade of E-20 railway line, section Minisk Mazowiecki-Siedlce.

Given that only certain sections of the above lines were upgraded, effects of the-
se investments will be visible in a couple of years, i.e. after the entire railway lines are

upgraded.

17 T. Komornicki, op.cit., p. 24.
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Table 7. Economic effects of railway infrastructure investments — upgrade of Warszawa—1.6dz
railway line (stage 1, Skierniewice—1.6dz Widzew section)

Beneficiary PKP Polskie Linie Kolejowe S.A.
Total project value PLN 1,115,502,120
Grant amount PLN 678,863,425
:rcfgrr‘;rg:fce ERR: 17.32%
perfo ENPV: PLN 105,640,000
indicators

reduction of travel time from Warsaw to £odz by 19 minutes for passenger trains, by
Outcomes 17 minutes for inter-regional trains, and by 5 minutes for regional trains; increase in
passenger traffic between Warsaw and £6dz

Products upgraded railway section Skierniewice-t6dz

Source: Ernst&Young, Analiza korzysci projektow infrastrukturalnych realizowanych w Polsce ze srodkow UE
— ekspertyza, December 2008.

Urban transport

As regards urban transport, the largest completed investments co-financed from

EU funds included:

° construction of the last section of the Warsaw subway,
° construction of Bemowo—Piaski tram line in Warsaw,
° upgrade of Aleje Jerozolimskie tram line in Warsaw,

° upgrade of the north-south tram line in Wroctaw.

In addition, IROP funds were used in many cities for the purchase of urban trans-
port vehicles.
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Fig. 2. Location of investments other than road transport investments co-financed from EU funds
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Maritime transport

Construction of a logistics centre in the port of Szczecin was the only important
maritime transport project completed by 31 December 2008 (using funds of Sectoral
Operational Programme Transport). In addition, Poland’s maritime transport benefited
from road investments directly or indirectly connected with ports. Major projects were
also in progress in the port of Gdansk (projects improving access by road to industrial
wharf, free zone, and Westerplatte passenger terminal) and Gdynia (upgrade of inner
port entrance).

Community funds as a source of co-financing of
investments in the programming period 2007-2013

In the programming period 2007-2013, the majority of investments in transport
infrastructure are planned under Operational Programme Infrastructure and Environ-
ment (OPIE) based on EU budget funds from the European Regional Development Fund
and Cohesion Fund. These investments will be connected mainly with road infrastruc-
ture (58%) and railway infrastructure (25%).

Chart 2. Distribution of EU funds under OPIE by transport sectors

ALLOCATION Maritime Air Other
in EUR min 3% 2% 2%
Urban
Road transport 11,104.4 10% /
Railway transport 4,863.0
Urban transport 2,014.0
Maritime transport 606.8
Air transport 403.5
Other 432.2 Railway Road
Total 19,423.9 25% >8%

Source: Study by the Ministry of Infrastructure.



The economic dimension of Poland’s membership in the EU

113

In addition, investments in transport infrastructure were planned under 16 re-
gional operational programmes (about EUR 4.4 bn in total'®). Additional EUR 660 mln
was allocated to this purpose in Operational Programme Development of Eastern Po-
land'®'. Obviously, co-financing of investments in transport infrastructure will be also
possible under cross-border co-operation programmes, but given their specific nature at
this stage it is difficult to define the future amount of funds allocated to transport infra-
structure in Poland.

Programme documents for period 2007-2013 assume that the total amount of
EUR 24.5 bn will be earmarked in the EU budget for investments related to broadly de-
fined transport infrastructure, i.e. about EUR 3.5 bn per year. In comparison, about EUR
4 bn was allocated to this purpose in the 2004-2006 programming period, i.e. about EUR
1.8 bn per year.

When work on this Chapter was still in progress, no transport infrastructure
investment co-financed from EU funds for the period 2007-2013 had been implemented
yet. It results mainly from the fact that negotiations on the current financial perspective
lasted much longer than initially assumed, and the final compromise was reached only
in December 2005. A very late adoption of the Cohesion Policy legislative package (July
2006) was a direct effect of this. As a result, the Commission’s approval of the relevant
programme documentation prepared by Poland was also much delayed (e.g. Operational
Programme Infrastructure and Environment on 5 December 2007, and Operational Pro-
gramme Development of Eastern Poland on 2 October 2007).

Other barriers to the implementation of infrastructure investments include those
resulting from the implementation of acquis in the area of environmental protection as
well as problems connected with public procurement procedures.

Environmental problems result from the fact that the earlier transposition of
environmental protection directives to the Polish law was incomplete, and — according
to the European Commission — made it impossible to achieve the assumed objectives.
The Act'® implemented on 15 November 2008 significantly modified the procedure of
environmental impact assessment of the planned projects, introducing in particular the
so-called reassessment at the final stage of the investment process, and extending the
180 R Kierzenkowski, The challenge of rapidly improving transport infrastructure in Poland, OECD Economics Department Working Papers No. 640, 29 September
‘23(‘)(1)3[;1-]1)15:1‘8}/ of Regional Development, Operational Programme Development of Eastern Poland 2007-2013. National Strategic Reference Framework 2007-2013,
‘Warsaw, 2 October 2007.

182 The Act of 3 October 2008 on the access to environmental information and its protection, public involvement in environmental protection, and environmental
impact assessments (Journal of Laws No. 199, item 1227).
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scope of powers of environmental organisations in this procedure. In addition, the prin-
ciples of environmental impact assessment for Natura 2000 areas were specified in more
detail. It eliminated the basic differences between the Polish law and Community legi-
slation stressed by the Commission, and “unblocked” the implementation of infrastruc-
ture investments co-financed from EU funds.

Given the delayed implementation of operational programmes resulting i.a.
from prolonged negotiations and the aforementioned problems with the implemen-
tation of acquis in the area of environmental protection, as well as the pre-defined
schedule of preparations for these investments, public procurement procedures will be
launched all at the same time. In addition, with a limited number of contractors and
subcontractors, if a large number of public procurement procedures are simultaneously
announced by beneficiaries, contractors tend to quote disproportionately high prices
compared to the actual value of contracts. The very structure of contracts also increases
the cost of investments. Large-scale public tenders eliminate smaller construction com-
panies with human resources and material base insufficient to meet the requirements
defined in Terms of Reference. Lack of adequate standards is yet another reason for the
increase in investment costs, affecting the quality of project documentation developed
by beneficiaries. Errors in project documents identified during the implementation of
investments, as well as negligence on the part of the Contracting Authority, are often
used as a basis for claims by contractors. However, at the beginning of 2009 there were
some indications that this tendency to increase the investment costs, which works to
the detriment of beneficiaries, could be reversed, even if only partially. Faced with
a significant economic slowdown and the resulting drop in prices of certain building
materials, as well as the lower number of contracts, contractors must compete for these
contracts to a greater extent than in the period of economic upturn. As a result, it is
often the case that prices quoted by contractors in the course of public procurement
procedures are more attractive.

Conclusions

When we attempt to evaluate the first five years of Poland’s membership in the
European Union in terms of its impact on the development of transport infrastructure, we
must remember that the deficiencies in this area at the date of accession were so significant
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that despite the considerable transfers of EU funds it was simply impossible to quickly
and effectively bridge this gap. However, we must also point out that according to public
opinion, Poland’s accession to the EU had a positive impact on the condition of roads and
infrastructure in Poland. In a study conducted by Public Opinion Research Centre (CBOS),
over 50% of respondents agreed with this statement and only 9% thought otherwise'®.
The summary of Poland’s membership in the EU can be therefore positive, given
a number of benefits. First of all, changes in the demand for transport services resulted in
the establishment of closer economic links between most regions of Poland and the EU.
In addition, the mandatory application of EU funds in accordance with EU regulations
was used as a basis for a relatively coherent vision of transport infrastructure develop-
ment, with precisely defined priorities and the timeframe for their implementation.
Even more importan-
tly, a number of large road
investments (motorways and
expressways) were comple-
ted; it was a good reaction
for the evolving trends in
demand. As a result, the ac-
cessibility of some cities and
regions was improved. For in-
stance, the length of Poland’s
motorway network increased
from 405 km in 2003 to 765

184 photograph by ANDRZEJ KISIEL, entitled ‘You can see better from the top’
km as at the end Of 2008 * In A photo sent as part of a photography competition ,,ZPORRe zmiany w regionach”

L . 3 Redevelopment of a bridge in Zydéw along with access to voivodeship road No 205,
addltlon’ ma]or Investments zachodniopomorskie voivodeship

were implemented in the area
of railway and urban transport. As a result, the role of transport infrastructure as a bar-
rier to Poland’s development is now reduced.

In addition, it must be emphasised that the first five years of Poland’s member-
ship in the EU can be regarded as a process during which potential beneficiaries were
prepared to the absorption of much higher Community funds for the development of
transport infrastructure in the years to come.

83 CBOS, Bilans czterech lat integracji Polski z Uniq Europejskq, BS/66/2008, April 2008.
18 According to the Ministry of Infrastructure.
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On the other hand, the major points of criticism include the obvious tendency
to upgrade the existing transport routes rather then building new roads or railway lines,
excessive fragmentation of funds injected to the Polish transport sector under IROP and
INTERREG, or earmarking of excessively high funds for the purchase of rolling stock
instead of implementing infrastructure investments'®.

Based on the analysis of programme documents for the period 2007-2013, we

may conclude that these problems have been eliminated, at least partially.

18 T. Komornicki, Wplyw czlonkostwa Polski..., op.cit., p. 36.
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Air Transport

The air transport market is one of the most important sectors in the world
economy. In terms of traffic figures Europe is ranked second after North America'®é, in
terms of the number of airports, Europe is in first place. At the same time, air transport
— closely related to the global business outlook and related to oil prices — is an industry
that is especially sensitive to changes in the global macroeconomic situation, particu-
larly in the context of the economic crisis. The air services market in the European
Union (EU) has been liberalised. This means that the system of reciprocal international
agreements between states, with a restricted network of connections and set prices, ce-
ased operating, and the principle of free access to air routes began to apply. The acquis
communautaire in the area of air transport covers aspects from, among other things,
access to the internal market through passenger protection, environmental protection,
protection of social rights of airline employees, to questions of safety and counter-ter-
rorism measures.

“Who wants to go to Gdanisk? There isn’t a lot there after you’ve seen the Shipy-
ard Wall”'¥, said Michael O’Leary, the Managing Director of Ryanair, Europe’s largest
low-cost carrier, in 2005. In the following years it became clear that — despite his opinion
— there were large numbers of people willing to travel to Gdansk and many other Cen-
tral and Eastern European cities. According to figures from the European Organisation
for the Safety of Air Navigation (Eurocontrol), in 2007 the number of flights in Europe
surged to 10m., an increase of 5.5% in comparison with 2006. The largest increase in air
traffic — reaching in some countries as much as 20% year on year — was noted in Central
and Eastern Europe. Eurocontrol predicted that the greatest amount of traffic in 2008 is
to be expected along the Adriatic coast, in the Baltic republics and in Poland. According

186 J, Litwinski, Linie lotnicze $wiata w 2007 r. [Airlines of the world 2007], Research, Technical and Economic Information Centre, The Civil Aviation Office.
187 K. Done, Polish low-cost airline set to expand into UK and Irish markets, “Financial Times”, 8 December 2005.
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to forecasts, low-cost carriers'®® are for the first time expected to account for 20% of the
total number of flights'®.

The changes which have taken place in the EU market following the liberalisa-
tion of air services created enormous expectations in Polish society regarding the price
of air tickets after Poland’s accession to the EU. The dynamic growth in traffic which
occurred in Poland after accession created both a great deal of enthusiasm concerning
the potential for development of the Polish market, as well as interest in participating
in that market. According to the International Air Transport Association (IATA) in the
course of four years, starting from 2005, Poland was to become the fastest growing air
transport market in the world. IATA’s calculations indicated that in 2005 Polish airports
would handle around 11.5 mln passengers, that is about 25% more than in 2004. IATA
estimated that in the years 2005-2009 passenger flights in Poland would grow at an ave-
rage rate of 11.2% per annum. This would be the fastest predicted growth in the world
among countries handling more than 2 mln passengers annually. According to these
predictions from IATA, Poland would exceed the dynamic pace of development of the
Chinese and Czech markets'®.

The liberalization of air services in the EU is one of the few examples of fully
successful market opening. Poland, at the moment of joining the EU on 1 May 2004, was
able to take advantage of 7-year experiences of a liberalised air services market™' and
expect — similarly as in the countries of Western Europe — a beneficial impact thereof
(increased competition in the market, the emergence of new carriers, decline in ticket
prices, a wider range of air services, and so on).

Changes in the air services market associated with
Poland’s accession to the EU

The first, partial liberalising activities in Poland took place prior to accession to
the EU and were associated with liberalisation of the bilateral agreements on the basis of
which the market in Poland functioned, and also the entry of the first low-cost airlines

'8 On account of the fact that low-cost carriers (LCC) usually don’t offer free, hot meals, access to an executive lounge, loyalty programmes and in-flight enterta-
inment (these services are often called “frills”), they can also be called no-frills carriers.

18 Flights in Europe surge to all-time high in 2007 and forecast to grow steadily in 2008, Press release — Eurocontrol, January 2008.

190 JATA Passenger Forecast 2005-2009, IATA, October 2005.

19! The process of liberalision of the aviation services market began in 1987. The introduction on 1 January 1993 of the third liberalising package ended the libe-
ralisation process in this market, although in fact it only ended in 1997, when carriers received cabotage rights (that is, the right to operate within the domestic
borders of another country) within the EU.
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into the market. First came the liberalisation of the agreement with the UK, Germany
and Scandinavian countries. Next, the agreements with Spain, Italy and France were
liberalised. Thanks to the initial opening of the market, as early as in December 2003 the
first and — interestingly — Polish low-cost airline offering international flights appeared.
In December 2003 AirPolonia launched the first connection between Warsaw and the
London airport Stansted (4irPolonia went bankrupt after a year in operation). The first
foreign low-cost airline to appear in the Polish skies was the German company German-
wings, which in March 2004 started operating the first connection on the Warsaw-Co-
logne route'2.

After 1 May 2004 the number of foreign carriers providing regular connections to
and from Poland systematically increased, including further low-cost carriers. This trend
continued during the first years following accession. In the period 2007-2008 a dozen
or so foreign and a handful of Polish carriers operated in the Polish market (PLL LOT,
Centralwings, JetAir, Sky Express) providing regular flights to and from Poland as well
as within the country. In 2007 seven foreign carriers entered the Polish market, and in
2008 only three. In 2007 two carriers either withdrew or suspended services, while in
2008 eight did.

After accession the Polish air transport market developed dynamically. The num-
ber of low-cost carriers increased, foreign carriers recorded increased volume of haulage,
and the range of offered services improved. LOT Polish Airlines (the national carrier)
was confronted with increased competition in the air services market, while at the same
time maintaining a strong position therein.

In 2004 almost 9 mln passengers were handles by Polish airports, in 2005 over
11.5 mln, and in 2006 over 15 mIn. The number of passengers handled in 2005 in com-
parison to 2004 grew by 30.18%, and those served in 2006 in relation to 2005 rose by
33.57%'%. The number of passengers handled in 2007 amounted to 19.1 mln. This means
that in 2007 more than 10 mln (117%) people were handled in comparison to less than 9
mln who travelled in 2004. This translates into an average annual growth of 29.5% (in the
five years prior to accession the Polish, air transport market grew at an average annual rate
of 7.5%). By comparison the global air transport market grew at that time at a rate of 6%
per annum'®*. In the first half of 2008 Polish airports handled over 9 mln passengers, which
192 p_ Zagrajek, Korzysci i straty dla polskiego sektora transportu lotniczego wynikajqce z przystapienia Polski do Unii Europejskiej [Gains and losses for the Polish air
transport sector resulting from Poland’s accession to the EU}, expert study commissioned by UKIE, p. 9.

9 Analiza rynku transportu lomiczego w Polsce w latach 2004-2006 [Analysis of the air transport market in Poland 2004-2006] , The Civil Aviation Office, Sep-

tember 2008, p. 13.
9% Ibid, p. 26.
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constitutes growth in relation to the same period of 2007 at a level of 14.43% (1.2 mln pas-
sengers). The growth in passenger traffic isn’t as dynamic as in previous years'”. In 2008
Polish airports served over 20,650,000 people, or 1,541,000 more than in 2007. The lower
figures for the entire sector were influenced by the last quarter of 2008, when all airports
served 6.5% fewer passengers than in the same period of 2007. Overall, in relation to 2004
Polish airports recorded an increase in passenger numbers of 134%!'%.

Chart 1. Number of passengers handled in Poland 2004-2008
25
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2004 2005 2006 2007 2008
[] Number of passengers in mln

Source: Author’s own elaboration based on statistics from the Civil Aviation Office.

However, it is worth looking at the growth in air transport from the point of view

197 of its citizens

of the so-called base effect. Poland is characterised by the poor mobility
in making use of air services. Despite the fact that the mobility of Poles has increased
since 2004, in comparison with the EU-15 and other countries that acceded to the EU
in 2004 (e.g. Hungary, Czech Republic), it still is at a low level. The mobility indicator
of Poles grew by 0.23 in 2004 to 0.3 in 2005 and 0.4 in 2006. Worse figures than Poland
were recorded only by Romania and Slovakia. The Czech Republic, Hungary, Estonia
and Latvia have mobility indicators twice as high, at a level from 0.8 to 1.0. In Germany
and France this coefficient is at a level of 2.0, whereas in Sweden, Finland and Norway at
195 Statystyki ruchu loticzego w I pélroczu 2008 r. [Air traffic statistics for the 1* half of 2008], Polish Air Navigation Services Agency, www.pata.pl.

1% The Civil Aviation Office statistics, www.ulc.gov.pl.
197 The proportion of passengers handled by airports in a given country against the population size.
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a level from 3.5 to 7.0. The dynamic growth in the number of passengers (33.6%) achie-
ved in Polish airports in 2006, higher than the EU average, was possible thanks to the
low mobility indicator'®®. According to predictions from the Civil Aviation Office con-
cerning the numbers of passengers using air transport, Poland should achieve a mobility
indicator of 2.13 by 2030'*.

In 2007, when 2.5 bn passengers were handled in the United Kingdom, and the
mobility indicator of that country amounted to 3.95, in Poland that coefficient amoun-
ted to mere 0.5°®. In 2004-2007, the market in the UK grew considerably more slowly
than in Poland, at an average rate of 3.5%, that is 8 and a half times more slowly than in
Poland. This translates, however, into a quantitative increase of 25 mln passengers, or 2
and a half times greater than in Poland. Achieving good results for the growth of passen-
ger numbers in Poland was possible thanks to the low mobility indicator. The growth in
passenger numbers of 3.8 mln translates into a rise of over 30%, but the same numbers
in, for example, Spain would give that country a growth of only 2%,

In 20042006 foreign carriers were the driving force in the development of Po-
lish air transport. They started the majority of the new connections, and in 2005-2006
carried the majority of the passengers travelling to and from Poland. In 2005 the share
of foreign carriers in the number of passengers departing and arriving at Polish airports
on scheduled flights amounted to 51.37%, and to 58.04% in 2006. The top ten, in terms
of number of passengers carried on scheduled flights, included eight foreign carriers, of
these five foreign low-cost carriers®. Two things happened to Polish air transport: the
dynamic development of low-cost carriers and an increase in the sector of networked
haulage. In the years 2005-2007 the number of passengers served by traditional airlines
in the Polish market grew by 21%, generated by an average annual increase in flights of
10%. LOT Polish Airlines, the Polish market leader?®, increased its passenger numbers
between 2005 and 2007 by 20%. In the same time, LOT’s greatest competitor, the Ger-
man Lufthansa, increased flights to and from Poland by 45%, however in terms of figures
198 ], Litwinski, Dzialalno$¢ polskich portéw lotniczych w 2006 r. [ Activities of Polish Airports 2006], Research, Technical and Economic Information Centre, Office
of Civil Aviation.

199 Civil Aviation Office forecast concerning number of passengers using air transport as well as the volume of trade operations in Polish airports up to 2030,
S Fag Koryici... pcie .26

20, Litwitiski, Dzialalnosé. ., op.cit., p. 9.

22 gpaliza..., op.cit., p. 40.

% On account of competitive pressure, LOT decided to create a separate low-cost carrier. The task of the new company was partly to protect PLL LOT from the
expansion of foreing low-cost carriers, as well as building a strong commercial enterprise combining the model of regular low-cost flights with charters, which
were taken over in their entirety from LOT. The daughter company of PLL LOT, with the trade name Nowy Przewoznik Sp. z 0.0. Centralwings, was granted the

licence at the end of 2004. It began operations at the beginning of 2005, firstly from charters, then at the beginning of February Centralwings began regular flights
on the route Warsaw—London Gatwick.
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this translated into 270,000 passengers, i.e. more than two thirds fewer than in the case
of LOT?*. LOT’s network was significantly reduced. In September 2008 Nowy Przewoz-
nik Sp. z o.0. Centralwings withdrew from providing scheduled flights (restricting the
flights on offer before the summer season). This decision was a reaction to the financial-
economic crisis, which is affecting the air transport market and leading to fewer flights.

Chart 2. Growth in passenger numbers in the Polish market 2005-2007 for the six largest
network carriers
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Source: P. Zagrajek, Korzysci i straty dla polskiego sektora transportu lotniczego wynikajqce z przystqpie-
nia Polski do Unii Europejskiej, ekspertyza na zlecenie UKIE, p. 13, based on the Civil Aviation
Office data.

49 low-cost carriers from 22 countries operated on the European market in 2007
(with the following countries enjoying the largest share: the United Kingdom — 8 airli-
nes, Germany — 6 and Sweden — 5). In comparison with the previous 21 years, there are
further 25 carriers offering more than 50 flights daily*®.

In 2005 over 3.2 mln passengers used services of low-cost carriers, and firms in this
category took 31.5% of market share. In the following year this share amounted to 46%,
which translates into 6.5 mIn passengers. In 2007 over 8,600,000 passengers travelled to
and from Poland using budget operators, which gave them over 50% of market share?®.
24P, Zagrajek, Korzysci..., op.cit., p. 13.

25 Low-Cost Carrier Market Update, Eurocontrol, June 2007, p. 16.
26 P. Zagrajek, Korzysci..., op.cit., p. 10.
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In 2007 Poland was one of seven European countries whose share of low-cost carriers was
over 20% (Ireland, the United Kingdom, Slovakia, Spain, Germany and Belgium/Luxem-
bourg). A majority of member states recorded an increase in budget flights, with 2 percen-
tage points average growth (excluding through-flights). In 2007 Poland was in 13" place
among European countries in terms of growth in low-cost carriers?”. In 2008 five low-cost
carriers were in the top ten in terms of numbers carried on scheduled flights. This group of
five carriers took 48.82% of the market.

Chart 3. Budget carriers’ market share against traditional operators 2005-2007
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Source: P. Zagrajek, Korzysci..., op.cit., p. 11, based on Civil Aviation Office data; (LCC: Low Cost Carriers,
FSC: Full Service Carriers).

In the winter season 2003/2004 it was possible to fly from Polish airports via fo-
reign carriers to 24 destinations abroad, whereas in the 2006/2007 season it was already
possible to fly to 55 foreign destinations?®. In a period of five years the offer of low-cost
carriers in Poland has covered 27 countries and 103 foreign destinations. These have
offered about 360 connections. In the 2008 summer season passengers travelling to and
from Poland had 180 connections at their disposal®®.

The socio-demographic profile of travellers using the low-cost airlines was ma-
inly delineated by such variables as: income, education, age and profession. According

210

to an analysis by the National Goods and Services Survey?'’ in 2006, the percentage of

27 Low-Cost..., op.cit., p. 8-10.

28 Analiza..., op.cit., p. 42.

29 p. Zagrajek, Korzysci..., op.cit., p. 11.

219 Sample: 45 400 people; travellers flying at least once a year — 7% (3 163 persons), Acxiom.
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people using a low-cost airline at least once in the year was 7.4%. This constituted a gro-
up of active tourists travelling mainly on holiday in Europe, and a portion of them even
travelled further. Income seems to be the most significant variable influencing travel
on budget airlines — the higher it is the more frequently a person confirmed using them
(in 2006 one in six of those travelling earned more than 4,000 PLN per month, and only
7.5% below 1,000 PLN per month). Education significantly influenced declarations of
using budget airlines. As many as three quarters of those declaring making at least one
flight using a budget airline in 2006 completed secondary or higher education (those
with primary or vocational education made up 12%).

In terms of profession, the customers of budget airlines were dominated by specia-
lists, private business people, managers and directors. They were also the residents of the
largest cities. In 2006 people in the 25-29 age group (21% of travellers), as well as those
in the 30-39 age group (also 21%) most frequently declared using low-cost carriers. In the
4049 age group the usage was much lower (15%), similar to the 50-59 age group (16%),
but in the oldest age group the percentage of those travelling by budget airline was much
higher (19.7%). The percentage of these people in the test group was not much lower
(index 117), which should be interpreted as meaning that in this age group this feature is
significantly more frequent than in the tested population. Gender has little discernable
effect on actual use of low-cost carriers. Men travelled slightly more frequently in 2006.

In terms of non-scheduled transport, mainly connected with holiday charter fli-
ghts, there was a steady increase in licences granted to foreign carriers. This mostly con-
cerned carriers from Turkey, Tunisia, Egypt and Israel. This is conditioned by growing
demand from travel agents for this type of operation. In 2007 the Civil Aviation Office
issued about 60 licences, while in 2008 there were about 70. One way of explaining this
phenomenon is through tourist destinations. The most popular destination among Poles
in the winter season was Egypt (32% according to sales in the winter offer 2008/2009)*".

Migration and the air transport passenger market in Poland

The migrations of Poles to the United Kingdom and Ireland undoubtedly exerted
a large influence on the development of low-cost travel in Poland. Incoming traffic via
low-cost operators increased considerably, especially with the opening of routes to Cen-

2P, Otto, Loty do Anglii zdrozejq o 30 proc. [Flights to England to cost 30% more], “Gazeta Prawa”, 29 September 2008.
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tral and Eastern Europe, especially Poland. This coincided with the growth of Eastern
and Central European citizens taking up employment in the United Kingdom after the
EU expansion. “But we can’t say that without the budget carriers there’d be no Polish
plumbers,” claimed Harry Bush, Director for Economic Regulation of the British Civil
Aviation Authority, “These people would otherwise have travelled by bus™2.

The low-cost airlines operated routes to countries which were the main direc-
tions of the economic migration of Poles. Connections to the United Kingdom and Ire-
land formed almost 60% of Polish low-cost trips. The clear leader in flights in this direc-
tion was Ryanair, for whom flights to the United Kingdom and Ireland constituted, e.g.
in December 2008, 85% of flights to and from the Polish market*?. In 2000 there were
only five scheduled flights between the United Kingdom and Poland. Six years later, ac-
cording to figures from the aviation regulator — the Civil Aviation Authority, 27 different
connections between 12 Polish and British cities were identified?'*. Almost 40% of all
low-cost flights in the first six months of 2007 were concentrated on 10 connections to
and from the United Kingdom, including one between Poland and the United Kingdom
(in 16" place, a drop of one place in relation to 2005)*".

In the years 20042006 the destinations most frequently chosen by travellers were:
London — five carriers, Copenhagen, Paris, Milan — four carriers, Rome, Helsinki, Frank-
furt — three carriers?'. Of course, the number of travellers between Poland and the United
Kingdom grew most dynamically. In 2003 the airlines carried 512,000 people on these
routes. In 2004 there were already almost a million. In 2005 the number of passengers was
three and a half times greater. In 2006 Centralwings opened up a connection from Warsaw
to Leeds, Sky Europe from Krakéw to Birmingham, and Ryanair from 16dz to East Mi-
dlands?". Hitherto no airline had offered flight between these cities and Poland, and they
are only a few of the new connections that the low-cost airlines were interested in starting
up in 2006. The traditional carriers showed little interest in opening up new connections in
2006. LOT considered launching flights to Birmingham and Edinburgh. These plans failed
to materialize, however, and the connection to Edinburgh was opened by Centralwings®®.
Five of the six routes which Centralwings decided to add to its summer flight schedule were
22 K. Done, No-frills airlines had , little impact on growth”, ,Financial Times”, 16 November 2006.

23 P, Zagrajek, Korzysci..., op.cit., p. 12.

214 Flying lessons, ,The Economist”, 19 July 2008.

25 Low-Cost Carrier Market Update, Eurocontrol, June 2007, p. 13.

26 Analiza..., op.cit., p. 42.

217 Ryanair planned to reduce connections between Poland and the United Kingdom from March 2009 to 11. Ch. Starter-Smith, Ryanair cuts 11 routes to Poland,

»Daily Telegraph”, February 2009.
28 A, Burak, LOT i British Airways tracq pasazeréw [LOT and British Airways lose passengers], “Rzeczpospolita”, 28 January 2006.
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to connect Poland with the United Kingdom and Ireland. These routes were to take up
60% of Centralwings capacity and flight growth predicted for 20062".

Carriers reduced the number of connections to the United Kingdom when the
numbers of Poles flying there decreased. The low-cost airlines announced only nine new
connection start-ups from Poland in autumn 2008. In the same period of previous years
they announced many more routes. Route closures to the United Kingdom resulted in
the opening of other new connections. WizzAir closed 9 routes, mainly from the United
Kingdom, but opened 17 new ones in Europe, including to Rome, Milan and Bologna®®.

Chart 4. Estimated market share of low-cost carriers (LCC) of individual markets to and from

Poland in December 2008
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Source: P. Zagrajek, Korzysci..., op.cit., p. 12.

Effects of development of the air transport market
in Poland on ticket prices

The most anticipated change following accession was a drop in ticket prices. For
example, the price of a ticket from Warsaw to Paris (to Beauvais airport) in March 2008,
offered by WizzAir, amounted to 1 PLN (240 PLN after airport charges and taxes). This wasn’t
a representative price for the entire low-cost flight segment in Poland. The price for low-cost
flights fluctuated from 1 PLN to figures significantly over 1,000 PLN in one direction.

29 Centralwings new offer was commented on in the British press: “Centralwings, a low-cost carrier belonging to PLL LOT, plans a rapid expansion into the British

and Irish markets, to meet the growing needs of Polish workers in both countries”, K. Done, Polish low-cost..., op.cit.
20 P Otto, Loty do Anglii..., op.cit.
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Unfortunately, figures for the average price of flights in the Polish market are not
available. Estimates and the actions of carriers in the form of aggressive price policies
testify to their significant fall. It has been estimated, for example, that the entry into the
Polish market of the low-cost carriers led to a drop in the cost of plane tickets of one
third between 2004-2005. Research from other markets shows in general that liberali-
sation of the market has a considerable influence on the drop in prices. Two years after
the liberalisation of the market, between Dublin and London, where three airlines were
competing, British Midland, Ryanair and Capital, prices fell by almost a half in compari-
son with connections between Dublin and other European capitals (with the exception
of Madrid) where there were two dominant carriers (a duopoly). A further example is
the route between Cologne and Hamburg. When in January 2003 the connection began
to be operated by Hapag-Lloyd Express, Lufthansa reduced the return fare restriction
from 143 EUR to 92 EUR without restrictions (36%)%2!.

In October 2004, i.e. less than a year after accession, market research was conduc-
ted to detect the perceived benefits and drawbacks resulting from accession. One of the
issues concerned the effects of membership on the price of plane tickets. The largest group
of people (69%) were still unable to estimate its influence, 17.8% assessed that accession
had led to a fall in ticket prices, 7.6% thought they had gone up, and 5.5%, that they
had remained unchanged. Price falls were mentioned mostly by the young (18-24 years)
men, pupils and students and those with higher education. Two years after this research
(2006) a group of Poles selected at random were asked once again to assess the influence of
membership on the price of plane tickets. This time the positive influence of membership
was perceived by 38% of those asked, while a negative influence was stressed by 6%, 22%
of those tested felt that membership had had no effect on ticket prices. Once again, men
mentioned the positive benefits, most often aged 25-29, with a higher education (58%
of people with a higher education stated that the influence of the EU had been positive),
occupying directorial positions or working in liberal professions (68.5%). They simulta-
neously possessed the highest incomes and lived in the largest cities. They mostly lived in
the south of the country (Matopolskie, Podkarpackie), and also in Zachodniopomorskie.
As they declared, they spoke at least one western language fluently**.

Intensive promotional activities focussed on the customer from the very begin-
ning of the emergence of low cost carriers on the Polish market. Following the expe-

21 p. Zagrajek, Korzysci..., op.cit., s. 8.
222 Monitoring by the Department of Analysis and Strategies of UKIE based on SMG/KRC, October 2004, SMG/KRC, September 2006.
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riences from the EU market, the practice of quoting the net price, in other words the
price without airport handling fees and various taxes and duties was adopted in Poland.
In effect the final price paid by a passenger was often many times greater than that men-
tioned in the adverts. A passenger was not only unable to be fully aware of the actual
cost of the flight, but might also not be able to properly compare the offers of different
carriers. Standard practice here was, apart from collecting an airport handling fee, mani-
pulating the insurance costs, suggesting they formed an integral part of the flight, adop-
ting exchange rates that were unfavourable for the passenger or applying a fee for credit
card transactions. In many cases additional fees were collected which didn’t reflect the
real costs incurred by the airline. In the Polish market, this type of price advertising was
initially prohibited by regulations regarding dishonest practices. Ultimately, though, the
relevant EU regulations were passed regulating the issue of establishing the price of air
fares?”. Carriers, in order to appear to be lowering prices, decided to exclude part of the
services from normal flight offer, and at the same time from the price initially quoted.
This concerned such services as registered baggage, or airport handling fees?*.

It is hardly surprising, then, that in 2006, 57% of Poles had a negative opinion of
flight offers for a few PLN and thought that the airlines were not operating honestly, qu-
oting ticket prices at such a level in adverts. A portion of them (33%) was of the opinion
that often the total costs were higher, and 24% were convinced that this was the rule.
From the research carried out by Pracownia Badan Spotecznych (PBS DGA) it emerged
that mere 6% Poles declared that offers of tickets for a few PLN are completely honest.
The remaining 12% considered that they were honest but admitted that their availability
was restricted’”. However, for the majority of budget airline customers the most impor-
tant criterion in choosing a particular offer was the price?®.

Development of regional airports after accession to the EU

In Poland 12 commercial airports are in operation (a commercial airport is an
airport which operates business flights, that is flights associated with passengers, cargo

22 Regulation of the European Parliament and of the Council no 1008/2008 of 24 September 2008 on common rules for the operation of air services in the Com-
munity, O] EU 2008 L 293/3.

24 P, Zagrajek, Korzysci.., op.cit., s. 7.

2 Wojna cenowa przewoznikéw. Co na to klient? [Carrier price war. What does the customer think?], Report prepared by On Board PR-ECCO Network based on
public opinion poll carried out by PBS DGA in July 2006 on a nationally representative random sample of Polish residents aged 15 and over, Warsaw, August
2006, p. 3.

26 [pid, p. 4.
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and/or mail). Development of regional airports began after accession to the EU. In 2004
these airports served 31.1% passengers. Their share in the number of passengers gradu-
ally increased year on year and in 2008 it amounted to 54.32%".

Chart 5. Share of regional airports in the Polish market compared to Warsaw airport
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Source: P. Zagrajek, Korzysci..., op.cit., p. 27 and Liczba obstuzonych pasazerow oraz wykonanych operacji pa-
sazerskich w polskich portach lotniczych w latach 2007-2008, Civil Aviation Office, February 2009.

The dominant role in the Polish market was played by Warsaw airport. The growth
in share of the regional airports did not take place at the cost of a reduction in the number
of passengers handled by the central airport. It was more a result of the higher develop-
ment dynamic of the regional airports compared to Warsaw airport and the difference in
the levels of development prior to EU accession. At the moment of accession, the regional
ports mostly handled internal flights operated mainly by the national carrier.

A characteristic feature in the development of the regional airports was the number
of passengers of low-cost carriers served by them. In 2005 budget airline passengers constitu-
ted 21.31% of all passengers handled by Warsaw airport, and in 2006, 28.64%. In the regional
airports their share in 2005 and 2006 amounted respectively to 49.42% and 66.44%. The
leading regional airport is Krakéw. In the period 2004-2006 it handled the greatest number

27 Liczba obstuzonych pasazeréw oraz wykonanych operacji pasazerskich w polskich portach lotniczych w latach 2007-2008 [Number of passengers handled and
passenger operations in Polish airports 2007-2008], Civil Aviation Office, February 2009.
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of passengers among all the regional airports?®. The greatest growth in the number of passen-
gers in the years 2004-2007 was recorded by the airports in £6dz, Bydgoszcz and Rzeszéw.

In quantitative terms, these airports have the lowest numbers of new passengers.
In quantitative terms the greatest growth has been achieved in Warsaw, where in the
years 2004-2007 passenger growth was maintained at a level of over 3 mln passengers.
The second-placed airport was Krakow.

Table 1. Comparison of regional airports on the example of £6dz and Krakéw

Krakow Airport todz Airport

The airport had the most diverse network of connections.
In 2006, 21 airlines operated flights there, including 13 The airport handled relatively the largest percentage

traditional carriers. Passenger structure looked as fol- of low-cost passengers. In 2005 and in 2006 the share of
lows: low-cost airlines - 62%, traditional carriers - 33% low-cost carriers was over 97%.
and others - 5%.
In 2004-2007 passengers volume grew by 278.8%. In 2004-2007 passenger numbers grew by 4,917.11%.
In 2008 relative to 2007 the number of served In 2008 relative to 2007 passenger numbers grew
passengers fell (-4.8%). by 9.46%.

£6dz’s market share in the total number of passengers
handled by Polish airports grew from 0.07% in 2004 to
1.33% in 2006. In 2008 this share was 1.65%.

The airport had the best passenger handling results, taking
15.3% of the market in 2006. In 2008 its share was 14%.

In terms of the financial prospects for the years 2007-
2013 the passenger terminal is to be expanded. The plan
guarantees better service and increases the airport’s
capacity.

In 1998 the airport reopened after over a dozen years
of closure, but the amount of flights was restricted. The
airport has been modernised and expanded.

Source: Own work based on CAO data, Dziatalnos¢ polskich portow lotniczych w 2006 r.; P. Zagrajek, Korzy-
Sci..., op.cit. and CAO statistics (www.ulc.gov.pl).

Structural funds and aviation in Poland

In the initial period of EU membership, Polish air transport practically received
no significant aid from EU funds. The only large project directly associated with avia-
tion was the modernisation of the Szczecin—-Goleniéw passenger terminal, supported by
the INTERREG Polska—Mecklenburg programme to the tune of 4.3 mln PLN. Indirectly
associated with air transport was the modernisation of the section of railway line No. 8
(Warszawa Zachodnia—Warszawa Okecie), using 55 mln PLN of support from the SPOT
fund. This line ensures efficient connection of public transport with the airport Warsza-
wa-Okecie. A similar function will also be fulfilled by the road connecting the Rzeszéw-

28 Analiza..., op.cit., p. 14-15.
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Jasionka airport with national roads Nos 9 and 19 (supported by IROP)*?. The quality of
aviation infrastructure in Poland is considered poor. The effects of using structural funds
in terms of air transport will only be visible in several years, after 2013.

The “Polish Airports” State Enterprise (PPL), who owns the Warszawa-Okecie
airport, two regional airports, and owns shares of from 8.06% to 76.19% in other regio-
nal airports, has, according to experts, a strong market position; it restricts competition
between regional airports and imposes high prices for services?".

Chart 4. Comparison of aviation infrastructure quality
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Source: Schwab, M.E. Porter, The Global Competitiveness Report 2008—2009, World Economic Forum, Ge-
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The design capacity of Terminal 1 at Warsaw airport, set at 3.5 mln passengers
annually was exceeded in 1998, when over 3.8 mln passengers were handled. The limit
of operational efficiency, set at 6.5 mln passengers annually, was exceeded in 2005, when
over 7 mln passengers handled were recorded. This required new investment to be un-
dertaken. By opening a new terminal in December 2006 and then Terminal 2 in March
2008, Warsaw airport raised passenger service standards.

Thus far in Poland no new commercial airports have been opened. Among the
existing airports, only Warsaw, Gdansk, Poznan, Wroctaw, Katowice and Krakow are
25T, Komornicki, Wplyw czlonkostwa w Unii Europejskiej na rozwdj infrastruktury transportowej w Polsce, grudzier 2008 r.[The influence of EU membership on
the development of transport infrastructure in Poland, December 2008], expert study commissioned by UKIE, p. 26.

20 R. Kierzenikowski, The challenge of rapidly improving transport infrastructure in Poland, OECD Economics Department Working Papers No. 640, 29 September
2008, p. 16.
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above the viability level estimated at 350,000 passengers per annum. This means that
so far only five Polish regions have a fully viable air transport system. The remaining
airports in Szczecin, Bydgoszcz, £8dz, Rzeszéw and Zielona Goéra have not managed
to develop their flights sufficiently to reach the viability level. The additional fact that
traffic in these airports is generated mainly by a single airline deepens the sensitivity of
these airports to the shaky business outlook in the air transport market®'.

On account of the location of commercial airports operating in Poland, some re-
gions of the country, especially those in the east and a part of the Zachodniopomorskie
Region, lie outside the areas they cater for. Plans for the development of the aviation
infrastructure envisage that, at least in some of these areas, airports will be built in the fu-
ture. Bearing in mind the relatively early stages of the work on these projects, it is hard to
predict the timescale for their delivery*2. In the years 2007-2013 the financing of aviation
infrastructure as well as navigational infrastructure will be supported from EU funds.

First, as a part of the Operational Programme “Infrastructure and Environment”
the development of the aviation network in Poland as a part of the trans-European trans-
port network (TEN-T) is envisaged. Funds will be allocated for investments such as:
expansion and modernisation of passenger terminals, construction of new terminals, in-
creasing capacity of regional airports and modernising aviation infrastructure. Secondly,
the development of regional airports is expected, as a part of the Regional Operation Pro-
grammes with funds from the European Regional Development Fund. The total alloca-
tion from the Cohesion Fund designated for the TEN-T road and air transport network in
the years 2007-2013 amounts to 8,802.400 mIln EUR. The total value of projects carried
out in the region of air transport should reach 4,442.490 mln PLN (this envisages an es-
timated EU support level of 1,306.270 mln PLN)?3. Support will be used in such projects
as: developing runways and airport access roads and the construction and expansion of
passenger terminals.

Conclusions

This chapter has attempted to analyse certain aspects of the changes that have ta-
ken place in the Polish air passenger transport market as a result of accession to the EU.
1 P. Zagrajek, Korzysci..., op.cit., p. 29.

22 Ibid.
3 Updated list of individual projects for the Operational Programme Infrastructure and Environment, February 2009.
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Thanks to Poland’s accession to the EU, improvements have been made in the
accessibility of airline services in Poland. This was, above all, associated with the full
liberalisation of flights — opening the market and providing access for EU carriers to the
Polish market, and vice versa. These positive changes in the market would not have been
possible if Poland had not withdrawn from its original intention of shielding these areas
with a transitional period. The idea behind the transitional period was to protect the na-
tional carrier from competition from foreign carriers. In the course of the five years since
Poland joined the EU, the carrier has maintained a strong market position and held first
place in terms of passengers handled in Polish airports in the years 2005-2007.

In the period under discussion, of particular importance for the development of
the Polish air transport market was the arrival of the low-cost carriers. In the course of
five years a total of 22 low-cost carriers operated in the Polish market, of which half wi-
thdrew either as a result of commercial decisions or through going out of business. This
was caused by the constant appearance of new competitors (the entry of new low-cost
carriers into the market) and the battle for customers through price cutting. Only five
of the eleven operating carriers offered more than two connections. Two of the three
clear leaders in the European market operated in Poland: Ryanair and EasyJet. Air Berlin
— the third largest low-cost carrier in Europe — along with FlyNiki withdrew after a few
months of operating in Poland. Ryanair operated from the largest number of airports in
Poland, that is from £6dz, Gdansk, Szczecin, Bydgoszcz, Poznan, Wroctaw, Katowice,
Krakéw and Rzeszéw. This carrier operated from 31 bases in Europe, of which 19 were
opened in the period in which it began offering flights to and from Poland®*.

Liberalisation also had an effect on the situation of regional airports and the
growth in passenger numbers handled by them. Regional airports increased their ne-
twork of international connections as well as their importance in the Polish air transport
market. Their development didn’t take place at the cost of the amount of movement
handled by Warsaw airport.

The events which took place in the Polish air transport didn’t differ from the
events taking place in the liberalised EU market. There was a significant increase in the
range of flights on offer, new carriers arriving in the market, including low-cost carriers
which generated increased numbers of flights as well as new, more attractive prices.

24 P. Zagrajek, Korzysci..., op.cit., p. 11-12.
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Energy

Energy in the European Union (EU), as in all industrialised countries, plays a vi-
tal role in the economy. The significance of energy for Europe’s economic growth and
competitiveness is systematically increasing. The establishment of a smoothly operating
energy market is a prerequisite for dealing with all three challenges the European mar-
kets are facing: competitiveness, stability and security of supplies.

For many years the European Communities have not paid much attention to the
issue of energy. The Treaty establishing the European Community did not provide for
the creation of a common energy policy (similar to, say, the common agricultural poli-
cy). In this area, the principle of subsidiarity was mostly applied and community actions
were focused only on selected aspects of energy. The major breakthrough occurred at the
end of the 1980s. It was then that discussions on the energy sector started in the Europe-
an forum. In 1988, a working document on the internal energy market* was published
which, for the first time, expressed an opinion on the establishment of a single energy
market. The document postulated the integration of the internal energy market and de-
fined those areas which should be the subject of arrangements under the integration. The
issue of integration of markets was developed in the Green and White Papers published
in 1995, referred to as the “Energy policy of the European Union”. Proposals to integrate
the energy market were included in the two primary energy directives: the electricity
directive in 1996*° and the gas directive in 1998%. Both directives were to mark the
beginning of a single, liberal and competitive energy market*®.

%% Internal Energy Market 1988, COM (88) 238.

2% Directive 96/92/EC of the European Parliament and of the Council of 19 December 1996 concerning common rules for the internal market in electricity.

%7 Directive 98/30/EC of the European Parliament and of the Council of 22 June 1998 concerning common rules for the internal market in natural gas.

8 The EU energy policy was then politically strengthened during the summit in Lisbon in March 2000, at which the economic and social reforms programme was
adopted, i.e. the Lisbon Strategy. During the session in Lisbon, the European Council called for a quick completion of work on the internal market and requested
the European Commission, the Council of the EU and member states to speed up the liberalisation of energy markets.
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Renewable energy sources and biofuels

The European Union promotes renewable energy sources (RES)*. In the EU,
renewable energy sources include wind energy, solar energy, geothermal energy, wave
energy, tidal energy, small scale hydro power plants with a capacity of up to 10 MW and
biomass power plants. The purpose of increasing the share of renewable energy in the
energy balance of individual member states by 2020 constitutes an integral part of the
Climate and Energy Package adopted in December 2008. For the entire EU it is at 20%,
and Poland committed to reach a 15% share.

In Poland, the renewable energy sources market dates back to the 1990s. This
was related to the emergence of wind, solar, geothermal and biomass based plants. This
market, though it developed dynamically, was relatively small before accession to the
EU. This situation changed considerably in the face of the need to meet international
obligations and EU requirements. For example, the Energy Law of 1997 introduced far-
reaching changes in order to align Polish legislation with the requirements of the 2001
directive on electricity generated from renewable energy sources. These modifications
concerned e.g. environmental protection law, financial support of investments, spatial
and land use planning, construction law, public procurement law, and so on. New solu-
tions providing a basis for the intensive development of the renewable energy sources
market based on generation and distribution of electricity were put into practice as late
as in October 2005.

Wind energy is the most dynamically developing renewable energy source. In
Poland, the increase in power from wind energy from 2006 until the end of 2007 was
100% (installed power increased from 152MW to almost 300MW)*®. For the renewable
energy sector the beginning of 2008 was very promising, as a draft directive was adopted
and promotion of renewable energy sources started under the EU climate package. The
year ended with adoption of the climate package on 17 December 2008 and decisions
concerning renewable energy.

The European Union also supports the use of biofuel and fuel enriched with bio-
components in order to reduce the emission of greenhouse gases, decarbonisation of fuel
9 In December 1997, the “Energy for the future: renewable sources of energy — White Paper for a Community strategy and action plan” prepared by the European
Commission was adopted. The document assumed that consumption of renewable energy will increase to 12% by 2010. In 2001, the European Parliament adopted

a directive on promotion of electricity generated from renewable energy sources in the internal market.
240 Source: EWEA, www.ewea.org.
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used for transport, reduction of EU dependence on the import of crude oil and liquid fuel,
creation of new sources of income in rural areas and development of permanent substitu-
tes for fossil fuels**'. Under Polish law?*, businesses operating in the sector of production,
import or intra-Community acquisition of liquid fuels or biofuels, and selling them or
disposing of them in another form in the Republic of Poland or using them for their own
purposes, as of 1 January 2008 are obliged to assure at least minimal share of biocompo-

nents and other renewable fuels sold or used for their own purposes annually?*.

Changes in the natural gas and electricity markets
- liberalisation

Legislation concerning the single energy market resulted from the adoption of
two energy directives. The first one, adopted in 1996 and called “the electricity directi-
ve”, pertained to the common principles of the internal market in electricity. The second
one, adopted in 1998 and called “the gas directive” pertained to the rules of the natural
gas market. The electricity directive set out common principles governing the gene-
ration, transmission and distribution of electricity as well as rules for the organisation
and operation of the electric energy sector and access to the market. It required that the
owners and operators of the electric power network allow free access to the network to
other entities. On the other hand, the gas directive determined the basic and common
principles concerning the transport, distribution, supply and storage of natural gas. After
both directives were put into life, the process of liberalisation of the electricity and na-
tural gas markets began. In that period, considerable differences between member states
had already been observed as to the liberalisation of the natural gas and electric energy
markets. Some member states opened their energy markets much wider than was set out
by the applicable law.

The experience gained during the implementation of the provisions of the elec-
tricity and gas directives encouraged member states to consider the speeding up and
deepening of the liberalisation processes in the electricity and natural gas sectors in the
EU. The results of discussions at EU levels included the second energy package, which
24 The major legal acts regulating the transport biofuel market in the EU include directive 2003/30/EC of 8 May 2003 on the promotion of the use of biofuels or
other renewable fuels for transport and directive 2003/96/EC of the Council of the EU of 27 October 2003 on restructuring the Community framework for the
taxation of energy products and electricity.

242 Law of 25 August 2006 on biocomponents and liquid fuels (Journal of Laws no. 169, item 1199).
243 Article 2 Section 1 item 25 and article 23 Section 1 of the said Law.
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consisted of, among other things, a new EU directive concerning common rules for the
internal market in electricity and a new directive concerning common rules for the in-
ternal market in natural gas. Poland supported the actions taken by the Commission
right from the start of the legislation process aimed at market liberalisation started by
the Commission.

Both new directives outlined extended consumer protection and the public obli-
gations of undertakings**. It also introduced a duty for member states to make sure that
power companies include in bills or promotional materials information concerning the
share of individual energy sources in the total fuel of the supplier over the previous year
and to indicate sources of information on environmental impact. The provisions con-
cerning the independence of the designated operator of the transmission system were
extended. The minimum to be introduced by member states was determined in order
to assure the independence to the operators of the natural gas and electric energy trans-
mission system. A duty was introduced to designate operators of transmission systems if
the system was a part of a vertically integrated undertaking. To assure the independence
of these operators, provisions were introduced to guarantee independent decisions, as
in the case of a transmission system operator. Also the deadlines for acquiring the right
to choose electric energy and gas supplier by individual user groups were changed in
order to speed up the introduction of competition in the electric energy and natural gas
markets. In particular, the deadlines for acquiring the right to choose an electricity or
gas supplier by individual user groups were changed. For individual users the right was
to be available as of 1 July 2007.

Moreover, the gas directive obliged the member states to undertake necessary
measures to assure “equal and open” access to the gas mains. In line with the directive,
gas undertakings could deny access to the transmission system only as a result of its limi-
ted capacity or if it obstructed the implementation of previous contractual obligations.
The directives clearly required the member states to designate one or more regulatory
authorities whose area of competence was specified in detail?®. In Poland, pursuant to
the Energy Law of 1997, the Energy Regulatory Office is the regulatory authority.

244 The electricity directive provided special protection for households and small businesses. It is obligatory to require the electricity companies to connect users to
the network in line with conditions and tariffs based on the calculation methods or conditions set out or approved by regulatory authorities of a member state.

25 In line with the directives, the regulatory authority should have supervisory competence over: the principles of management and assignment of connection capa-
city, together with the regulatory authority or authorities of interconnected member states; mechanisms for regulation of overloading the national grid; time period
in which connection to the network and repairs are performed, the issuing by operators of information concerning the allocation of interconnection, connections
and operation of the network, accountancy unbundling, adherence to conditions and tariffs related to the connection of new electric energy producers, level of
transparency and competition. Moreover, a duty was introduced to equip the regulatory authorities with competences to determine or at least approve calculations

before they are introduced or to determine the requirements for the connection and provision of transmission and balancing services. The regulatory authorities
should also have the right to change the requirements, tariffs, principles, mechanisms and methods specified above in order to assure equal treatment of operators.
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Before accession to the EU, the Polish natural gas sector was dominated by Polskie
Gornictwo Naftowe i Gazownictwo S.A. (PGNiG), which held a monopoly. This company
dealt mainly with natural gas extraction and import to Poland, as well as its transmission
and sale (distribution) to users. PGNiG was a perfect example of a natural monopoly**.
As a consequence, it was difficult to speak about the natural gas market, for on the one
hand there was only one seller in Poland, and on the other, prices were determined in an
administrative manner by approval of gas tariffs by the Energy Regulatory Office.

In order to fulfil pre-accession obligations concerning the alignment of Polish

legislation, the government undertook actions to introduce proper market mechanisms,

while maintaining the reliability and developing the natural gas transmission systems.

The European Commission paid special attention to the problem of eliminating cross
subsidisation between user groups**. Also a plan to change the legal and ownership
structure of the natural gas market was devised. It was aimed at introducing a structure
allowing competition in the market. Unbundling** became necessary, which means that

from a vertically integrated business® the operations involving transmission, storage

251

and distribution®' need to be separated.

The transformation process that was started fundamentally changed the natural
gas market in Poland. First of all, far-reaching ownership changes were observed. The
Operator Gazociaggéw Przesytowych — Gaz-system SA company was established (here-
after referred to as: Gaz-System), which in 2006 was designated by the President of the
Energy Regulatory Office to perform the role of gas transmission system operator in Po-

land. Hence a State Treasury company, independent of PGNiG both in legal and owner-
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ship terms®?, was created. Such a solution became a guarantee for fair and transparent

requirements for natural gas transmission in Poland.

6 Undertaking producing energy and the owner of the transmission infrastructure has no interest in sharing it with competitive entities. So it was necessary to
unbundle the undertaking and separate the operations involving transmission, distribution and storage.

247 See: Programme for introduction of a competitive market in natural gas and implementation schedule.

8 Cross subsidisation means covering the costs concerning one type of business operation handled by an undertaking or one of the tariff groups of service reci-
pients out of the revenues from another type of business or a different tariff group.

24 Unbundling can take on the following forms: accounting, organisational (separation of managing authorities), legal (separation of an independent company),
ownership (the operation is handled by a different entity, not related in terms of ownership).

»0 A vertically integrated business is a business performing two or more of the following: production, transmission and distribution of natural gas (business
operation).

1 “The vertically integrated network operators have no incentive to develop the network in the overall interest of the market with the consequence of facilitating
new entry at generation or supply levels. There is considerable evidence that investment decisions of vertically integrated companies are biased to the needs of
supply affiliates. Such companies seem particularly disinclined to increase, for example, gas import capacity in an open process which has, in some cases, led to
security of supply problems. (...) The Commission has examined the unbundling issue closely and concluded that only strong unbundling provisions would be able
to provide the right incentives for system operators to operate and develop the network in the interest of all users.” Communication from the Commission to the
Council and the European Parliament. Prospects for the internal gas and electricity market [SEK (2006) 1709] [SEK(2007) 12].

2 It is worth stressing that the directive required legal separation of transmission as a minimum. As for unbundling, Poland has a considerable track record,
especially when compared to many EU-15 states (e.g. France or Germany). In a sense, Poland has become the leader in unbundling. Gas-System is independent of
PGNiG and it took over PGNiG’s transmission infrastructure. When performing ownership unbundling, Poland went even further than was required and in that
area it, in a sense, became a leader in the introduction of a competitive market. States such as Germany or France still oppose ownership unbundling.



The economic dimension of Poland’s membership in the EU

139

In the case of Gaz-System, the unbundling was not only legal (establishment of
separate companies), but also ownership-related. The next step was to separate distribution
companies from PGNiG that would sell gas directly to consumers. Distribution companies
within the PGNiG capital group took over the distribution. Also in this case Poland decided
to employ a more market-oriented solution. The binding directives, including the so-called
2™ Jiberalisation package only required the accounting unbundling of natural gas transmis-
sion, whereas the unbundling as effected by PGNiG was of legal nature, i.e. it consisted of
the establishment of separate capital companies belonging to the PGNiG capital group.

On 1 July 2007, in line with the 2™ liberalisation package, all gas consumers, both
industrial and individual recipients became eligible to apply the TPA%? principle. In line
with this principle, each recipient may use the current transmission and distribution ne-
twork and make a free decision on choosing an energy seller. Hence, on the one hand the
entity offering the transmission service cannot obstruct the consumer in making a free
choice of energy supplier, and on the other hand the transmission network operator must
provide transmission services to all entities based on principles of equality and transpa-
rency, that is, it requires the infrastructure holder to make it available to any contract®*.
Moreover, the ability to choose an energy seller by each recipient should be free of charge
and uncomplicated. In 2008 not all customers had the actual ability to change natural gas
supplier, however the eligibility to apply the TPA principle by all entities is yet another
step towards breaking the monopolist structure of the natural gas market.

Although in 2008 the dominant position in the natural gas sector, in particular
in the area of distribution, was held by PGNiG capital group, there were also a dozen
or so other gas sellers. Their operations consisted basically in the resale of natural gas
purchased from PGNiG to end users using their own local distribution networks. These
entities were local monopolies in their networks and combined the distribution and sel-
ling operations. Another step aimed at introduction of the TPA principle was marked by
appearance of distribution companies other than PGNiG group members in the market.
Their market share is still low, but in the future it may increase, resulting in establish-
ment of several large distribution companies™.

3 Third Party Access.

4 Energy under any trade contract will be supplied to the location specified in the contract if the technical and economic requirements are met.

5 “Between 2005 and mid-2007, the number of independent suppliers in the electricity market increased in 40% of the Member States where data was available. In
gas, the number increased only in a quarter of the Member States. However, in France, Italy, Poland and the Netherlands, the increase was 50% or more [10 to 15
suppliers in France; 0 to 75 in Poland; 8 to 20 in the Netherlands; 123 to 182 (2006) in Italy]. In 7 out of 21 Member States, no independent supplier is active in the
national gas market. In electricity this is reported only for Cyprus, but relevant data for electricity is not available for 15 Member States. Retail markets are not yet

well developed, mainly because of limited access to gas supplies for new entrants. Even in the most developed market — the UK — competitive forces are dominated
by gas producers.” Communication from the Commission to the Council and the European Parliament. Prospects for the internal gas and electricity market, op.cit.
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At the end of 2008 another legislative problem regarding the liberalisation direc-
tive was removed, namely the lack of free access of entities selling natural gas to storage
facilities. The need for free access to gas storage facilities, in particular underground gas
storage facilities, results not only from the need to use storage areas when supplying gas
to users but also from the legal obligation to maintain stocks of natural gas. PGNiG was
designated as the operator of the storage system in the gas sector, which means that it
must share available storage area in a transparent way and in line with market princi-
ples®®. Sharing storage facilities by PGNiG with other entities was the next step towards
further development of competition. In consequence, the Polish gas market was opened
to new entrants which previously could not enter the Polish market as they did not have
proper storage areas at their disposal.

The natural gas price has not been liberalised and is still determined based on
the tariff approved by the Energy Regulatory Office for individual users. The uneven
distribution of regulations in the energy market led to favouring some undertakings at
the expense of others. This resulted in major disturbances in the operation of the market
mechanisms introduced. In such conditions it is difficult to speak of free competition,
though on the other hand individual users are less vulnerable to considerable price in-
creases. It should be remembered that the situation of the sector in the years 2004-2008
was a consequence of the condition of the Polish natural gas market which resulted from
insufficient development of infrastructure.

Poland has fully implemented the hitherto regulations concerning gas market
liberalisation, in legislative terms. In particular, proper legal and ownership transfor-
mation was made, thereby allowing the establishment of a truly competitive natural
gas market. However, the rate of liberalisation itself will largely depend on four main
factors: extension of the transmission system in directions allowing to increase its flow
capacity, extension of storage capacity of the underground natural gas storage facilities,
implementation of natural gas supply diversification projects and, further on, supple-
mentation of the Polish gas system by additional connections (interconnectors) with
transmission systems of neighbouring states.

Poland faces the task of providing the conditions and a stimulus to develop gas
infrastructure (gas storage facilities, interconnectors, more modern and extended trans-
mission network etc.) which will help create a truly competitive market forming a part

26 As for gas storage, 100% of capacity of underground gas storage is held by PGNiG SA. In 2007 the company made available 50 M m® to OGP Gaz-System SA, as
this undertaking was the transmission system operator. The remaining capacity was used only by PGNiG.
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of the single EU energy market. It should be stressed that without proper infrastructure
allowing actual diversification of sources and directions of natural gas supplies, real libe-
ralisation is not possible*’. Of particular importance is the employment EU instruments,
e.g. cohesion policy, which has funds earmarked for energy infrastructure under the
Operational Programme Infrastructure and Environment or for the development of the
Trans-European Network — Energy (TEN-E) which may be financed out of a separate EU
budget line.

As in the case of natural gas, Poland declared the adoption of acquis related to
the electric energy sector. Similar to the natural gas sector, Community legislation was
adopted to speed up the introduction of solutions aimed at the elimination of the actual
monopoly of distribution companies in the area of the sale of electricity to end users.
The basic difference during accession negotiations was the market structure, as in Poland
instead of one dominating company, there were natural local monopolies. Recipients
purchased electric energy from a local supplier they were connected to.

One of the major problems of the Polish electric energy market before the im-
plementation of the directive was the domination of long-term contracts (LTC)*%. These
contracts obstructed the free trade in energy and had a negative impact on the market by
reducing its scope. Moreover, access to the retail market was reduced by monopolistic
actions of large network operators, mainly due to the actual inaccessibility of the TPA
principle for individual customers. Also the weakness of the Polish electric energy sector
was noticed, which resulted in problems related to their ability to compete in the Euro-
pean market and their investment potential.

In 2004, before the implementation of the electricity directive, non-individual
users often gave up actions aimed at changing their seller due to the practices employed
by distribution companies designed to discourage users from changing sellers by means
of formal and technical requirements. Moreover, users were encouraged to maintain
the status of a tariff-based user by re-negotiating some terms of contracts, which posed
artificial barriers in the development of competition. For example, the employment of
the TPA principle related to very high costs due to upgrade of measurement, settlement
and IT systems resulted in the fact that profits from the new tariff were reduced by the
costs of the upgrade and adjustment of the recipient to the new tariff. Moreover, there
7 Imported gas comes mainly from Russia.

28 [n 1994 an economic mechanism, namely long term contracts, was introduced to the Polish energy industry. These are long-term contracts for the supply

of electric energy which guarantee revenues for energy generators. This allowed financing investment projects assuring state energy security and meeting the
growing international ecological standards.
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was no actual price competition in the production area and little interest of producers in
direct sales to recipients.

During the implementation of the electricity directive, the need to establish new
entities, stronger in terms of capital was observed, which brought about the consolida-
tion of power companies in 2007. Consolidated companies included: PGE - Polska Grupa
Energetyczna SA, Tauron Polska Energia SA, ENERGA SA and ENEA SA. Moreover,
ownership unbundling was performed in the areas of the distribution and sale of elec-
tricity or its generation in the existing companies®’. This unbundling followed two gu-
idelines. First of all, distribution was unbundled: new business entities were established
in order to take over operations related to the distribution of electricity (distribution
network operators, DNO) to which the distribution infrastructure of the existing com-
panies was contributed. Secondly, unbundling covered trade: the existing distribution
companies retained all assets related to operations in the area of distribution, but assets
related to other licensed operations (trade and generation of electricity) were unbundled
(transferred to other entities). Also an independent transmission system operator for the
power sector was established. For the period between 1 January 2008 and 1 July 2014 in
Poland, PSE — Operator SA was designated as the operator.

The next step towards electricity market liberalisation was the liberalisation of
energy prices for industry starting from 1 January 2008. As of that date, energy tariffs
were no longer approved by the President of the Energy Regulatory Authority, but de-
termined by the energy market. This resulted in considerable increases in electricity
prices. They are justified, among other things, by the failure to remove prices for indi-
vidual users from the control of the Energy Regulatory Authority, increases in prices of
energy carriers, demand for additional capital for investments and taking into account
the costs of climate policy. In 2008 the price of electricity for business entities, which
consume 75% of the electricity consumed, went up by approximately 25-30%. This in-
crease resulted in a boost in production costs, a drop in competitiveness in the market
which was especially noted in sectors where electricity is a significant cost item (e.g. the
metallurgical sector) though it was also a stimulus to search for ways allowing for more
effective use of the energy and implementation of more efficient technologies. At the
turn of 2009, the forecast of further increases in prices (by over 40%) for the industrial
sector resulted in widespread protests. There were also voices in favour of returning to
tariffs for the industrial sector.

%9 The Energy Law required vertically integrated undertakings to perform legal unbundling of transmission and distribution system operators.
8y q Yy 8 8 P 8 8 Y P
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On 1 July 2007, the TPA principle was formally introduced. It meant that each
of the 15 million recipients, individual or other, was allowed to change their electricity
provider. Unfortunately, few recipients made use of that right. By the end of 2007, there
were only 604 recipients who had concluded a sales contract with a seller other than the
company unbundled from the vertically integrated undertaking operating in the area of
the DNO whose network they were connected to. In 2008 there were few such changes,
only 1018 out of 15 million eligible recipients (households and enterprises). Perhaps it
was because there was no wide-scale and clear information campaign aimed at informing
all users on their rights and how to use them which would provide them with the know-
ledge allowing them to protect themselves against dishonest contractors.

In legislative terms, Poland implemented the hitherto regulations concerning the
liberalisation of the electricity market and made transformations allowing the establi-
shment of the ownership structure of the sector which made it possible to create a free
electricity market. Similarly as in the case of natural gas, there is a problem of the isola-
tion of the Polish system from other power systems, without which the creation of the
single energy market in the EU will be impossible.

Energy security and infrastructure

The EU regulations concerning obligatory stocks of liquid fuels are the oldest
part of community energy law (expressed for the first time in the directive of 1968).
The current directive on stocks dates back to 1998. Member states must maintain stocks
of crude oil sufficient for 90 days of average consumption for the previous year. In line
with the directive?®, a member state must create and maintain infrastructure necessary
to accumulate and maintain the stocks required by the law and to implement procedures
for controlling how this requirement is fulfilled.

In the negotiation position closed in 2001 concerning the area of energy, Poland
assumed the obligation to implement the directive on fuel reserves. Poland reported
considerable difficulties in the implementation of regulations pertaining to storage. So
a transition period was negotiated, to reach the level of 90 days worth of stocks by 31 De-
cember 2008. The schedule for increasing stocks assumed that the said 90 days would be

20 Council directive 98/93/EC of 14 December 1998 amending Directive 68/414/EEC imposing an obligation on Member States of the EEC to maintain minimum
stocks of crude oil and/or petroleum products.
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reached in 2008%!. The schedule was as follows: 2002 — 50 days; 2003 — 58 days; 2004 — 65
days; 2005 — 72 days; 2006 — 80 days; 2007 — 87 days; 2008 — 90 days.

In order to fully implement the directive and meet the Polish obligation set out in
the accession treaty, the Law on liquid fuel stocks was adopted??. The law sets forth the
principles for creating intervention stocks of crude oil and petroleum products, which
include state stocks created by the Ministry of Economy and maintained by the Material
Reserves Agency (not less than 14 days’ average daily internal consumption) and obliga-
tory stocks created and maintained by undertakings (not less than 76 days’ average daily
internal consumption).

The obligation to reach a fully satisfactory, 90-day level of fuel stocks was basi-
cally met in 2007. It cannot be stated that a fully satisfactory result was achieved due to

the status of the development of the Polish storage infrastructure’®

. Taking into account
the development of the fuel sector and motorisation in Poland, storage capacity is rela-
tively low and should be urgently increased. In particular, the capacity of underground
storage facilities, where storage is the cheapest, is too low. Despite these imperfections
of the system, it should be noted that owing to these changes Poland not only has its
own crude oil and liquid fuels reserves, but also can obtain support in case of a serious
disruption of supply which considerably and realistically improves the energy security
of the country.

Unfortunately, no similar mechanism is in place in the case of natural gas. Taking
into account its energy security, Poland decided to create obligatory strategic reserves of
natural gas, similar to the fuel reserves, which was a pioneer solution in the EU?*. Polish
regulations may be a model for a future, amended directive concerning natural gas secu-
rity. The introduction of such a mechanism is one of the Polish proposals put forward in
the EU forum related to European security.

It is obvious that no aid procedure can be of use without a proper energy infra-
structure. Poland acceded to the EU with relatively poor energy networks. The power
2! The Regulation by the Ministry of Economy of 14 June 2002 on the schedule for creating liquid fuel stocks.

262 Law of 16 February 2007 on the stocks of crude oil, petroleum products and natural gas and procedures in situations of threat to the fuel security of the state
and disruptions in the petroleum market.

%3 Apart from the obligation to maintain a similar level of fuel stocks, Poland was also committed to apply for membership in the International Energy Agency
(IEA). IEA was established in 1974 to create an international system of cooperation and support in oil crises. Membership requirements are specified in the Agre-
ement on an International Energy Program of 18 November 1974 and further decisions of the Executive Office, called the Co-ordinated Emergency Response
Measures Decisions.

264 The Law requires the producers and importers of natural gas to create reserves whose size should cover 30 days of import of natural gas carried out by a under-
taking operating in the natural gas trade with other countries or an entity importing natural gas over twelve months starting from 1 April of the previous year to
31 March of the current year. Obligatory stocks are assets of undertakings required for their accumulation and maintenance, and the related costs are included
as justified costs which are the basis for determining the tariff. The obligatory stocks of natural gas are at disposal of the minister of economy and may be used by

gas transmission system operators or interconnected gas systems responsible for assuring the security of the gas system pursuant to the decision of the minister.
Reaching this stock level is planned for 2012.
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network is obsolete, some of its parts are even 40 years old. Similarly, the gas network
is underdeveloped. In many regions of the country (parts of the Pomorze, Mazury and
Lodzkie regions) it is practically cut off from the Polish transmission system and the only
possibility for gas supply is to deliver it in containers. There is also an insufficient num-
ber of gas and power interconnectors with the transmission systems of other countries,
which obstructs mutual assistance in case of disruption to supplies. Moreover, intercon-
nectors will be necessary to implement the single and competitive energy market.

The weakness of the energy market consisting in the lack of proper connections is
not only a Polish but a European problem. To facilitate the emergence of a single market,
the TEN-E network development programme was created’®. Under TEN-E, the types of
projects that can apply for financing using financial instruments were determined. The list of
gas-related investments is very long and apart from transmission it also includes increasing
the capacity of underground gas storage facilities, extension of reception terminals and ac-
tions for increasing the consumption of liquefied natural gas. For example, the list includes
a project concerning an interconnector between Denmark and Poland that will facilitate the
transmission of natural gas from the North Sea to Poland. However, until now in Poland the
funds from TEN-E have not been effectively used. In future, growth in the amount of funds
under financial instruments may be expected, allowing for the allocation of higher funds for
infrastructure. In particular, it is necessary to acquire financing for projects necessary for the
security and functioning of the single market which are not purely investments.

At the moment, Poland is determining its priorities concerning network deve-
lopment, focusing mainly on assuring proper supplies of natural gas. In particular, con-
nections are needed, which would permit diversification of supplies (LNG terminal, con-
nection with Denmark). Planned power interconnectors are supposed to be an answer
for rising demand for electricity in Poland (the Poland-Lithuania energy bridge).

Problems related to climate policy

During the process of negotiations under further climate conferences or the ratifica-
tion of the Kyoto protocol, the European Union decided that the problem of climate change

25 The aim of EU policy under TEN-E is to create competition and equal access of businesses to the Community market, speeding up the regional development
and increasing the economic and social cohesion of member states. The EU policy follows three main priorities of the common energy policy: competitiveness,
security of energy supplies and sustainable development. The European Investment Bank is the main source of financing for the trans-European networks. TEN-E
covers both the extension of local networks and their interconnections, as well as international connections.
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was one of its top priorities. Including the Convention and Kyoto Protocol in the domestic
law determined the scope of changes introduced gradually to community policy and legal
solutions concerning air quality. Under the Kyoto Protocol the European Community dec-
lared an 8% reduction in greenhouse gases emissions. This commitment was divided among
individual EU-15 states. EU member states decided that the countries lagging furthest be-
hind in terms of economic development were allowed to increase their emissions between
2008 and 2012 against the 1990 level. On the other hand, other member states declared
higher reductions. Poland, like other “new” member states which acceded to the European
Union on 1 May 2004, was to fulfil the obligations under the Kyoto Protocol by 2012.

For some years now the European Union has been stressing the fact that climate
protection policy has the highest priority in the EU strategy and programmes related to
environmental protection. The foundations of the European climate policy were deter-
mined in the directive on the greenhouse gas emission trading scheme (EU ETS). Thus,
anew economic mechanism was introduced into the EU legal system. Each member state
was committed to develop and submit to the European Commission, for each settlement
period, i.e. 2005-2007 and 2008-2012, a National Allocation Plan for greenhouse gas
emission allowances. This plan provided for the allocation of greenhouse gas emission
allowances to all entities under the EU ETS and set out the allowance reserve.

As of 1 January 2005, enterprises covered by the EU ETS were required to register
their emissions. At the end of each year the enterprises are required to submit reports
on emissions for a given year. The enterprises must also make sure they have sufficient
allowances to return each year in order to avoid financial sanctions. Member states are
required to allocate allowances before the end of February each year, in line with the
final decision of allocation and to keep a national register, accumulate verified data on
emissions and make sure that each enterprise returns the appropriate number of allo-
wances. Each member state is required to submit an annual report to the European Com-
mission. In the first stage of system operation, i.e. between 2005 and 2007, in the entire
EU approximately 12,000 entities were covered, which accounted for 46% of European
CO, emissions. These enterprises were required not to exceed the allocated allowances
for emission of greenhouse gases. One allowance is equivalent to 1 tonne of CO,. Any
potential surplus resulting, say, from the upgrade of plant could be sold to entities whose
emissions exceeded the limit they were allocated. If the granted allowances turned out to
be insufficient for an entity, it was required to make an additional purchase of a number
that would be necessary for production.
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The Polish National Allocation Plan I for the years 2005-2007 was approved
by the Commission provided that Poland reduces the allowance limit by 16.5%. In the
three-year settlement period of 2005-2007, Polish enterprises generally managed not
to exceed the allocated allowance limits. In 2005, the emissions in Poland totalled 203
mln tonnes of CO,, whereas the annual limit was 239 mln tonnes**. Owing to surpluses
which could be sold, the first period of the emission trading scheme was not very harsh
on the Polish economy. What is more, over the National Allocation Plan I period, due
to regulation of the energy selling price, electricity bills did not include the price of al-
lowance for CO, emissions.

This was different in the National Allocation Plan II for the years 2008-2012. The
draft of the Polish National Allocation Plan II was very much criticised by the European
Commission. The Polish response?’ did not satisfy the Commission?®, which in March
2007 decided that the number of allowances requested by Poland should be reduced to
208.5 mln tonnes. Poland took the Commission’s decision to the European Court of Justice.
Nevertheless, until the court proceedings were completed, Poland had to comply with the
Commission’s decision. To that end, on 1 July 2008 the Council of Ministers adopted the
National Allocation Plan II in line with the European Commission’s decision?®.

In the years 2008-2012, due to the negative decision of the European Commission,
a significant deficit of emission allowances will be noted, which will translate into prices
and the competitiveness of the Polish economy. A shortage of allowances may particular-
ly affect the power sector. In comparison to the previous draft of the National Allocation
Plan IT (not approved by the Commission), professional power plants will be granted not
105,760,000 tonnes of CO, but 129,941,966, which is 19% lower, professional combined
heat and power plants will be allocated not 26,509,318 tonnes of CO,, but 38,260,314,
which is down by 31%. The purchase price for necessary allowances will affect the prices
of electricity, which in Poland is generated mainly from coal (brown and hard).

This may result in the obstruction of the economic development of Poland and as
a consequence the failure to take the opportunity to eliminate the development gap gran-
ted by integration into the European Union. It is also possible that the competitiveness of
Polish products against EU and non-EU products will drop significantly, which in consequ-
26 Tn 2006, in some sectors, a considerable increase in emissions was noted (e.g. 26.5% in the cement sector), but the energy producers who generate most CO,
emitted only 1.8 % of carbon dioxide more than in the previous year.

7 In line with the new proposal, Poland requested an emission allowance for the period of 2008-2012 amounting to 259,692,421 tonnes of CO,. The number of
allowances requested by Poland in the new National Allocation Plan II took into consideration the situation of the Polish economy.
268 The European Commission stated that only by imposing a requirement to reduce emission could enterprises be encouraged to switch to modern technologies.

29 Despite that fact the National Allocation Plan II has not gained final approval of the European Commission yet. Without this approval, the National Allocation
Plan II cannot function properly.
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ence may translate into additional growth in the unemployment rate and a drop in budget
revenues as well as the lower attractiveness of Poland for foreign investors. Growing costs
of electricity generation will translate into higher electricity bills for individual users.

In March 2007 the European Council unanimously set the targets of reduction of gre-
enhouse gas emissions by 2020, i.e. 20%, increase in the share of renewable energy sources to
20% and a 20% increase in energy efficiency. The solutions were left for the member states
to decide. The Council conclusions contained a provision on strengthening the emission tra-
de mechanisms, which are to contribute to further reduction of CO, emissions. On that basis,
at the beginning of 2008 the Commission presented the Climate and Energy Package.

The original package architecture, namely the solutions concerning EU ETS were
unfavourable for the Polish economy. In the new draft directive on the EU ETS, the Na-
tional Allocation Plans were replaced with sectoral plans on the EU level. Moreover, the
directive introduced a requirement for 100% of professional power plants to purchase al-
lowances for CO, emissions by auction, and gradually for the remaining sectors, from 20%
in 2013 to 100% in 2020. The situation of Poland in Europe was specific, as approximately
96% of electricity is generated from hard coal which is related to high emission levels per
MWh?”. In particular, there was a threat in Poland that the prices of CO, would be shifted
onto consumers resulting in a dramatic increase in electricity prices both for the industry
and households. This would deteriorate the financial condition of the society, bring about
the loss of jobs and a considerable drop in economic growth rate and budget revenues.

The main proposal in difficult negotiations concerning the package was the EU ETS
adjustment by introduction of a long-term derogation consisting in application of the in-
dicator and auction method (with indicators varied depending on the type of fuel). Poland
also supported additional balancing of the package by creating a specific solidarity fund
for less well-off member states which would be burdened with incommensurate package
implementation costs and which had reduced CO, emissions considerably since 1990.

The negotiations resulted in Poland’s success, i.e. introducing provisions in the ETS
directive which assured an ambitious reduction of CO, in a manner that would be more
beneficial for the economy, in particular for the Polish power sector. From 2013 on, free
allowances will be able to cover 70% of the power sector’s emissions. This percentage will
be gradually reduced, until 2020. Owing to the possibility to introduce free allowances in
the power sector, it will be possible to considerably reduce the increase in electricity prices
both for industry and households. Moreover, a solidarity fund was established, which will

770 About 960 kg of CO,, with European average of approx. 400 kg per MWh (e.g. France — 100 kg / MWh).
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be funded by appropriate redistribution of emission allowances among the member states.
10% of total emissions in Europe will be divided based on levels of prosperity (based on
the GDP) which will assure that the emission allowances from well-off states will be trans-
ferred to less developed states. Over 2% of all emission allowances will be divided based
on performance in reduction of emissions under the Kyoto Protocol. As for energy-con-
suming industries, it was decided that emission allowances will be divided free of charge
and on a wide scale. This should reduce the risk of transferring the production outside the
European Union and hence, protect jobs in these industries in the European Union.

Despite successful negotiations, it is difficult to sum up the costs of the current
climate policy. The costs of its implementation are made up of investment and admini-
strative expenses. Investment expenses are related to adjusting plants to the requirements
set out in the ETS directive and the Kyoto Protocol in order to reduce the greenhouse
gas emissions incurred by enterprises and transferred to consumers. There are also the
administrative expenses on establishment of the system. The period between 2005-2007,
for which the National Allocation Plan was developed, turned out to be quite positive
for the Polish economy. The situation is expected to change in the period of 2008-2012,
when the number of allowances is insufficient and their high price will be reflected in
prices on the Polish market. Climate policy is very costly, especially for countries such as
Poland, whose power sector is based largely on coal.

Conclusions

The chapter concerning the energy sector presents a general and summary view
of the major actions and transformations in the selected subsectors, in particular the
electricity and gas, as well as the issues related to energy security, renewable energy so-
urces, biofuels and climate policy. In a short, five-year period many major changes were
made to the Polish model and operation of the energy sector.

Markets fundamental for the economy and consumers, i.e. the natural gas and
electricity markets, underwent significant transformation. Some effects can already be
noticed, others are expected soon. A good framework for investments, i.e. a stable re-
gulatory system and a fair incentive for investments, has not been created in Poland.
In particular, the tariff system was retained for the natural gas and electricity prices for
individual users, which is not beneficial for competition or investments. The infrastruc-
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ture-related problems which are the major barrier to the development of the Polish
energy sector have not been solved. In particular, there was not enough time for efficient
diversification of energy carriers and extension of liquid and gas fuel storage facilities.

The adoption of the electricity and gas directive provided only a legal framework
for operation of the Community energy market. Implementation of the directives does
not mean automatically that a liberalised market will emerge, it is a sine qua non condi-
tion for a liberalised and competitive market. It should be noted that these transforma-
tions in the Polish energy sector are a part of a certain process which has not been com-
pleted yet, and the effects of which may be expected in future. It should be remembe-
red that actual liberalisation is not possible without thorough diversification. Similarly,
a truly single market is not possible without the elimination of the domination of large,
vertically integrated energy companies in Europe. Despite all the efforts so far, related to
transformations in the natural gas and electricity sectors, Poland is at the beginning of
a long road. The prospect of putting the Polish natural gas sector on a market basis will
not happen in five or ten years, but rather a dozen years or more.

The energy security of Poland has not been considerably strengthened as natural
gas is still imported from practically a single source. The only evident success is the consi-
derable progress in increased security in the fuel sector, not by changing the import struc-
ture but rather by creating reserves as a safety margin in case of a disruption in supply.

The energy security of Poland in the fuel sector has indeed increased. First, Po-
land has fulfilled the obligations under the accession treaty and created stocks which
provide a safety margin in case supply is disrupted. Second, Poland gained access to an
effective aid scheme under the EU which allows it to combat the negative results of di-
sruption in supply of crude oil using the reserves of other member states.

The alignment-geared transformation in the energy sector was related to the
need to incur financial expenses on the upgrade or construction of new plants, as one
of the major problems in Poland is the infrastructure. Hence, new and higher financial
expenses are needed to ensure that Poland’s infrastructure can provide cheap, sustaina-
ble, safe and clean energy. In this context, it is extremely important to use the funds
available under EU schemes.

Changes are under way in the natural gas and power sectors, energy security,
climate and renewable energy sources. In the case of liberalisation, there have been no
positive results of the process, i.e. a competitive and single, consumer-oriented European
market, or negative results, e.g. higher increase in energy prices for individual users.
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Environment

The accession of Poland to the European Union (EU) has been a significant mo-
tivating factor on national policies for the management of natural resources in terms of
adapting those policies to EU environmental protection standards.

The process of adaptation in this area began long before accession. During the
political transition period, Poland was already a long way down the road to applying EU
environmental protection requirements, limiting in this way the extent to which eco-
nomic growth was dependent on pressure on the environment. It should be remembe-
red that the adaptation process concerning the environment was a long-lasting one and
demanded not only the relevant legal and institutional preparation, but also significant
financial investment. In this context it was important to establish transition periods du-
ring the negotiations on accession with reference to the most costly elements of commu-
nity law to the Polish economy.

The influence of Polish membership of the EU in terms of the environment will
be able to be assessed in its entirety only after the conclusion of the last of these periods,
and so after 2017.

Nevertheless, the sheer weight of the effort undertaken by Poland in terms of
adapting to UE standards of environmental protection needs to be emphasized. As a re-
sult of the actions already taken, positive trends have been observed in terms of im-
provements in the condition of the environment in Poland. This is due not only to the
harmonisation of Polish law with the acquis communautaire, but above all an effect of
the significant investment in the infrastructure protecting the environment. The vast
majority of adaptational investment received financial assistance from the EU. The al-
most total usage of the pool of resources from the European Regional Development Fund
(ERDF), designated for environmental protection in the years 2004—2006 must be con-
sidered a success.
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A general review of the consequences of Polish membership
of the EU in the area of environmental protection

Comprehensive legal acts governed matters of environmental protection long
before activities adapting to meet the requirements of the EU were undertaken. The
transformation of the political system and the associated reduction in the market share
of traditional sectors, including heavy industry as well as the prospect of EU membership
initiated a broad ranges of changes in environmental policy. The terms negotiated by the
Polish government to an extent forced actions to be taken limiting the negative impact
on the environment even in the pre-accession period. The start of the process of adapting
to the demands of the community constituted a further, significant step on the road to
improving the state of the environment in Poland.

A prime example of this was the activity aimed at cleaning the air in the highly
industrialised, and at the same time most adversely ecologically affected zone of the
so-called Black Triangle?”!. Thanks to the combined efforts of the governments of the
relevant states and financial support from the pre-accession assistance fund PHARE?”
a significant reduction in levels of the main polluting substances into the atmosphere was
achieved. In the years 1989-1997 emissions of sulphur dioxide (SO,) as well as nitrogen
oxides (NO,) in the Polish regions of the Black Triangle were reduced by about 70%, and
dust particles by almost 90%, which enabled legally allowable levels of concentrations of
these substances to be achieved as early as in 2000%.

Environmental protection is one of the key areas subjected to the regulatory activi-
ties of the European Community (EC). There are currently over 600 legal acts in force in this
area. The initiation of wide scale processes of harmonisation with the acquis communautaire
resulted in the transposition to the Polish legal framework of the most important directives

1274

in the area of environmental protection as early as in 2000-2001*"*. In relation to the 13 com-

munity legal acts which were the most costly to implement, the Polish government negotia-
ted as many as 20 partial transitional periods, guaranteed by the accession treaty. They made

! A region formed by northern Bohemia in the Czech Republic, southern Saxony in Germany and the defunct Jeleniog6rskie and Watbrzyskie regions in Poland,
covered by a programme of actions worked out by a working group created under an agreement between the environmental ministers of Czechoslovakia, Germany
and Poland in June 1991. In March 2000, a decision by the Black Triangle working group lifted individual requirements in relation to the region.

272 PHARE: Poland and Hungary: Assistance for Restructuring their Economies — a programme set up in 1989 aiming at providing material assistance to EU candidate
countries.

773 Elektrownia Turéw SA, ,, Czarny tréjkqt” staje si¢ zielony [The “Black Triangle” goes green], ,Rzeczpospolita” 2000, No 86 (5556), advertising supplement
»Energia XXII - Ciepto, Elektroenergetyka, Gaz”, p. 15.

274 As part of the Act of 9 November 2000 on access to information on environment and its protection and on environmental impact assessment, Act of 27 April
2001 — Environmental protection law, Act of 27 April 2001 on waste and the Act of 18 July 2001 — Water law.
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it possible to stagger the adaptations which were most difficult or expensive to implement.
As far as the number of transitional periods negotiated, the area of the environment differed
not only from the other areas being negotiated by the Polish government, but also with that
of the other countries aspiring to membership of the EU. It should be emphasized that the
other candidate countries negotiated four transitional periods at most. Agreement of the
Polish postulates was a reflection of the scale of the problems and amount of investment ne-
cessitated. The investment sums incurred in the 15-20 years following accession in terms of
the environment and energy policy have been estimated at the time at 120-140 bn PLN?7.

The acquisition of four transitional periods for the gradual achievement of the
levels required by the EU for sewage treatment was particularly important (and the as-
sociated necessity of building and modernising waste water treatment plants) as well as
three transitional periods for adapting the energy sector to EU limits on atmospheric pol-
lution. Also negotiated was the possibility of gradually acquiring the so-called integrated
permit, covering emission of pollutants into atmosphere and discharge of waste water as
well as waste generation, constituting a kind of “ecological licence” to conduct activity
for large industrial firms, livestock farms, or landfill sites. Poland also gained transitional
periods for adapting to EU requirements in terms of waste management, enabling the
gradual achievement of the required targets for recovery and recycling of packaging wa-
ste, the modernisation of landfill sites or the introduction of organisational solutions in
terms of the monitoring and control of transboundary schipment of waste.

Without the option of gradually adapting to the requirements of the EU, the Polish
economy would have been exposed to significant costs imposed on the industrial sector. It
would also have been impossible to adapt the existing environmental protection infrastruc-
ture in order to achieve the existing EU standards in this area by the date of accession.

Just how crucial it was for the Polish economy to get these transitional periods is
clearly demonstrated by the length of time over which they were granted. These periods
are still operational in relation to the most costly areas to adapt®’®. In the energy sector
the process of adapting to the requirements of the EU in terms of limiting the emission of
pollutants into atmosphere only ends in 2017. Full adaptation of waste water treatment
plants to the higher requirements regarding the degree of waste water treatment is to
end in 2015, and for ladfill sites to meet EU technical requirements — in 2012.

7 ] Truszezyfiski, Wyniki negocjacji akcesyjnych w obszarach energii i ochrony Srodowiska [ Accession negotiation results in the areas of energy and environmental
protection], Rzeczpospolita 2003, No 60 (6440), advertising supplement “Ochrona $rodowiska XVI”, p. 1.
76 On adapting to the requirements of the Directive of the European Parliament and of the Council 2001/80/EC of 23 October 2001 on the limitation of emissions

of certain pollutants into the air from large combustion plants, Council directive 91/271/EEC of 21 May 1991 concerning urban waste-water treatment and Council
directive 1999/31/EC of 26 April 1999 on the landfill of waste.
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In this regard it is still essential to take new, and continue the already started
long-term adaptational investments. The full benefits associated with the improvement
in environmental quality and the influence, if any, of the adaptations in this area on the
competitiveness of the Polish economy will be revealed only over a lengthy period.

The majority of the EU requirements concerning protection of the environment
from pollution are already operative. Here also, it was necessary for Polish industry to
make the required financial investment and enormous effort of adapting.

In this area the adaptation of key industrial sectors the requirements of the IPPC
directive should be considered a significant achievement?”’. The regulations resulting
from the IPPC directive forced the adoption of the Best Available Technique (BAT) as
well as a reduction in the energy and material consumption of technological processes
— which was an essential condition of receiving the integrated permit mentioned earlier.
By the end of 2008 integrated permits had been issued to 94.7% of the 3020 installations
requiring one”®. While it is true that these installations constituted only about 15% of
all businesses whose activities have impact on the environment*?, but on account of
their size, they were responsible for the majority of the pollution introduced into the
environment across the country.

The example of the IPPC directive shows how, for some businesses, entry into
the EU could make it necessary for them to end their activities, due to their failure to
meet the new environmental protection standards. From 1 Jan 2004 to 31 Dec 2007 the
Inspection for Environmental Protection started the procedure to close down 836 instal-
lations that didn’t have the required integrated permit (comprising 28.1% of all instal-
lations subject to this requirement). As a result, in this period 221 orders closing down
installations not having the necessary permit were issued®. This gave a clear signal to
factories, that not adapting to community requirements meant incurring severe losses
associated with halted production. A high-profile case in this regard was the halting of
production at the “Ekoutil”®! animal waste disposal plant.

277 Directive of the European Parliament and of the Council 96/61/EC of 24 September 1996 concerning integrated pollution prevention and control (consolidated
version: directive 2008/1/EC of 15 January 2008).

278 Data source: Chief Inspectorate for Environmental Protection, Department of Inspections and Decisions; Ministry of the Environment, Department of Envi-
ronmental Instruments.

% Rough calculations based on data from: Ministry of Environment, Program wdrazania dla Dyrektywy Rady 1996/61/WE w sprawie zintegrowanego zapobiegania
i ograniczania zanieczys=czer [Program implementing Council Directive 1996/61/EC concerning integrated pollution prevention and control], Warszawa 2001.
20 Chief Inspector for Environmental Protection, Informacja w sprawie ustalenia przez Inspekcje Ochrony Srodowiska stanu uregulowania formalnoprawnego w za-
kresie posiadania pozwolers zintegrowanych przez prowadzqcych instalacje podlegajace temu obowiqzkowi (wg stanu na dziert 31 grudnia 2007 ) [Information regar-
ding the establishment by the Inspection for Environmental Protection of the state of the legal regulations regarding possesion of integrated permits by operators
of installations requiring them (as of 31 December 2007)], Warszawa 2008, p. 7.

21 For more on this subject: B. Gomzar, Ksigze na kosciach [Prince of bones], “NIE” 2006, No 25, p. 4-5; http://www.kropla-sepzn.vel.pl/index.php?name=New-
s&file=article&sid=150.
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However, it should be remembered that the environmental aspect of Poland’s
EU membership has been associated not only with financial costs. A measurable effect
of the adaptational activities is the improvement in the environment, and also impro-
vements in people’s quality of life through modernisation of environmental protection
infrastructure across the country. The modernisation of Polish businesses has also been
important, on condition they meet high ecological standards, enabling them to become
more competitive in the EU’s internal market.

The improvement in the competitive position of Polish companies in the market
has also been supported by the mechanisms offered by the EU in the area of environ-
mental management (EMAS??) and the ecological labelling of products®® (Ecolabelling).
The use of these instruments brought mutual benefits — for the environment and for
business, resting particularly on reducing the amount of emissions, and at the same time
the amount of the charges for exploiting the environment, reducing the amount of raw
materials used and improving the company’s public image.

It’s also worth paying attention to the fact that as a result of Poland’s accession
to the EU the level of environmental protection was also raised — by the inclusion of
environmentally sensitive areas of the country in the European Ecological Natura 2000
Network?*. Thus far, 141 special protection areas for the conservation of birds have been
designated as well as 364 special areas of conservation of natural habitats have been pro-
posed — which in total cover 18.95% of the area of the entire country®®.

It should at the same time be emphasized that Poland, with its unique natural re-
sources, constitutes a valuable acquirement for the EU-15, enriching Europe’s natural he-
ritage. At the moment of Poland’s accession many protected areas, such as national parks
or nature reserves, were designated. The changes in the environment brought about as
aresult of economic development had progressed more slowly in our country than in We-
stern Europe. As a result, unique species and varieties of natural habitats were preserved
in the territory of Poland*®. Prime examples of this are: the Biatowieza Forest, preserved
22 The Eco-Management and Audit Scheme — EMAS, established by regulation (EC) no 761/2001 of the European Parliament and of the Council of 19 March 2001
allowing voluntary participation by organisations in a Community eco-management and audit scheme (EMAS); as at the end of 2008, 15 organisations, including
12 businesses in Poland were registered in EMAS.

3 The Community ecological labelling Ecolabel, which can be applied for under regulation (EC) no 1980/2000 of the European Parliament and of the Council of 17
July 2000 on a revised Community eco-label award scheme as well as the Commission’s decisions of on the establishment of ecological criteria for the Community
eco-label award scheme for individual product groups; as at the end of 2008, 11 Ecolabel certificates have been issued (10 for cleaning agents).

284 The basis for the creation of the Natura 2000 Network is the Council directive 79/409/EEC of 2 April 1979 on the conservation of wild birds as well as Council
directive 92/43/EEC of 21 May 1992 on the conservation of natural habitats and of wild fauna and flora; the Natura 2000 Network is created by two types of area:
special protection areas (SPAs) and special areas of conservation (SACs).

2% Data source: General Directorate of Environmental Protection, Natura 2000 Areas Department.

26 M. Trzeciak, Projektowane regulacje prawne zagrozeniem dla ochrony przyrody [Proposed regulation is a legal danger to nature protection], “Przyroda Polska”
2005, no 2; http://przyroda.polska.pl/wartosci/czego_nam_zazdroszcza/index.htm.
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in its almost primeval state and the Rospuda valley, known mainly due to the controversy
surrounding the construction of the Augustéw bypass. Compared to other member states,
Poland also stands out by its significantly varied and rich fauna, including numerous spe-
cies threatened with extinction and rarely encountered on the European continent?’.

Maintaining water, air and nature cleanliness also has a not insignificant social
meaning. For the majority of society (84%) the state of the environment is, aside from
the economic and social aspects, an important factor influencing quality of life?.

A detailed description of the consequences, for the environment as well as for
business, of the adaptational activities taken in particular areas of environmental protec-
tion associated with Poland’s accession to the EU is contained in the following parts of

this chapter.

Atmosphere protection

The reduction of emissions of the most polluting substances such as sulphur
dioxide (SO,), nitrogen oxides (NO ), dust particles, carbon monoxide (CO) and carbon
dioxide (COZ), which additionally contribute to the greenhouse effect, are of crucial im-
portance in improving the quality of the air in Poland. Adapting to meet the community
requirements in the area of atmospheric protection is, however, associated with signifi-
cant investment in modernisation or building new installations.

In this regard, the most important and at the same time most expensive commu-

nity legal act to implement is the LCP directive®®

,introducing limits on the emissions
of individual polluting substances produced by the burning of fuel for the production
of electricity. In relation to the values for allowable emissions established in the LCP
directive for sulphur dioxide, nitrogen oxides and dust particles, the transitional periods
for power stations, combined heat and power plants (CHP) and heating plants listed in
the accession treaty still apply. The sequence of ends of transitional periods for achieving
the required levels of sulphur dioxide and dust particles only began at the beginning of
2008 (and will last respectively till the ends of 2015 and 2017), and in relation to the
emission of nitrogen oxides — it will begin on 1 Jan 2016 and last to the end of 2017. Si-
27 Central Statistical Office, Notatka informacyjna Wyniki badarn GUS Ochrona srodowiska 2008 [memorandum on CSO Research Results, Environmental Protec-
tion], press release for the press conference on 23 December 2008, p. 13.

8 Eurobarometer, Attitudes of European citizens towards the environment, Results for Poland, 2008, p. 3.

2% Directive of the European Parliament and of the Council 2001/80/EC of 23 October 2001 on the limitation of emissions of certain pollutants into the air from
large combustion plants.
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multaneously, Poland became obliged to reach the intermediate targets for the emission
of polluting substances across the entire sector of large sources of combustion in 2008
and 2012 respectively.

Implementing the LCP directive demanded making significant investments in
the energy sector. The entire cost of implementation, estimated in the financial-imple-
mentation plan at 47 bn PLN, to be incurred in the years 2003-2020?%, is considered one
of the most expensive environmental directives. As an example, the cost of the invest-
ment required for the removal of sulphur from gases produced in the combustion of fuels
for electricity in selected CHPs in Poland has been estimated of the order of 120 to 330
mln PLN for each plant®!.

Nevertheless, it has to be admitted that the Polish energy sector has successfully
tackled the challenges set by the EU in the area of protecting the atmosphere against
pollution. A range of investments have been carried out aimed at adapting to the requ-
irement of keeping EU emission standards, although in recent years a falling trend has
been observed in terms of the numbers of installations for the reduction of gas and dust
pollution being put into use.

An example of good practice in this area is the investment carried out in Po-
land by the Vattenfall energy company. Since 2001 there has been an ongoing effort
at modernising and building new installations for the combustion of fuels in electricity
production as well as installations for the reduction of gas and dust emissions, enabling
a significant ecological effect to be achieved, based on the reduction of sulphur dioxide,
nitrogen oxides and dust emissions in the CHPs belonging to the company. A prime
example is the wet combustion gas desulphuring installation, currently under construc-
tion in the Warsaw CHP Siekierki. The aim of the undertaking is a significant reduction
in emissions of SO, and dust, making it possible to meet more stringent future emission
standards required by the EU?”2. Thanks to this, the residents of Siekierki in Warsaw will
be able to enjoy cleaner air.

The actions taken have resulted in a significant reduction in emissions of SO,
whose main source (60%) is power plants. Figures from the Central Statistical Office
(GUS) indicated a 21% drop in emissions in pollution in comparison with 2000, of which
20 Data source: Ministry of Environment, Department of Climate Change and Protection of Atmosphere.

21§, Krystek, Dzialania w zakresie budowy, wymiany i modernizacji urzqdzen elektrowni dla pokrycia zapotrzebowania na energie elektrycznq i cieplo oraz realizacja
wytyeznych UE w zakresie ochrony srodowiska, [Actions taken to build, replace and modernise power station equipment to meet heating and energy needs as well
as EU environmental protection guidelines], conference materials Polish Chamber of Power Industry and Environment Protection, 28.11.2005,http://www.igeos.

pl/doc/2005/11/miedzynarodowa/prezentacje/11_S.Krystek_pol.pdf.
22 Data source: Vattenfall Heat Poland SA.



158

The economic dimension of Poland’s membership in the EU

19% took place after the accession (2004-2006). In 2007 the number of areas in which
allowable limits for SO, were exceeded fell dramatically (from 14 to 1)**.

A drop in emissions of other pollutants into the atmosphere has also been noted,
which was ofcourse connected with significant financial investment in areas other than
the power sector. For example, in the cement production sector in the years 1990-2008
6 bn PLN has been spent on adaptational investment, as a result of which a 40-fold drop
in emissions of dust particles into the atmosphere has been achieved®*.

The situation looks somewhat different when it comes to the emission of green-
house gases, particularly carbon dioxide (CO,) and the chlorofluorocarbons (CFCs) used
in cooling and air conditioning systems. The total emission of these gases has for a long
time had a downward tendency, yet since 2002 it has slowly been increasing. The in-
crease in emissions has resulted above all from increased energy needs, associated with
the economic development of the country. However, this tendency is no different to the
average growth of emissions of CO, noted in the EU-27*>.

A similarly unfavourable tendency has been noted also in relation to the emission
of the suspended dust particle (PM10) which can be hazardous to health. In 2007, the
allowable levels for this dust particle were exceeded in as many as 60 of the 170 areas
of the country designated for the assessment and management of air quality?®. The dust
particles are emitted not only by industry, but also by vehicles and municipal heating
systems, hence reversing the unfavourable tendency in this regard will require a wide
range of investments, especially in extending the road network so as to reduce the amo-
unt of traffic jams.

Apart from continuing the current actions aimed at meeting community requ-
irements in terms of atmospheric protection, Poland has faced new challenges in this
area. The prime example here is the CAFE directive”. In order to fully implement its
regulations it will be necessary to undertake a broad range of actions in terms of monito-
ring, informing, reporting and managing air quality, for which the costs of preparing and
setting up the appropriate infrastructure alone has been estimated at 24.4 mln PLN*%,

Atmospheric protection is an area in which Poland’s membership of the EU has
been the most visible. The vast majority of the investment aimed at reducing the emis-
2% Data source: Ministry of the Environment, Department of Climate Change and Protection of Atmosphere.
iz: Ageiitral Statistical Office, Notatka informacyjna Wyniki badan GUS Ochrona srodowiska 2008 [memorandum on CSO Research Results, Environmental Protec-
tion], press release for the press conference on 23 December 2008, p. 10.

6 Data source: Ministry of the Environment, Department of Climate Change and Protection of Atmosphere.

27 Directive 2008/50/EC of the European Parliament and of the Council of 21 May 2008 on ambient air quality and cleaner air for Europe.
% Data source: Ministry of the Environment, Department of Climate Change and Protection of Atmosphere.
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sions levels of Polish industry has been carried out precisely because of the demands of
the community. A positive result of these activities is the gradual improvement in air
purity, achieved against a background of ongoing economic development.

Water and sewage management

A priority, demanded of EU member countries, and at the same time the most
expensive task for the protection of water from pollution caused by public sewers, is en-
suring the full biological cleaning of sewage and improved levels of removal of nutrients
(compounds of nitrogen and phosphorus) — in accordance with the requirements of the
urban waste water directive’”. The requirements covering urban sewage systems and
sewage treatment will not fully apply in Poland before 31 December 2015. However,
the intermediate targets defined in the accession treaty impose gradual adaptation to the
specific demands. Poland is bound to reduce biodegradable pollution in successive stages
by the ends of years: 2005, 2010, 2013 and 2015 and, as a result, to achieve a minimum
75% reduction in the figures.

Attaining community targets in terms of urban waste water treatment by 2015 has
required equipping the country with a modern water and sewage infrastructure. Activities
in this area were defined in the National Programme for Municipal Waste Water Treat-
ment (NPMWWT) 2003. This programme envisages the construction, expansion and mo-
dernisation of 1734 waste water treatment plants in almost 1577 agglomerations and also
the building of about 37,000 km of sewage network. The cost of implementing NPMWWT
by 2015 has been estimated at 42.6 bn PLN, including 32.1 bn PLN on building, expanding
and modernising urban sewer systems, and on building, expanding and modernising waste
water treatment plants — about 10.5 bn PLN. An example of investment conducted under
the auspices of NPMWWT is the “Complex protection of groundwater in the Kielce agglo-
meration” project, envisaging in particular the expansion and modernisation of the water
and sewage networks in an area covering four municipalities®®.

A result of the increased efforts undertaken with the aim of meeting the commu-
nity requirements concerning urban waste treatment has been a significant improvement
in efficiency in this area. A clear increase has been noted in the amount of waste treated

2? Council directive 91/271/EEC of 21 May 1991 concerning urban waste-water treatment.
3% More on this project at: http://www.wod-kiel.com.pl/dzien_wody_2008.html.
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in sewage works with highly effective cleansing facilities, enabling a greater reduction
of nutrients. According to statistics from GUS, in the years 2004-2007 the quantity of

waste treated by such methods grew by 17%*"

, and in comparison with the year 2000
— by as much as 80%. In the post-accession period, the number of urban waste water
treatment plants with improved removal of nutrients has increased by almost 10% (from
689 to 765). In these plants, as much as 70% of the sewage supplied by sewage systems
in towns and villages across the country is treated, which gives a result close to the EU-
27 average®”. A measurable effect of the activities aimed at improving water and waste

water management in Poland, as indicated by the statistics, is also the 21%°*

growth in
the extent of the sewage network in the years 2004-2007.

In the years 2004-2007 no significant changes have essentially been noted when
it comes to the quantity and proportion of treated and untreated industrial and urban wa-
ste water. Positive trends in this area are visible in the longer perspective, over the years
2000-2007, where a significant reduction in quantity has occurred: industrial and urban
waste water requiring treatment — by 14%, and untreated waste water — by 50%°*.

The efficiency of the removal of nutrients in the waste water treatment process
has an indirect effect on the state of cleanliness of the waters in the Baltic Sea. In the years
2000-2007 a drop in the quantity of nutrients deposited in the Baltic has been noted, re-
spectively by 13% for nitrogen and by 25% for phosphorus®®. Despite this positive trend,
and also the gradual drop in the concentration of these substances in the waters of the
Odra and Vistula in the long-term®, the state of water purity in this body of water still
cannot be considered satisfactory. The ongoing high level of destruction of the marine
environment negatively influences both fish stocks in the Baltic, and in this way indirec-
tly the condition of the fisheries industry and the tourist attributes of the Polish coast.

It is therefore necessary to mobilise efforts aimed at improving the quality of the
waste water discharged into water and into the soil. A positive signal in this area is the
%1 Source: own calculations based on: Central Statistical Office, Ochrona srodowiska 2005[Environmental protection 2005], Warszawa 2005, p.189; Central Stati-
stical Office, Ochrona Srodowiska 2008 [Environmental protection 2008], Warszawa 2008, p. 202.

302 Central Statistical Office, Notatka informacyjna Wyniki badan GUS Ochrona $rodowiska 2008 [memorandum on CSO Research Results, Environmental Protec-
tion], press release for the press conference on 23 December 2008, p. 8.

33 Source: own calculations based on: Central Statistical Office, op. cit., p. 194; Central Statistical Office, op. cit., p. 181.

304 Central Statistical Office, Notatka informacyjna Wyniki badan GUS Ochrona $rodowiska 2008 [memorandum on CSO Research Results, Environmental Protec-
tion], press release for the press conference on 23 December 2008, p. 7.

% Ibid, p. 8.

%67 Igras, Ocena wielkosci zrzutow skladnikow biogennych z obszaréw rolniczych Polski do Baltyku [Assessment of the amount of discharge of biogenic components
from Poland’s agricultural areas into the Baltic, [in:] Ocena stanu zanieczyszczenia plytkich wod gruntowych, narazonych bezposrednio na zrzuty sktadnikéw biogen-
nych, w tym szczegélnie z rolnictwa oraz mozliwosci potencjalnego wplywu zanieczyszczen pochodzqcych z produkcji rolnej na Srodowisko, opracowanie wykonane na
zlecenie ministra rolnictwa i rozwoju wsi [Assessment of the level of pollution in shallow ground waters, exposed directly to discharge of biogenic components,

especially from agriculture, as well as the possibile influence of agricultural production on the environment, research commissioned by the Ministry of Agriculture
and Rural Development], ed. . Igras, Putawy 2008, p. 112.
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activity of the Finnish John Nurminen Foundation. In Poland, it has begun conducting
a large project connected with the removal of nutrients by improving urban waste water
treatment processes which will take in from 130 to 150 towns®”.

The quality of the surface waters in Poland has improved. The results of moni-
toring research show that in the years 2004-2007 the percentage of extremely polluted
water has dropped by 4%. Despite this positive trend, the current state of river purity is
still unsatisfactory, especially as far as the bacteriological aspect is concerned (the results
of the monitoring from 2007 showed a major share of waters with low (III and IV) quali-
ty ratings)®®. But even that constitutes a large improvement in comparison to previous
years; e.g. in 2001 as much as 52.4% of river sections were assessed as being unclassified
(below the purity level required for being classified) with regard to sanitary criteria®®.

Despite the positive results achieved following accession in terms of improving
water quality, both inland and at sea, it is still essential to maintain the efforts aimed at me-
eting the high standards for the quality of waste water discharged into the environment.

Waste management

Following Poland’s accession to the EU, the systems of waste management have
also improved. In order to meet community requirements in the years 2001-2007, se-
parate systems for collecting, recovery or recycling materials containing hazardous sub-
stances, such as: car batteries, end-of life vehicles, waste electrical and electronic equip-
ment, and also the system for managing packaging waste were established. This has made
it possible to better use these types of waste, which is particularly relevant in terms of
their increase as a result of the economic development of the country. In terms of neu-
tralising hazardous waste, a clear upward trend has been observed. For example, in 2006
57% more of this type of waste has been passed on for disposal than in 2003%°.

Additionally in the post-accession period, not only has the required target for
recycling of packaging waste been achieved, but it has even been exceeded; the general

37 More on the activity of the John Nurminen Fundation at: http://www johnnurmisensaatio.fi/?lang=en.

308 Central Statistical Office, Notatka informacyjna Wyniki badari GUS Ochrona srodowiska 2008 [memorandum on CSO Research Results, Environmental Protec-
tion], press release for the press conference on 23 December 2008, p. 7.

39 Strategia wykorzystania Funduszu Spdjnosci na lata 2004-2006 [Framework Reference Document for Cohesion Fund for 2004-2006] [attachment to a Ministry
of Economy and Employment regulation of 30 July 2004 (Dz. U. Nr 176, poz. 1827)], p. 47.

310 Ministry of Environment, Sprawozdanie z realizacji kraj planu gospodarki odpadami za okres od dnia 30 pazdziernika 2004 r. do dnia 31 grudnia 2006 r.
[Report on the implementation of the national waste management plan from 30 Oct 2004 to 31 Dec 2006], Warszawa 2007, p. 19.
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level of recycling planned for 2007 was reached as early as in 2003, mainly thanks to the
recycling of waste from bulk packaging?®'’.

A diametrically opposite trend dominates, however, in the management of waste
electrical and electronic equipment, where the results achieved thus far are highly unsa-
tisfactory. The figures available for 2006-2007 indicate enormous difficulties in reaching
the collection, recovery and recycling targets for this waste demanded by the EU and in-
tended to be achieved by the end of 20083'2. These results are in large part a consequence
of the inadequate development of the system of collecting waste equipment and the legal
disposal of unwanted electrical equipment from individual users.

After Poland’s accession to the EU, there were also disturbing new phenomena.
In the initial period, approximately 1.7 mln end-of life vehicles were brought into the
country, the vast majority of them over ten years old and accident-damaged, which
relatively quickly became scrap, which led to a severe burden on the management of
waste®®. Nevertheless, in 2006 the required targets for recovery and recycling of end-of
life vehicles was achieved®*.

Disappointingly enough, following Poland’s accession to the EU no real change in
terms of the management of municipal waste has been noted. The dumping of such waste in
landfill sites still represents the basic means of dealing with it, although a slight downward
trend has been observed in this regard. In 2007, 90% of the municipal waste generated went
to landfill, while barely 0.4% was dealt with by incineration, and biological composting
— almost 3%. This is not a good result in comparison with the remaining EU-27 members,
where the reverse tendency dominates (incinerated waste is increasing, landfill waste de-
creasing)®®®. In the years 2004-2007, the share of the general volume of segregated munici-
pal waste didn’t change significantly. Despite there being a visible upward trend in this area,
and close on half of Poles (44%) declare that they segregate their rubbish®®, the amount of
segregated waste collected is still not great®’. As a result Poland is having great difficulty
achieving the basic EU advice concerning treating the use of landfill as a last solution.

A significant problem is the import of waste from countries bordering Poland.
Despite Poland receiving transitional periods in terms of transboundary schipment of
311 bid, p. 25-26; data source: Ministry of Environment, Department of Waste Management.

312 Resolution of the Council of Ministers no 233 of 29 December 2006 on “National waste management plan 2010” (Mon. Pol. Nr 90, poz. 946).

:j ;}/ﬁistry of Environment, Sprawozdanie = realizacji krajowego planu gospodarki odpadami za okres od dnia 30 pazdziernika 2004 r. do dnia 31 grudnia 2006 r:
[Report on the implementation of the national waste management plan from 30 Oct 2004 to 31 Dec 2006], Warszawa 2007, p. 24.

35 Central Statistical Office, Notatka informacyjna Wyniki badarii GUS Ochrona srodowiska 2008 [memorandum on CSO Research Results, Environmental Protec-
tion], press release for the press conference on 23 December 2008, p. 11.

316 Eurobarometer, Attitudes of European citizens towards the environment, Results for Poland, 2008, p. 2.
317 Ministry of Environment, Sprawozdanie ... [Report ...], op.cit., Warszawa 2007, p. 13.
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waste as well as the relatively stringent policies of the Chief Inspector of Environmental
Protection, it is possible to observe import of waste to the country which is trying to be
passed off as products. This means that the country’s processing facilities cannot keep up
with the amount of waste generated nationally®'®.

However, the infrastructure of waste management facilities has been significan-
tly expanded. As early as in 20042006 there were completed — or were under construc-
tion — 154 undertakings in this regard®"’. As an example, the GUS statistics showed an
almost 48% growth in the numbers of waste incinerators with energy recovery in this
period®®.

As a result of the large-scale investment made in the years 2000-2007 in total, an
almost 17-fold increase in the efficiency of equipment and installations for the disposal
of waste took place®!. The major part of the investment in this area was made with the
aim of meeting the organisational and technical requirements laid down in the Landfill
Directive®”. In particular, in the years 20042007, a 32%** growth in the number of land-
fill sites equipped with modern degasification installations was recorded. The inability of
meeting the high EU standards in this area necessitates the modernisation of these facili-
ties by those running them, or face the prospect of their closure. According to estimates
by the Ministry of the Environment, in the period from the date of accession to 2012, 663
existing landfill sites required adaptation to the requirements of the Landfill directive,
while 361 qualified for closure®*. The scale of the activity needed is best testified to by the
fact that in the year of accession 1049 urban landfill sites were in operation®®.

The effectiveness of the actions taken in respect of the EU requirements in terms
of waste management depends not only on the activity of industrial factories and the
provision of the relevant infrastructure, but also to a large degree on individual consu-
mers. The key to success lies in changing social behaviour, which should be accompanied
by the appropriate public information campaigns, but also on expanding the system for
collecting different types of waste.

318 Resolution of the Council of Ministers no 233 of 29 December 2006 on “National waste management plan 2010” (Mon. Pol. Nr 90, poz. 946).

%19 Ibid, pp.10, 11 and 85; data source: Ministry of the Environment, Department of Waste Management.

320 Source: own calculations based on: Central Statistical Office, Ochrona srodowiska 2006 [Environmental Protection 2006], Warszawa 2006, p. 367; Central Sta-
tistical Office, Ochrona Srodowiska 2008 [Environmental Protection 2008], Warszawa 2008, p. 382.

321 Central Statistical Office, Notatka informacyjna Wyniki badain GUS Ochrona srodowiska 2008 [memorandum on CSO Research Results, Environmental Protec-
tion], press release for the press conference on 23 December 2008, p. 2.

32 Council directive 1999/31/EC of 26 April 1999 on the landfill of waste.

33 Source: own calculations based on: Central Statistical Office, op. cit., p.352; Central Statistical Office, op.cit., p. 374.

4 Ministry of Environment, Informacja na temat dostos ia skladowisk odpadow k Inych w Polsce do wymagari Dyrektywy Rady w sprawie skladowania
odpadéw [Information on accommodating landfill waste sites in Poland to the requirements of the Council Directive on the landfill of waste Warszawa 2004,

p. 3—4, http://www.mos.gov.pl/2materialy_informacyjne/inne/info_pl.pdf.
3% Central Statistical Office, Ochrona srodowiska 2005 [Environmental Protection 2005], Warszawa 2005, p. 351.
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Use of EU structural funds

In adapting to meet community needs in the area of environmental protection in
Poland a not insignificant role has been played by the financial input coming from EU
structural funds.

In the years 2004—2006, funding for projects in the area of environmental pro-
tection could be gained from the Cohesion Fund (CF) — as part of the Framework Refe-
rence Document for Cohesion Fund for 2004-2006, as well as funds from the European
Regional Development Fund (ERDF) — as part of the Sectoral Operational Programme
Improvement of the Competitiveness of Enterprises (SOP ICE), measure 2.4 ,EU aid
for enterprises adapting to environmental protection standards” and Integrated Regio-
nal Operational Programme (IROP), priority 1, measure 1.2 “Environmental Protection
Infrastructure”. In the Financial Perspective 2004-2006, over 2.5 bn EUR was available
for spending on the protection of the environment®®. The highest, because almost total,
level of use of the available support funds designated for protection of the environment
was achieved in the case of investments made under the auspices of the ERDF. Accor-
ding to figures from the Ministry of the Environment, 97% of the allocation available for
this aim as part of SOP ICE (as of the end December 2008) was utilised, as well as 96.46%
of the IROP allocation (as of the end September 2008).

The aim of measure 2.4 SOP ICE was to increase the competitiveness of the Po-
lish economy in the conditions of a unified market, through supporting enterprises in
adapting to meet the needs of environmental protection. Polish businesspeople could
apply for support in the areas of: carrying out investments necessary to gain an integra-
ted permit, water and waste water management, atmospheric protection as well as the
management of industrial and hazardous waste.

By the end of 2008, financial support for the implementation of 240 pro-envi-
ronmental investments supported under SOP ICE measure 2.4 had been confirmed®”.
The majority, as many as 42% of all the projects carried out, consisted of actions aimed
at supporting businesses in carrying out the investment necessary to gain an integrated
permit®®. One example is the project “Automation of the production process applying
6], Ksigzek, Analiza wykorzystania $rodkow z funduszy europejskich na realizacje przedsiewziec z zakresu ochrony Srodowiska, raport wykonany na zlecenie Urzedu
Komitetu Integracji Europejskiej [Analysis of the use of EU funds on environmental protection projects, report commissioned by Office of the Committee for
European Integration], Warszawa 2008, p. 3.

327 Data source: Ministry of Environment, Department of Infrastructure and Environment Operational Programme.
38 ], Ksigzek, op.cit., p. 13.
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modern technology”, carried out in the Starachowice company Odlewnie Polskie SA,
entailing the installation of an automated mould production line as well as a mould ma-
terial production station, worth a total of 15.2 mln PLN3®.

Projects connected with atmospheric protection enjoyed the least popularity,
constituting barely 7% of all projects carried out. They were both the most cost-intensi-
ve projects, of which a prime example is the investment installing a wet combustion gas
desulphuring plant in Elektrownia Rybnik, worth a total of 244.8 mln PLN. The smallest
projects, however, mainly concerned investments carried out in terms of waste manage-
ment, such as modernising a concrete mixing plant by adding a separator for recycling
cement rinsings, with a total value of 78.7 thousand PLN3%.

The regional distribution for the use of ERDF support funds as part of SOP ICE
measure 2.4 ranges from the Slaskie Region, where 40 projects were carried out, to the
Warminsko-Mazurskie Region with the lowest (3) number of projects carried out®'. In
total, recipients of measure 2.4 SOP ICE received over 702 mIn PLN in support, of which
over 527 mIn PLN came from the ERDF**2,

Investment in the area of environmental protection as part of IROP (priority 1,
measure 1.2.) were aimed at reducing the amount of pollution escaping into the atmo-
sphere, water and soil, improving flood protection security, increasing the use of rene-
wable energy, and also improving environmental management.

As part of measure 1.2 IROP, 201 agreements to carry out projects and 138 appli-
cations for final payment of the balance have been received. As of the end of September
2008 the level of ERDF payments amounted to 1.1 bn PLN. The average share of financing
from ERDF funds in eligible expenditure came to as much as 72%. Since the inception
of the activities of IROP, as part of the programme, the construction or modernisation
of 1979 km of sewer networks, 619 km of water distribution networks, 40 waste water
treatment plants and 22 water treatment plants has been supported®*. One example is the
project “Building a sewer and sewage treatment network in five villages in the Ztota mu-
nicipality, between Zlota and Rudawa”, with a total value slightly over 5 mIn PLN*.

9 Ministry of Environment, Finansowanie ochrony srodowiska z funduszy europejskich w Polsce w latach 2004-2006 [Financing environmental protection from EU
funds in Poland 2004-2006], www.ekoportal.pl, p. 9.

30 Ministry of Environment, Sukces dzialania 2.4. Wsparcie dla przedsiewziec w zakresie dostosowania przedsigbiorstw do wymogéw ochrony §
Sektorowego Programu Operacyjnego ,, Warost konkurencyjnosci przedsiebiorstw, lata 2004-2006" [Success of measure 2.4 Support for undertakings adapting busi-
ness to environmental protection requirements as part of the Sectoral Operational Programme “Growth of Industrial Competitiveness, 2004-2006", http://www.
ekoportal. pl/jetspeed/portal/portal/Fundusze_UE/SPO-WKP/sukces_dzialania_2_4_spo_wkp.psml.

17, Ksigzek, op.cit., p. 13.

2 Data source: Ministry of Environment, Department..., op.cit.

337, Ksigzek, op.cit., p. 15-16.

34 Ministry of Regional Development, ZPORR 2004-2006 projekty dla rozwoju regionéw [Integrated Regional Operational Programme projects for regional deve-
lopment 2004-2006], Warszawa 2006, p. 28.

1 ka w ramach
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Projects co-financed by the Cohesion Fund were implemented considerably slo-
wer. As of the end October 2008, in the environmental sector, the implementation of 90
CF projects (including 43 projects accepted as part of the pre-accession ISPA Fund®®),
with a total eligible cost of over 4.2 bn EUR, as well as the total sum of CF grants appro-
aching 2.9 bn EUR, had been confirmed**. This involved 88 investment projects and two
technical assistance projects.

Investments from the sewage management area dominated, of which many were
implemented as part of the NPMWWT. Among the 79 projects, the following construc-
tion or modernisation projects can be highlighted: waste water treatment plant, waste
water collection and pumping, sewage and water systems, water treatment plant and
even new water stand pumps. A prime example of this is the three stage project for wa-
ter supply and sewage treatment in Warsaw, taking in a range of tasks in terms of the
conversion and modernisation of the water and sewage networks and the conversion
and modernisation of the “Czajka” waste water treatment plant*”’. Also worth highli-
ghting are the projects providing comprehensive solutions to the problems of water
supply and sewage treatment in the Slask agglomeration, and among them the inter-
municipal investment of the towns: Sosnowiec, Mystowice and Katowice, whose aim
was to create combined sewage overflow for the waste water treatment plant Radocha
IT in Sosnowiec®s®,

The remaining investment projects carried out under the auspices of the CF con-
cerned waste management (8 projects depending mainly on the construction or moder-
nisation of sorting centres and landfill, and also composting sites) as well as atmospheric
protection (a single project carried out to modernise a heating network)*®.

The greatest number, as many as 18, CF projects in the environmental sector
were carried out in the Slaskie Region, while the fewest (only one) in the Lubelskie
Region. Good results in terms of the use of CF resources were also achieved in the Ma-
zowieckie and Matopolskie Regions, where support was given to ten projects in each of
these regions respectively. The average share of CF support in the total eligible cost of
each project amounted to 67% (against a maximum possible share of 85%)3¥.

5 ISPA: Instrument for Structural Policies for Pre-Accession designated for EU candidate countries, operating on a similar basis to the Cohesion Fund.

67, Ksigzek, op.cit., p. 4.

% This project has hit certain difficulties in the final phase of its implementation; more on this subject at: http://gospodarka.gazeta.pl/gospodarka/
1,33181,6153374,H%C3%BCbner__Polski_rzad_dobrze_korzysta_z_funduszy_UE.html.

% Data source: Ministry of the Environment, Cohesion Fund Project Database, http://www.ekoportal pl/jetspeed/portal/portal/Fundusze_UE/Fundusz_spojno-
sci/projekty_2000_2006.psml.

39 Ibid.
30T, Ksigzek, op.cit., p. 4-6.



The economic dimension of Poland’s membership in the EU

167

It seems that such a qualitative and quantitative spread of CF projects carried out
around the country was determined in the main by the subjective and objective criteria for
supporting projects. In accordance with the Framework Reference Document for Cohesion
Fund for 2004-2006, support from CF funding in the environmental protection sector was
only available for large scale infrastructure investments carried out by public bodies®*.

By the end of December 2008, only 49% of the CF allocation for the environmen-
tal sector had been used®?. Among the most commonly occurring causes of difficulty in
using assistance funds were, apart from inconsistencies between Polish and community
law, the complex rules for public procurement and exceeding the project costs*?. It sho-
uld also be recalled that Poland still has time till the end of 2010 to spend the CF funding
allocated for the years 2000-2006>*.

In the financial perspective 2007-2013, for investment in the area of environ-
mental protection in Poland, almost three times the amount of funds for the years 2004—
2006 has been allocated, that is almost 7.5 bn EUR — to be used as part of the Infrastruc-
ture and Environment Operational Programme (IEOP) an also the Regional Operational
Programmes, from CF and ERDF funds®**.

Despite certain delays in carrying out projects supported by EU structural funds,
Poland has effectively used the funding allocated to it in the 2000-2006 financial per-
spective for carrying out environmental protection projects. A future challenge, though,
will be the effective use of the allocation in the years 2007-2013. The experience gained
thus far should be of assistance in the process of applying for assistance, as well as in
terms of implementing the projects and settling the funds received.

Conclusions

This chapter presented the key areas of adaptational activities in the area of imple-
menting community policy regarding protection of the natural environment in Poland.

In association with the necessity of adapting to the environmental standards of
the EU, positive trends in terms of the improvement in the state of the environment have

34 Such as, in particular local self-governments and their unions, municipal management businesses owned by municipalities.

34 Data source: Ministry of Regional Development, Department of Coordination of Infrastructure Programmes.

38 Prawie 100-proc. wykorzystanie funduszy strukturalnych 2004-2006 w Polsce [Almost 100% use of structural funds in Poland 2004-2006], www.ukie.gov.pl/
WWW/news.nsf/0/3AA706A20C2D1962C125750D00417756? Open.

34 Data source: Ministry of Regional Development, Department of Coordination of the Implementation of EU Funds.

3% J. Ksigzek, op.cit., p. 22; according to the Ministra of the Environment data as at January 2009, only 10 projects were approved by the Commission for co-fi-
nancing under OPIE.
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been noted. Air, water and soil purity has gradually improved, achieved despite concur-
rent economic development.

Adapting to community requirements in this area was, however, associated with
a considerable level of financial outlay on the modernisation or construction of new
installations.

Apart from the ongoing continuation of activities aimed at meeting EU require-
ments in the area of environmental protection, Poland also faced new challenges — this
time with no concessions whatsoever in the form of transitional periods.

In this respect, it seems essential to continue the adaptational activities in terms
of environmental protection, the enormous majority of which are connected with consi-
derable financial investments. As far as further adaptational activities are concerned, it is
essential to achieve the right balance of economic issues against environmental protec-
tion in the activities of Polish businesses. In this context, the ability of receiving financial
support from EU assistance funds seems particularly important.
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Small and medium-sized enterprises

The transformation of Poland’s economy during the 1990s has contributed to
a dynamic development of entrepreneurship and growth in the number of small and me-
dium-sized enterprises (SMEs) in Poland. As a consequence, the role of SMEs on the eve
of Poland’s accession to the EU was crucial (considering e.g. their number, their head-
count, and share in Poland’s GDP). Five years after Poland’s accession, they still play the
same role. SMEs account for the vast majority of all enterprises operating in Poland>*.

Before the accession, entrepreneurs were generally considered in the public opi-
nion as a social group that benefited the most from Poland’s integration into the EU.
However, entrepreneurs themselves were much concerned about their European com-
petitors. Entrepreneurs representing small businesses expressed the highest concerns
and were also marked by the lowest level of knowledge about the EU. They based their
opinions on stereotypes, getting information on the EU from the mass media and expe-
riences of their own company and business practice*”’. However, after just one year of
Poland’s membership in the EU, opinions shifted — nearly every second entrepreneur
expressed the view that business outlook after the accession is good, and only every
sixth respondent claimed otherwise (vs. every fourth respondent a year before). Other
entrepreneurs either did not recognise any impact of the accession on the future of their
businesses, or were not able to assess its nature®*®. Also, it is worth stressing, that before
the accession, the majority of entrepreneurs claimed that Poland’s integration into the
EU would have a positive effect on thriftiness and enterprise, as well as on the quality of
interpersonal relations®”.
346 PARP, Raport o stanie sektora malych i Srednich przedsigbiorstw w Polsce w latach 2006-2007, Warsaw 2008, p. 21.
%7 Demoskop, Przedsighiorcy o problemach integracji Polski z UE, March 1997; Z. Mach, Polscy przedsiebiorcy o akcesji Polski do Unii Europejskicj, [in:] Spoleczne
aspekty integracji Polski z Uniq Europejska, Badania i ekspertyzy 2001-2002, Monitor Integracji Europejskiej, Warsaw 2002, no. 54, p. 94-102.
348 Krajowa Izba Gospodarcza (KIG, Polish Chamber of Commerce), Wplyw przystqpienia Polski do UE na warunki prowadzenia dzialalnosci

2005; KIG, Badanie stanu przygotowania firm do dziatania na Jednolitym Rynku — CAPE 2004, Warsaw 2004.
349 7. Mach, op.cit., p. 94-102.

spodarczej, Warsaw
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Role of SMEs in Poland’s economy

Small and medium-sized enterprises have been developing dynamically from the
beginnings of Poland’s political, social and economic transition. Their role in Poland’s
economy on the eve of accession to the EU was crucial both in terms of their number
and headcount, as well as their share in GDP. In the past years, the importance of SME
sector for the Polish economy and society has been on the increase®’. SMEs account
for about 99% of the total number of businesses in Poland, i.e. over 1.7 mln of active
business entities®™'. In this respect, Poland’s economy is on par with other EU Member
States. However, Poland’s SME sector is very diversified, e.g. in terms of size, business
specialisation, regional distribution, and export activities®>.

Chart 1. Structure of SME sector in Poland in 2002-2007

2007 4.07% [0.77% ]
2006 4.05% [0.78% |
2005 4.03% [0.78% |
2004 3.96% [0.79% |
2003 3.85% [0.79%]
2002 3.79% [0.83% |
88.00% 90.00% 92.00% 94.00% 96.00% 98.00% 100.00%
[ o0-9 O 10-49 [ 50-249

Source: Study by IBnGR based on: Zmiany strukturalne grup podmiotéw gospodarki narodowej w 2002—2007,
Central Statistical Office, Warsaw 2008, p. 13.

In 2003, Polish SME sector was dominated by micro-enterprises, representing over
95% of all enterprises from this sector. The low average employment rate (slightly over 2 em-
ployees per company) confirms that this sector was very fragmented. To a large extent, SMEs
based their competitive advantage on low costs. As a result, they would take the lead in labo-
30 n 2006, the share of SMEs in GDP was 47.7% — in comparison, large companies with over 249 employees generated 22.7% of GDP. Data provided by the Central
Statistical Office, after: PARP, Raport..., op.cit., p. 18.
31 Central Statistical Office, Dzialalnosé przedsigbiorstw ni ych w 2007, Warsaw 2009, p. 25.

32 M. Grabowski, J. Lipiec, M. Tarkowski, Wplyw czlonkostwa Polski w Unii Europejskiej na sektor MSP, expert study prepared by IBnGR (The Gdarnisk Institute for
Market Economics) for UKIE, Warsaw 2008, p. 12-28.
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ur-intensive sectors with low saturation of capital. After 5 years of Poland’s membership in
the EU, this picture has not changed — SME sector is still dominated by micro-enterprises.

The increase in headcount of an average enterprise confirms the slow process of
concentration of Polish businesses (Chart 2)*3. After the first year of Poland’s member-
ship in the EU, this process was listed as one of the effects of accession®*.

Chart 2. Number of employees (in thousands — left axis) and its growth (right axis, 2003 = 1)
by enterprise size, 2003-2007
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- 1.15

12003 12007 2007/2003

Source: Calculations of IBnGR based on F-01 data, after: Przedsiebiorczos¢ w Polsce, Ministry of Economy,
Warsaw 2008, p. 12.

The highest increase in the number of employees in micro-enterprises in 2002—
2007 (Table 1) was recorded in telecommunications (up by some 22%), manufacture of
tobacco products (up by some 18%) and water transport (up by some 17%). These changes
resulted mainly from deregulation of the telecoms sector, high market absorption, and the
growing demand for services in the tourism sector. In the sector of medium-sized enter-
prises, in addition to companies representing telecoms and transport sectors, increased
activity was recorded in education (up by 8%) and services (up by 7%). In the same sector,
considerable increase in the number of companies was recorded in particular in air trans-
port (up by over 30%) and manufacture of tobacco products (up by 20%). In air transport
sector, the substantial growth in the number of newly established companies resulted,
inter alia, from the development of low-cost airlines®®. The same trend was observed for
5 Ibid., p. 12-15.
354 Sektor MSP rok po akcesji — proba oceny, ed. M. Grabowski, Polska w Unii Europejskiej doswiadczenia pierwszego roku czlonkostwa, Warsaw 2005, p. 22.
%5 Since the date of Poland’s accession to the EU, the number of holders of air transport licenses in Poland has been on the increase. As at the end of 2003, there

were 5 license holders, compared to 15 as at the end of 2006. Cf. Analiza Rynku Transportu Lotniczego w Polsce w latach 2004-2006, Urzad Lotnictwa Cywilnego
(Civil Aviation Office), Warsaw 2008, p. 29.
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companies providing financial and insurance services (10%), in particular micro-enterpri-
ses®. Therefore, it seems that certain pre-accession forecasts indicating that manufacture
of wood and of products of wood, manufacture of clothing and fur, as well as manufacture
of furniture would benefit the most from Poland’s accession to the EU, proved wrong®’.

Table 1. Changes in the business structure of SME sector in Poland according to the highest
increase in terms of the number of SMEs in 2002-2007 (%)

Share of entities Highest average increase in the number
Busi from SME sector of companies
usiness in the total number
n ! AllSMEs | Micro Small | Medium
of companies 0-9 | 10-49 | 50-249
Postal activities and telecoms 99.71% 21.25% 22.04% 10.67% 5.08%
Water transport 99.36% 16.58% 17.72% 2.27% -1.43%
Manufacture of coke, refined petroleum 94.22% 12.34% 16.95% 5.05% 5.82%
products, and nuclear fuels
Air transport 97.85% 12.26% 13.57% 4.77% 30.67%
Manufacture of tobacco products 75.40% 12.25% 18.70% 0.95% 20.48%
Waste management 99.84% 10.81% 11.84% 6.22% -1.79%
Research and development 95.81% 10.46% 13.26% 3.16% -2.70%
Mining of coal and lignite; extraction of peat 91.01% 10.13% 12.01% 5.42% 6.79%
Financial service activities, except 99.65% 10.00% | 10.86% | -0.07% | 3.64%
insurance and pension funds
Management of real estate 99.94% 8.88% 8.99% 5.60% -0.24%
Manufacture of other transport 99.12% 7.64% | 7.88% | 4.04% | 4.62%
equipment
Activities of other membership 99.83% 6.39% | 6.41% | 6.47% | 4.12%
organisations n.e.c.
Education 99.86% 6.03% 5.67% 8.04% 1.15%
Information technology 99.96% 5.65% 5.66% 5.80% 1.67%
Manufacture of basic metals 94.63% 5.33% 6.03% 3.60% 4.99%

Source: Study by IBnGR based on: Zmiany strukturalne grup podmiotow gospodarki narodowej w 2002-2007,
Central Statistical Office, Warsaw 3.

The largest drop in the number of companies in 2002-2007 (Table 3) was recorded in
the leather business (5%), mainly affecting micro- and medium-sized enterprises. The same
holds true for the fur business (down by nearly 3%). Pre-accession forecasts regarding pro-
36 Ibid., p. 19.

37T UKIE, Wplyw..., op.cit., p. 41.
38 Ibidem, p. 20.
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blems faced by manufacturers of leather and fur apparel proved right in the longer term*”.
These businesses recorded the highest drop in terms of their number in 2002-20073%.

Also, it should be noted that SMEs often changed their business profile in order
to survive in the market or strengthen their market position.

Table 2. Changes in the business structure of SME sector in Poland according to the highest
decrease in terms of the number of SMEs in 2002-2007 (%)

Share of entities | Highest average decrease in the number

Busi from SME sector in of companies
usiness
the total number of Micro Small Medium
companies | AlLSMEs | 75 " | 1549 | 50-249
Manufacture of leather and leather products 99.71% -5.04% -5.36% -0.05% -4.08%
Insurance, reinsurance and pension fundmg, 98.05% 23.80% 3.84% 6.55% 4.78%
except compulsory social security
Manufacture of wearing apparel and fur 99.72% 22.71% 22.99% 0.00% 1.40%
apparel
Forestry, including services 99.97% -2.04% -2.18% 6.01% -3.00%
Manufacture of other non-metallic products 99.49% -1.53% -1.62% -0.20% -2.68%
Manufacture of food products and beverages 98.99% -1.29% -2.16% 1.26% 1.07%
Renting of machinery and equipment without 99.98% 1.06% 1.11% 3.48% 0.45%
operator and of personal and household goods
Land transport; transport via pipelines 99.92% -1.02% -1.15% 10.76% 0.75%

Manufacture of wood and of products of
wood and cork, except furniture; manufactu- 99.85% -1.00% -1.28% 3.31% 1.95%
re of articles of straw and plaiting materials

Retail trade, except of motor vehicles and

motorcycles; repair of personal and house- 99.98% -0.88% -0.95% 4.77% -3.17%
hold goods
Manufgcture of raf:h'o, television and commu- 99.45% 075% | -065% | -1.51% | -5.16%
nication equipment and apparatus

Manufacture of textiles and textile products 99.26% -0.57% -0.91% 2.96% -0.26%

Wholesale and retail trade; repair of motor 99.97% -0.30% -0.38% 3.17% -1.07%
vehicles, motorcycles and personal and ho-

usehold goods
Transport, storage and communication 99.91% -0.27% -0.39% 8.00% 1.06%
Manufacture of furniture; manufacturing n.e.c. 99.75% -0.20% -0.40% 2.97% 2.69%

Source: Study by IBnGR based on: Zmiany strukturalne grup podmiotéw gospodarki narodowej w 2002—2007,
Central Statistical Office, Warsaw 3¢'.
39 UKIE, Wphyw..., op.cit., p. 41.

360 M. Grabowski, J. Lipiec, M. Tarkowski, op.cit., p. 20.
%! Tbid., p. 20.
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In 2007, revenues of non-financial enterprises sector (over 49 employees) incre-
ased by 14.6% vs. 2006 (in real terms, up by 12.0%) and reached the highest level since
19982, This trend reflected the overall economic situation in the years 2004-2007. In
general, SMEs took advantage of the economic upturn. Analysis of this data indicates
that the most flexible businesses, quickly responding to market developments, adjusting
their strategies to the specific business environments, and taking advantage of the bene-
fits of Poland’s membership in the EU, recorded the best results. Beyond any doubt, this
increase in profitability recorded by SMEs resulted also from the injection of EU funds,
earmarked mainly for the support to the sector’s competitiveness.

Although SMEs account for the vast majority of businesses in Poland, their share
in total capital expenditure®® has not only remained low since 2004, but has even been
decreasing. For instance, capital expenditure of small enterprises in 2004 represented
25.5% of the total capital expenditure. In 2007, this share dropped to 23.7%. In 2004,
capital expenditure of medium-sized enterprises represented 24.3% of the total capital
expenditure. In 2007, this share totalled 24.1%*. It may result inter alia. from more
difficult access to external financing than in the case of large companies. In 2004-2007,
the highest investments were made by SMEs representing the following sectors: manu-
facturing, wholesale and retail trade and repairs, as well as management of real estate and
business activities*®.

The structure of business sectors and its changes in the period 2002-2007 in-
dicate that about 40% of SMEs operated in sectors with low capital intensity, 30% of
which were companies that required no specific qualifications or skills from their em-
ployees (e.g. wholesale and retail trade). Increase was recorded in the sector of mana-
gement of real estate, linked with the increasing demand for real property (up by about
9%). Interestingly, a relatively high increase was recorded by transport companies in
terms of their number. Poland’s integration into the EU increased profitability of this
sector, mainly based on the reduction of transaction costs in international transport
and increase in the efficiency of the means of transportation. The dynamic growth in
the number of small transport companies may also be attributed to liberalisation of
%2 National Bank of Poland, Ocena kondycji ekonomicznej sektora przedsigbiorstw niefinansowych w 2007 roku w $wietle danych F-01/I-01, NBP, Central
Statistical Office, p. 7.

% According to the methodology adopted by the Central Statistical Office, CAPEX includes investments in new assets, upgrade of new assets, and purchase of used
PP&E (GUS, Dzialalnosé przedsiebiorstw niefinansowych 2004-2006)

%4 Central Statistical Office, Dzialalnos¢ przedsiebiorstw niefil yeh 2004, Warsaw 2006, p. 22; Central Statistical Office, Dzialalnosé¢ przedsiebiorstw niefi
sowych 2007, Warsaw, p. 33.

3 Sections A, B and M (forestry, fishing, and education) were not considered, as their statistics are unavailable under the statistical confidentiality requirement
pursuant to the Law on Public Statistics.
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access to the EU market in freight transport by road (even though liberalisation did
not cover cabotage).

Statistics provided by the Central Statistical Office (GUS) indicate that in the
area of exports, large companies benefited from Poland’s membership in the EU to
a much larger extent than SMEs*®. In the case of large businesses, export revenues in-
creased from 18.9% to 23%. In the case of SMEs*?, the share of export sales remained
practically constant and is lower than for large companies (Table 4). According to data
provided by Polish Confederation of Private Employers Lewiatan, about 80% of SMEs
are not interested in export sales at all*®. It results from the correlation between com-
pany size and its exports activities (the smaller the company, the less active). SMEs that
tried to strengthen their position in foreign markets took advantage of the simplified
export procedures and reduction of red tape®®. Still, the majority of SMEs sold their
products in the Polish market (also owing to a strong increase in domestic demand and

)370'

appreciation of PLN

Table 3. Changes in the share of export sales in net revenues of Polish enterprises (by company
size) in the period 2003-2007 (%)

Employer of 2003 2004 2005 2006 2007
Over 9 employees 14.8 16.0 16.0 17.0 18.0
10-49 7.3 8.0 8.0 8.0 7.0

50-249 11.9 12.0 12.0 13.0 12.0

Over 250 employees 18.9 20.0 21.0 23.0 23.0

Source: IBnGR based on GUS F-01 data, after: Przedsiebiorczos¢ w Polsce, Ministry of Economy, Warsaw
2008; M. Grabowski, J. Lipiec, M. Tarkowski, op.cit., p. 27.

In many studies and expert opinions prepared before 2004, the hypothesis was
adopted that the impact of accession on the SME sector will depend on the region®’.
Authors of those studies argued that the more developed regions of Poland located near
the western Polish border, with stronger business links with their main partners from
Member States, with higher employment rates and social and economic development,

3¢ Being in better financial condition as a rule, large enterprises invest in state-of-the-art technologies and techniques, improving their market competitiveness.
37 Data on small- and medium-sized enterprises — micro-enterprises are not covered by this analysis, as they do not submit F-01 forms.

35 Data for the period 2004-2009.

39 It applies mainly to Member States. As regards trade with third countries, certain difficulties were identified resulting from changes in trade regulations.

370 In the future, export activities will depend on, inter alia, international economic situation and the shift of Polish SMEs to /igh-tech production.

3 M.W. Kozak, Skutki integracji z UE dla polskich regionéw, [in:] Korzysci i koszty cztonkostwa Polski w Unii Europejskiej — raport z badan, ed. Z. Jurkowlaniec,
Centrum Europejskie Natolin (Natolin European Centre), Warsaw 2003, p. 67-95.
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would benefit more from Poland’s membership in the EU. It was therefore assumed that
SME sector should develop faster in provinces of western Poland and largest urban cen-
tres (Warsaw or Silesia, for instance). This phenomenon is confirmed by statistics provi-
ded by the Central Statistical Office (Chart 3). However, these regional differences are
smaller than expected. It appears that the period of five years of Poland’s membership in
the EU is in fact too short for any major changes in this area. Considering the amount of
funds available in the current programming period (2007-2013), it may be assumed that
the impact of Poland’s integration into the EU on the regional differentiation of SMEs
will further increase, although it will be limited mainly to indirect effects through the

upgrade and extension of infrastructure®>

Chart 3. Changes in the number of SMEs in Poland in 2008 by regions
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Source: Study by IBnGR based on data of Central Statistical Office®”.

372 M. Grabowski, J. Lipiec, M. Tarkowski, op.cit., p. 35-36.
57 Ibidem, p. 35.
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Impact of structural funds on the Polish SME sector

One of the main direct benefits of Poland’s accession to the EU for SME sector
was the access to structural funds (SF)34. In 2004-2007, this sector received about PLN
2.2 bn in assistance, i.e. nearly 58% of all structural expenditure on the Polish SME
sector’”. Effects of the implementation of programmes co-financed with EU funds are
becoming increasingly more visible. However, several years are still needed to conduct
a complete analysis of the impact of EU funds on the Polish SME sector. At the moment,
it is still too early in the day to assess the sustainability of the positive changes.

Structural funds for the period 2004-2006 were available for Polish businesses
since 2004 under the National Development Plan (NDP). The majority of projects (about
84%) with entrepreneurs as beneficiaries were contracted for implementation under two
operational programmes: Sectoral Operational Programme Improvement of the Compe-
titiveness of Enterprises (SOP ICE)*¢ and Integrated Regional Operational Programme
(IROP)*’. The majority of projects were implemented in regions marked by the highest
level of economic development (Mazowieckie, Slaskie and Wielkopolskie)®.

The overriding objective of SOP ICE was to improve the competitiveness of Polish
enterprises operating in the open market. For instance, according to beneficiaries, imple-
mentation of projects under Measure 2.3 of SOP ICE (Investment aid for SMEs) resulted
in the upgrade of technologies used by SMEs (91% responses), improvement of Health
and Safety (78%), increased investment potential (50%), and reduction of environmental
impacts (40%). In terms of the impact of projects, the lowest ranks were assigned to co-
operation in R&D (4%) and starting co-operation with other enterprises (12%)”.

Studies on the impact of SOP ICE on the employment in the enterprises sector
indicated that the programme contributed to the overall increase in headcount. The
number of jobs established directly or indirectly in the group of enterprises-beneficiaries

4 However, we should not forget grants received by SME sector in the pre-accession period from PHARE (Poland and Hungary Assistance for Reconstructing of

their Economies). For example: PHARE 2000 Krajowy Program Rozwoju MSP (National SME Development Programme), or the project Ulatwianie malym przedsie-
biorcom dostgpu do wiedzy w zakresie p Izenia firmy (Facilitating access to knowledge to young entrepreneurs on how to conduct business).

375 W. Misigg, M. Tomalak, Wplyw wydatkéw z funduszy strukturalnych i Funduszu Spéjnosci na stan finansow publicznych w latach 2004-2007, aktualizacja, Ministry
of Regional Development, Warsaw 2008, p. 59.

376 SOP ICE covers the following measures: SOP ICE Measure 2.1 — Consultancy aid for SMEs, SOP ICE Measure 2.2.1 — Support for entrepreneurs making initial
investments, SOP ICE Measure 2.3 — Investment aid for SMEs, SOP ICE Measure 1.2.1 — Support for micro-loan funds, SOP ICE Measure 1.2.2 — Support for
guarantee funds, SOP ICE Measure 1.2.3 — Supporting the creation of Seed Capital Funds, SOP ICE Measure 1.1.2 — Support for business environment institutions
and networks of business environment institutions.

377 IROP covered 4 Priorities (Development and modernisation of the infrastructure to enhance the competitiveness of regions, Strengthening the human resources
development in regions, Local development, Technical assistance), and a number of Measures under each Priority; for more information, visit www.zporr.gov.pl.

378 Ministry of Regional Development, Oddziatywanie funduszy strukturalnych i Funduszu Spéjnosci na gospodarke Polski w latach 2004-2007 (I pol. roku), p. 66.

3 D. Jabltoniska, Wplyw funduszy strukturalnych na rozwéj polskich firm (presentation), PARP, Warsaw 2009.
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of SOP ICE totalled about 80 thousand. The majority of these jobs were created by me-
dium-sized enterprises (47% of all new permanent jobs)**.

The impact of SOP ICE on the level of innovation in the Polish economy as
a whole was rather moderate. However, the programme had a major positive impact on
its beneficiaries. Nearly half of respondents (46%) claimed that in the past 3 years, the
level of innovation in their companies had definitely improved (vs. only 13% of entre-
preneurs who did not receive assistance)!.

The majority of respondents representing business environment institutions and
entrepreneurs claimed that SOP ICE contributed to the improvement of the competi-
tiveness of enterprises also by improving the quality of services provided by business
environment institutions. Components of quality listed by respondents included better
availability in terms of territory (physical access), costs (reduction of service costs),
number (more institutions), and content (development and improvement of services)*.
As improvement of competitiveness of the economy in the long term is related to the
intensity of its links with the R&D sector, support for industrial parks, science and tech-
nology parks, and technology incubators is of key importance (SOP ICE Measure 1.3).
This assistance helped create good conditions for the development of enterprises (main-
ly companies in the process of dynamic development)**?. Enterprises used infrastructure
created as part of the project — including office spaces, production and storage facilities,
roads, and specialised infrastructure. In Poland, the impact of parks and incubators re-
mains local in scope (the scale of these projects is too limited to impact the economy of
the entire region). However, the impact of parks and incubators on the employment in
SME:s is evident, although not measurable at this stage. On the other hand, the impact of
investments on the level of innovation was not positive according to respondents. Their
role as a link between science and business does not work in practice®*. According to
experts, the percentage of respondents who responded positively to the following qu-
estion: Have representatives of technological park/incubator offered any help regarding
co-operation with a research centre? is too small (45%). The impact of the survey was
weakened by the fact that out of all companies that received such an offer, only 41%
# InfoAudit, Europejskie Centrum Consultingu (European Consulting Centre), Tyc G., Wplyw realizacji SPO WKP lata 2004—2006 na poziom zatrudnienia w sek-
torze przedsigbiorstw, Warsaw 2009, p. 3.

%1 PAG Uniconsult, Wphw realizacji SPO WKP lata 2004~2006 na poziom innowacyjnosci polskich przedsigbiorcow, Warsaw 2008, p. 3.

%2 PSDB, WYG International, Raport z badania: Instyiucje otoczenia biznesu wspierane w ramach Sektorowego Programu Operacyjnego Wzrost konkurencyjnosci
preedsigbiorstw, lata 2004-2006: okreslenie wplywu Programu na oferte uslugowq oraz poziom jakosci swiadczonych ustug, Warsaw 2007, p. 23.

33 PAG Uniconsult, Raport koricowy z badania ewaluacyjnego: Ocena rezultatéw wsparcia parkow przemyslowych, parkow naukowo-technologicznych oraz inkubato-

row technologicznych w ramach dziatania 1.3 SPO-WKP, Warsaw 2008.
4 Ibid., p. 60.
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used it. Furthermore,out of 50 technological parks/incubators, only 9 companies deci-
ded to start such co-operation®®.

SOP ICE provided support also for loan funds and guarantee funds. According to
the Evaluation Report for Sub-Measures 1.2.1 and 1.2.2, these funds considerably impro-
ved their potential for the grant of loans and guarantees to the smallest companies that
find it very difficult to receive a bank loan®¢. According to entrepreneurs, advantages of
loan funds are as follows: individual approach to customers, accepting borrowers with no
history of borrowings, flexible forms of security, as well as simple and quick procedures.
As for guarantee funds, their main advantage is in the efficient and quick evaluation
procedure®.

At the regional level, IROP offered support that was complementary to SOP
ICE. In particular, IROP 2004-2006 Priority 3: Local Development included Measure
3.4 Micro-enterprises. The objective of this Measure was to improve the competiti-
veness of micro-enterprises by facilitating access to specialist advisory services and
improving investment capacities at the early stage of operation. Results of evaluations
(data from three regions — Dolnoslaskie, S'lqskie, and Podkarpackie) indicate that this
assistance contributed to the increase in the number of employees®*®. This conclusion
was true for 86.4% of respondents. Every tenth micro-enterprise (9.4%) recorded no
changes in this area, while 4.2% of respondents recorded a drop in the number of
employees compared to the period before the grant®. The majority of enterprises for
which it was possible to analyse data from the period both before and after the grant,
recorded an increase in revenues (61% of micro-enterprises). 28.6% of respondents
recorded no changes in the level of revenues, while every tenth company (10.4%) ob-
served a drop in revenues.

Leverage®° was recorded by a vast majority (82.3%) of respondents — who con-
firm to have employed additional own funds in excess of the required contribution for
the implementation of Measure 3.4 under IROP*'. Multiplier effect was recorded by
61.7% of micro-enterprises, and 38.3% respondents did not take any additional invest-
ment actions (in addition to the grant).

5 [bid., p. 64.
3 For example, beneficiaries of Sub-Measure 1.2.1 implemented almost three times more projects than funds that did not benefited from SOP ICE, [in:] K. Zielir-

ska, Wyniki ewaluacji poddziatania 1.2.1i 1.2.2 SPO WKP (presentation), Warsaw 2008.
37 PARP, Raport z ewaluacji poddziatania 1.2.1 i 1.2.2 SPO WKP, Warsaw 2008.

388 Resource, Analiza wplywu wsparcia udzielonego w ramach Dziatania 3.4. Zintegrowanego Programu Operacyjnego Rozwoju Regionalnego 20042006 na wzrost
konkurencyjnosci mikroprzedsiebiorstw, Poznan 2007.
3% Jbid., p. 8.

3% Leveraging occurs when the grant of funds for the implementation of a certain project increases the financial involvement of private sector in this project.
1 Ibid,, p. 9.
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Assistance granted under IROP Measure 3.4 also increased the number of custo-
mers for products/services (according to as many as 90% of respondents). 87.4% of respon-
dents used the assistance to purchase new equipment necessary to conduct their business.

Structural funds for the period 2007-2013 that were of particular interest to
SMEs included Innovative Economy Operational Programme (IE OP) and Human Capi-
tal Operational Programme (HC OP). For instance, in 2008, under IE OP more than 2300
grant applications were submitted, of which nearly 89% (over 2050) passed the formal
evaluation phase, and nearly 50% (over 1070) passed the individual assessment stage®>. It
is still too early to analyse the impact of these programmes on the SME sector (especially
that some of these projects were launched in early 2009). However, outlook seems good,
although much will depend on the sector’s ability to utilise these funds properly.

When discussing the impact of funds on the SME sector, we must mention a num-
ber of initiatives and grants promoting equal recruitment and employment conditions,
combating discrimination, creating good workplace relations and working conditions,
as well as making employers more aware of the broadly defined ethics in employer-em-
ployee relations*”. Many Community programmes are focused on the development of
entrepreneurship among women and people with disabilities.

Despite many examples of good practices (i.e. selected examples of successful
projects supported with EU funds), the exchange of information on these funds is still
a problem**. It is confirmed by studies carried out by the Polish Agency for Enterprise
Development (PARP), Polish Chamber of Commerce (KIG), or Polish Confederation of
Private Employers Lewiatan (PKPP Lewiatan). Attention is drawn mainly to the excessi-
vely complicated procedures and incomplete or unclear information. To eliminate these
problems, Ministries are developing new solutions. Ministry of Regional Development
is responsible for the majority of works focused on the simplification of legal regulations
for entrepreneurs in connection with the implementation of structural funds and the
Cohesion Fund. Under the previous financial perspective, actions were taken to, inter
alia, reduce the number of annexes to applications submitted by beneficiaries, allow for
the introduction of technical corrections in payment applications (without sending them
back to applicants), and replace the quarterly reporting timeframe with a semi-annual
% Data provided by Ministry of Regional Development.

3 For instance, the project implemented under Community Initiative EQUAL and co-financed by the European Social Fund: Zatrudnienie Fair Play. Promocja
Kultury przedsiebiorczosci i etyki rynku pracy (Employment Fair Play. Promotion of Business Culture and Labour Market Ethics).

4 Cf. the Polish Agency for Enterprise Development (PARP), Dobre praktyki SPO RZL, Projekty nakierowane na doskonalenie umiejetnosci pracownikéw i mene-
dieréw firm, dofinansowane w ramach Sektorowego Programu Operacyjnego Rozwdj Zasobow Ludzkich, lata 2004-2006, ed. J. Gontarz, Warsaw 2008; PARP, Dobre

praktyki. Wybrane projekty doradcze i inwestycyjne malych i Srednich firm dofinansowane z Sektorowego Programu Operacyjnego Wzrost konkurencyjnosci przedsie-
biorstw, 2004-2006, ed. ]. Gontarz, Warsaw 2008.
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timeframe®”>. These issues are now handled by the Team for the Simplification of EU
Funds Implementation System “Simple Funds”. Its tasks include the development of pro-
posals as to the simplification of EU funds implementation system in the financial per-
spective 2007-2013, drafting reports on the proposed and implemented simplifications,
as well as comparative studies of the Polish system and systems adopted in other Member
States. In addition, guidelines are being developed to make it easier for entrepreneurs to
utilise EU funds efficiently — also in the form of “Guides™*.

Innovation of SMEs3%7

Innovation is one of the main factors determining the market position of an en-
terprise. Studies have shown that companies that introduce innovation are more pro-
fitable. However, innovation dynamic is still what is missing in Polish enterprises®®.
According to entrepreneurs, barriers to investments in new technologies include mainly
financial factors — high costs, insufficient own funds, difficulties in securing sources of
external financing, and high risks of failure. Difficulties in securing external financing
have always been a problem, especially for SMEs. Therefore, assistance under a variety
of Community programmes, even though it is not always easy to obtain, is of key impor-
tance for SMEs.

As of 2004, new sources of financing from the cohesion policy funds have been
available for entrepreneurs399. Evaluations have defined a number of positive aspects
of this financing, including making entrepreneurs aware of the benefits of co-operation
with institutions offering external financing, improvement of staff qualifications, as well

7

3% More i.a. [in:] Odpowied? sekretarza stanu w Ministerstwie Rozwoju R 0 — Z up Znienia ministra — na interpelacje nr 195 w sprawie wprowadzenia
utatwien dla matych i Srednich przedsigbiorstw w odniesieniu do procedur ubi ia sie o Srodki pomocowe z Unii Europejskiej, 4 January 2008, http://www.sejm.pl.
3% For instance, Polish Confederation of Private Employers Lewiatan (PKPP Lewiatan), Mapa przedsigbiorcy 2007-2013, Warsaw 2008, http://www.mapaprzed-
siebiorcy.pl.

%7 Based on: dr B. Marciniec, Integracja Polski z UE jako milowy krok w innowacyjnq przysziosé, expert study for UKIE, Warsaw 2008.

3% In the case of Polish companies, indicators of the share of innovative SMEs (13.80% vs. EU-27 average of 21.57%) and the share of enterprises receiving State
aid for innovative projects (30% of the EU average) are particularly low. The indicator of innovation expenditure of Polish companies, calculated as the percentage
of their turnover, is also below the EU average (EU-27 - 1.87%, Poland — 1.56%; in comparison, in the Czech Republic — 2.15%). As regards the key innovation
indicators, Poland’s average is slightly above the EU-27 average only in terms of the company turnover coming from new products. It results from the fact that
up until recently, emphasis has been placed on the restructuring and establishment of new enterprises rather than on the development of their scientific base and
implementation of new technologies. Cf. Czy warto inwestowac w innowacje? Analiza sektora badawczo-rozwojowego w Polsce, KPMG, Warsaw 2009 and PARP,
Raport o stanie sektora matych i Srednich przedsigbiorstw w Polsce w latach 2006-2007, Warsaw 2008.

3% Structural funds have been available for entrepreneurs since 2004 under the National Development Plan for 2004-2006. In particular, innovative projects are
supported from SOP ICE (Improvement of the Competitiveness of Enterprises), SOP HRD (Human Resources Development), and IROP. Forms of expenditure of
EU funds in 2007-2013 are defined in National Strategic Reference Frameworks (NSRF). IE OP (Innovative Economy) is the key instrument of NSRF, focusing
on the improvement of competitiveness of enterprises by increasing their innovation level. The total of EUR 9.7 bn was earmarked for this purpose. In addition,
elements of innovation may be supported from HC OP (Human Capital), OP I&E (Infrastructure and the Environment), and, on a smaller scale, 16 Regional
Operational Programmes.
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as increase in employment and revenues*®. Analysis of the effects of structural funds
used in 2004-2006 in the area of innovation pointed to the increase in investment expen-
diture after 2004. Compared to other companies, beneficiaries of structural funds invest
more in the purchase of automatic, computer-controlled production lines. However, it is
still too early to identify any sustainable results of these projects. In the group of entre-
preneurs who used this assistance, 46% claimed that in the past three years, innovation
level in their company had definitely improved, compared to only 13% in the group of
companies that did not use any assistance.

As mentioned before, large-scale support from public business environment in-
stitutions, such as technology transfer centres, technology incubators, as well as scien-
ce and technology parks, was used after the accession. This assistance contributed to
a great extent to the improvement of innovation level. Funds for the development of
a network of business environment institutions were earmarked under SOP ICE. These
projects are continued under SOP IE, focusing on the provision of end-to-end assistance
to newly established or developing technology enterprises, based on highly specialised
laboratories in the selected science and technology parks. Brand new solutions have also
been developed for the support of co-operation among enterprises, including clusters.
These opportunities should be fully utilised, considering that clusters are gaining in
popularity in Poland, but — despite the common belief — only a small number of model,
developing, and effective cluster initiatives currently exist in Poland. The importance
of EU assistance in this area was confirmed by results of the study, which indicated that
the majority of cluster participants were planning to apply for EU support to the deve-
lopment of cluster initiatives*.

Assistance from structural funds was also of key importance to R&D activities of
enterprises. Under SOP ICE, the amount of assistance to R&D Project increased, and pu-
blic funds for the support of R&D activities were made available to enterprises without
the need to co-operate with public science and research institutions. The extent of this
support was further increased under IE OP. Under a new formula of targeted projects,
combined with assistance for the implementation of their effects, co-financing of R&D
activities together with implementation investments from public funds is now available
for enterprises. In addition, IE OP offers support for enterprises preparing themselves to
obtain the status of a Research and Development Centre.

40 Analysis of the impact of assistance from Measure 3.4 of the Integrated Regional Operational Programme (IROP) on the increase in competitiveness: Micro-

enterprises.
“017, Hotub-Iwan, M. Matachowska, Rozwdj klastréw w Polsce. Raport z bada, Szczecin 2008.
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With the simplification of procedures and better skills of beneficiaries as regards
the procedure of obtaining and management of funds, as well as the development of in-
formation and advisory networks, the amount and scale of utilisation of financing under
structural funds is constantly increasing. However, the demand for assistance among
SME:s is still not satisfied. This demand exceeds the available funds by several times, espe-
cially in the area of investments (e.g. in the case of SOP ICE — from 1.5 to 6 times)**.

Already in the pre-accession period, enterprises and public science and research
institutions gained access to financing under Framework Programmes for Research and
Technological Development. However, these funds are very difficult to obtain, which is
confirmed by data on the share of Polish entities in subsequent Framework Programmes
(5* FP in 1998-2002, 6® FP in 2003—-2006, and 7™ FP in 2007-2009). These statistics in-
dicate that the number of Polish entities participating in these programmes is relatively
low compared to other Member States*®.

Conclusions

In the past five years, SMEs recorded an increase in employment, revenues, and
profitability. In particular, the third year of Poland’s membership in the EU was the pe-
riod of strong economic growth, which was reflected in good financial results recorded
by enterprises. However, costs and benefits of membership were not uniformly distribu-
ted among all enterprises, business areas, and sectors.

Also, as expected before the accession, development of SMEs depended on the
region, but the scale of these differences was lower than expected. The same holds true
for the process of business concentration, which has not reached the forecast level.

Changes in the labour market in the period 2003-2007 influenced also the SME
sector; SMEs had to compete for employees, for instance by increasing salaries.

SMEs focusing on export sales had to face competition in the EU’s single market. To-
day, we may conclude that skills and innovation are key to the successful adaptation of com-
pany strategies to the new environment, and success depends on whether entrepreneurs are
able to take full advantage of the opportunities offered by this large market. These changes
signal the shift from price-based to quality-based competition among Polish companies.

2 A Ciechanek, P. Czyz, T. Klimczak, A. Kowalczyk, K. Pylak, Poziom absorpcji przez male i $rednie preedsiebiorstwa srodkéw w ramach sektorowego programu

operacyjnego wzrost konkurencyjnosci przedsigbiorstw, lata 2004-2006, Warsaw 2007.
43 Competitiveness and Innovation Framework Programme (CIP) was omitted as no data on its participants is available.
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Still, structural funds were a very important factor of development for the ma-
jority of SMEs in this period. As SMEs tend to move on from the strategy of price-based
competitiveness to quality-based competitiveness, they need to take account of increased
investments (e.g. in new technologies). EU funds are an important source of funding in
this area. Effects of this funding (extension and upgrade, increased headcount, innova-
tion, access to new sources of financing, etc.) will be visible only in a long term, especial-
ly that new, even larger injections of EU funds are expected in the years to come.

In conclusion, Poland’s accession to the European Union was to the advantage of
the Polish SME sector. It is worth pointing out that EU membership highlighted certain
good qualities of Polish entrepreneurs, such as experience, education, as well as readiness
to invest and recruit new employees. Still, Polish SMEs face many challenges. It seems
that, when the EU’s common market is complete, SMEs will be able to fully utilise their
potential, also by strengthening their position in the global market.
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Innovation

Innovation is becoming an increasingly important item on the EU policy agen-
da, in particular since the adoption of the Lisbon Strategy in 2000 and its renewal in
2005. The main purpose of the Strategy is to build a knowledge-based economy404.
Since that time, many initiatives have been undertaken, among which one that de-
serves particular attention is the Communication from the Commission to the Coun-
cil, the European Parliament, the European Economic and Social Committee and the
Committee of the Regions Putting knowledge into practice: A broad-based innovation
strategy for the EU*® published in 2006. The Commission presented there a list of
ten priority actions aimed at facilitating the free movement of knowledge in the EU,
creation of a single labour market for researchers (,the 5" freedom”), promotion of
clusters, eco-innovations, use of the public procurement to stimulate innovation or
development of lead markets.

The to-date statistical data on the innovation level of the Polish economy do not
give grounds for optimism. Poland, one of the larger EU countries with a very high eco-
nomic growth rate, is marked by a very low innovation index. In 2007, it totalled 0.24
and was almost by half lower than the EU average (0.45). In consequence, in innovation
rankings such as the Summary Innovation Index, Poland is in one of the bottom positions.
In addition, only 20% of innovative solutions are developed as a result of R&D works,
with the remaining 80% coming from outside*®.

44 “The term ,knowledge economy” is commonly used to describe economic activity that relies not on ,natural” resources (like land or minerals) but on intellec-
tual resources such as know-how and expertise. A key concept of the knowledge (-based) economy is that knowledge and education (also referred to as ,human
capital”) can be treated as a commercial asset or as educational and intellectual products and services that can be exported for a high value return.”, Green Paper:
Copyright in the Knowledge Economy, COM(2008)466.

45 Putting knowledge into practice: A broad-based innovation strategy for the EU, COM(2006)502, based on the Esko Aho’s report on Creating an Innovative Europe
drawn up by an independent group of experts established following the summit in Hampton Court and chaired by the former Prime Minister of Finland, Esko
Aho.

4% D, Jabtoniska, Finansowanie przedsiewziec¢ innowacyjnych ze Srodkéw pomocowych UE (Funding innovative undertakings out of EU aid schemes), Warsaw, No-
vember 2008.
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The role of innovation in Poland after the accession
to the EU (major initiatives)

After the accession to the EU, Poland was involved in the implementation of the
provisions of the Lisbon Strategy regarding, inter alia, innovation*”. This was reflected
in all major programme documents related to its implementation, especially in national
reform programmes and the innovation strategy*®. The most important role in promo-
ting innovation is played by ministers of economy and science. Results of initiatives they
have undertaken:

) the science financing system has been reformed*®,
° the National Capital Fund has been established*!?,
° pursuant to the Act on certain forms of supporting innovative activities*"!, new

instruments have been introduced, such as: technology loan, the status of a Rese-

arch and Development Centre (RDC)*? and tax incentives.

Also an entire system of operational programmes was developed, which facilita-
ted the absorption of EU funds between 2004 and 2006 as well as between 2007 and 2013
(instruments supporting innovative actions out of EU funds are discussed further on).

In 2007, the experts of the Organisation for Economic Co-operation and Deve-
lopment (OECD) evaluated the Polish innovation policy, including the above instru-
ments. The results of the review have been published in the Policy mix for innovation in
Poland — key issues and recommendations report, which stated that the Polish govern-
ment properly diagnosed the needs and made a good selection of instruments. However,
implementation of these solutions was regarded as the most important challenge*'*.

47 The first programme of the government of the Republic of Poland which was to boost innovation of the Polish economy Zwi¢kszanie innowacyjnosci gospodarki

w Polsce do 2006 roku (Improvement of innovation of Polish economy before 2006) was adopted already in the pre-accession period, in July 2000. The Commission

expressed a very positive opinion on the document. In practice, the implementation was started after the accession to the EU and disbursement of aid from struc-

tural funds. See dr B. Marciniec, Integracja Polski z Uniq Europejskq jako milowy krok w innowacyjng przysztos¢ (Integration of Poland with the European Union as

a leap into an innovative future), an expert study commissioned by UKIE, Warsaw 2008, p. 5.

8 The primary documents developed to help implement the major goals of the Strategy include:

— National Reform Programme for the years 2005-2008,

= National Reform Programme for the years 2008-2011 for the implementation of the Lisbon Strategy adopted on 18 November 2008.

— Kierunki zwiekszania innowacyjnosci gospodarki na lata 20072013 (Directions for improvement of innovation of the economy for the years 2007-2013); the docu-
ment is a continuation of the programme Zwigkszanie innowacyjnosci gospodarki w Polsce do 2006 r. (Improvement of innovation in Polish economy before 2006)

“% Act on the principles of financing science of 8 October 2004 (Journal of Laws no. 238, item 2390).

419 Act on the National Capital Fund of 4 March 2008 (Journal of Laws no. 57, item 491). The NCF started its operation in July 2007, in line with the projection,

by 2013 support will be provided to app. 20 funds which will invest in app. 170 companies. See: D. Grodzka, A. Zygierewicz, Innowacyjnosc¢ polskiej gospodarki

(Innovation in the Polish economy), BAS Biuro Analiz Sejmowych, Indos no. 6(30), March 2008.

# Act on certain forms of supporting innovative activities of 29 July 2005 (Journal of Laws no. 179, item 1484).

412 As a result of amending the act of 2007, which included the reduction of requirements to 20% of revenues from sales of in-house R&D works in total sales and

simplifying the status granting procedure, first enterprises obtained the RDC status as late as in the second half of 2008.

43 See B. Marciniec, op.cit., p. 9.
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To sum up, the Polish membership of the EU has contributed to an increase in
the government’s involvement in programming pro-innovation actions, in particular in
relation to the implementation of the Lisbon Strategy. Many strategic documents have
been adopted and many legislative projects have been presented. The results of these ac-
tions earned various opinions. Positive trends have been pointed out, although, there are
also opinions that Poland has not succeeded in developing an effective pro-innovation
policy and the competence of national institutions which should participate in imple-
mentation of the knowledge-based economy are not particularized**.

Innovation in the enterprise sector before and after
accession to the EU

In the knowledge-based economy, the competitive advantage is determined by
technologies and skills. In order to maintain it, an enterprise must have appropriate ca-
pital, modern technologies, highly qualified staff, act quickly, demonstrate the ability to
acquire and process information, as well as to introduce innovation*®.

Between 1998 and 2000, innovative enterprises in Poland accounted for 17.1%.
Between 2002 and 2004, this figure went up to 25.6% and between 2004 and 2006 it drop-
ped slightly to 23.2%. By comparison, in the EU the innovative enterprises accounted on
average for 42% of the total number*®. Innovative enterprises were dominated by large
companies. This results from the scope of their business and ability to make considerable
expenditures on innovations*”. In the years 2002-2004, innovations were implemented
by 67% large, 40% medium-sized and 17% small enterprises. On the other hand, between
2004 and 2006 these figures were as follows: 65.5%, 37.4% and 13.9% respectively*!s.

414 “There are opinions that Poland lacks such a policy (state’s pro-innovation policy), however, careful observation helps find some positive elements. Reports
are published which prove that there are positive, though not very intensive, trends. Undoubtedly, the adoption of the Act on supporting innovative activities
by the Sejm (Lower House of the Polish Parliament) or including the absorption of EU funds by Poland in the strategic assumptions for the financial perspective
for the years 2007-2014 of the Innovative Economy Operational Programme deserve a positive opinion. At the same time, the structural instruments of the said
measures, especially at the central level, are malfunctioning. There is no effective institutional support for pro-innovation measures, there is no idea for promotion
and rewarding specific undertakings of businesses in the national market”, professor J. Kazmierczak, Innowacyjnos¢: uwarunkowania i perspektywy w warunkach
polskich (Innovation: conditions and perspectives in Poland), Department of Fundamentals of Technical Systems, Faculty of Organisation and Management, the
Silesian University of Technology, 2008.

415 T, Kuczewska, Ocena pozyskiwania srodkéw pomocowych UE dla polskich przedsigbiorstw (Evaluation of the ways to acquire EU aid for Polish enterprises), [in:]
ed. J. Otto, R. Stanistawski, A. Maciaszczyk, Innowacyjnosc jako czynnik podnoszenia konkurencyjnosci przedsiebiorstw i regionéw na jednolitym rynku europejskim
(Innovation as a factor increasing the competitiveness of enterprises and regions on the single European market), £.6dz 2007.

416 See: B. Marciniec, op.cit., p. 12. Summary research performed by the Central Statistical Office covering the enterprises that employed over 49 people showed
that the number of innovative enterprises in the researched group went up between 2002 and 2006 from 33% to 42%.

417 As far as expenditures on innovation per enterprise are concerned, enterprises dealing with coke production, manufacture of refractory products (PLN 119 mln per
enterprise), manufacture of tobacco products (PLN 30 mln per enterprise) make much higher expenditures than manufacturers of office machinery and computers
(PLN 1.1 mlIn per enterprise) or medical, precision and optical instruments, watches and clocks (PLN 2.2 mln per enterprise). See: B. Marciniec, op.cit., p. 13.

418 A, Zotnierski (ed.), /7 yjnosé 2008 (I ion 2008), PARP (Polish Agency for Enterprise Development) report, Warsaw 2008.
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The most innovative enterprises operate in the traditional sectors, such as manu-

facture of tobacco products (percentage of innovative enterprises — 100%), manufacture

of coke, refined petroleum products and nuclear fuel (90%) and manufacture of chemical
products (72%). They are followed by enterprises from the high-tech sector: manufactu-
re of office machinery and computers (67%), manufacture of radio and television equip-
ment (61%) or medical, precision and optical instruments, watches and clocks (57%)*".

Table 1. Innovation indicators for Poland and EU average

European Innovation Scoreboard (EIS)

Innovation inputs 2000 2001 2002 2003 2004 2005 2006 2007 2008
public R&D expenditures (% GDP) - - 0.45 0.43 0.46 0.43 0.39 0.39 0.38
EU average - - 0.67 0.69 0.67 0.69 0.65 0.65 0.65
business R&D expenditures (% GDP) - - 0.25 0.24 0.13 0.16 0.18 0.18 0.18
EU average - - 1.28 1.30 1.27 1.26 1.20 - 1.17
S&E grad‘::;zfj ;;%r_;g;)o people - - 5.90 7.4 8.1 9.0 9.4 11.1 -
EU average - - 10.26 11.3 11.5 12.2 12.7 12.9 -
p°‘:)‘{elft1"83 ;’e‘g;lt:?g‘:gj ;g‘jgj;w” - - | 173 | 122 | 138 | 156 | 168 | 17.9 | 187
EU average - - 21.22 21.5 21.2 21.9 22.8 23.0 9.7
ICT/IT expenditures (EIS 2008) - - - - - 7.2 7.2 7.2 2.6
EU average - - - - - 6.4 6.4 6.4 2.7
Innovation outputs 2003 2004 2005 2006 2007
EPO patents per million population - - 2.3 2.5 2.7 2.7 4.2 4.2 3.0
EU average - - 152.7 161.1 133.6 133.6 136.7 128.0 105.7
number ?Tt:iil:lriig:i;e%f;tlznts per 1 B B B _ _ 0.3 0.3 0.2 _
EU average - - - - - 22.3 32.7 20.8 -
Econgmist In'tell'ige.nce Unit 2003- | Global EU rank 2008- | Global EU rank
innovation indices -2007 rank -2012 rank
output index (based on patents) 5.65 48 22 6.14 46 21
innovation inputs 6.21 33 19 6.71 33 19
direct inputs 6.00 35 21 6.63 36 19
innovation environment 6.84 27 14 6.93 33 15

Source: EIS 2002, 2003, 2004, 2005, 2006, 2007, 2008; A4 time for new ideas. Innovation in Central Eastern
Europe. A white paper by the Economist Intelligence Unit, June 2008.

419 B. Marciniec, op.cit., p. 13.
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Poland displays a low economy innovation level compared to other EU states,
however the growth rate of the Summary Innovation Index is higher than EU average.
The R&D expenditures, both public and private, are still very low, as are the number of
SMEs introducing own innovation, and intellectual property protection indicators. As
far as the patent protection indicators are concerned (see Table 1), no positive trends
have been observed. As for the number of European and triadic patents granted, Poland
was in one of the bottom-most positions in EU-27. On the other hand, the indicators
reflecting the number of Community trademarks and Community designs improved*.

Poland obtained good results in the area of human resources. The recorded per-
centage of population with tertiary education was lower than the EU average, but owing
to positive trends recorded in this respect over the last few years, this distance is visibly
decreasing. On the other hand, the number of S&T graduates as well as social studies and
humanities was much higher than the EU average. The increase in the lifelong learning
indicator deserves a very positive opinion. Another indicator which displayed a conside-
rable growth following the accession, was the increase in the number of researchers in
the enterprise sector — from 4686.4 people in 2002 to 9344.3 people in 2006. The almost
double increase may be regarded as a sign of a positive change in the attitude of enterpri-
ses to the R&D performance and to implementation of new technologies. The increase in
the number of R&D employees is a prerequisite for conducting in-house R&D. It is also
a condition allowing enterprises to cooperate in this respect, as well as to increase their
capacity to transfer technology from other entities*!.

The trends related to development of innovation may be analysed in more detail
based on the changes of the following indicators: (1) the share of new and upgraded pro-
ducts sold, (2) the share of high and medium-high technology in products sold and (3) the
value of export of the high and medium-high technology products in total export. The
first of the said indicators in 2004 totalled 8.1% in Poland, whereas the EU-27 average was
7.3%, however in 2006 the value dropped to 4.56% against the EU average of 8.6%**. On
the other hand, the share of high and medium-high technology products in total products
sold went up from 26.6% in 2002 to 31.6% in 2006*, which is all the more important that
the high technology group includes sectors such as aviation, chemical, ICT and automoti-
9 1n the case of EPO patent applications, a slight index growth was noted, from 1.5 per 1 mIn people in 2001 to 3.0 per 1 mln people in 2005. However, Poland is
still ranked as one of the last states (average in EU-27 — 105.7). A visible increase was recorded in the case of community trademarks, from 0.2 per 1 mln people in
2001 to 33.2 per 1 mln people in 2007 and community industrial designs — from 2.0 per 1 mln people in 2002 to 45.4 per 1 mln people in 2007.

21 B, Marciniec, op.cit., p. 15. M. Starczewska-Krzysztoszek on the other hand stresses the dropping interest of the SMEs in innovation.

42 EIS 2007 and 2008.
5 Nauka i technika na lata 2002 i 2006 (Science and technology for the years 2002 and 2006), the Central Statistical Office.
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ve industries. Finally, the share of the medium-high and high technology export in total
export in 2006 was slightly higher than EU average and amounted to 48.9%.

The above indicators show that Polish enterprises manufacture increasingly more
modern products, however their competitiveness is still low. It is also worth remembering
that the dynamic development of the widely understood entrepreneurship, which occurred
over the last dozen or so years in Poland, was related to the fundamental areas and sectors of
the economy, such as trade and simple services. Boosting competitiveness in these sectors is
achieved using the non-technological innovations, which are hard to measure***.

The main incentive which makes Polish enterprises implement innovations is the
competitive pressure and the intent to maintain their market share. However, even such
innovation contributes to an increase in productivity and quality of offered products and
services. Enterprises learn how to manage their own potential better. The benefits would
be higher if the enterprises gradually turning to investing in technological innovations.
Alas, as few as 0.2% of enterprises operating in Poland intend to build a competitive
position offering innovative products and services, whereas 52% of them want to com-
pete with price. What is particularly worrying, is the dropping interest of the SMEs in
innovative performance (new products and technologies launch, introduction of new
organisation and management system). In 2006, over 57% SMEs regarded innovation as
beneficial for the company’s development, in 2008 it was over 40% less*®.

Despite a generally unoptimistic picture of innovation in Poland, there are areas
of considerable potential for innovation where Poland can be competitive. One of them
is the industrial design which combines ,creativity with innovation™?. The govern-
ments of major economic powers show active support for design. In all EU member
states, there are institutions responsible for promoting design and its implementation
systems, many countries developed long term plans of economic mobilisation with the
use of design*”’. Poland prides on a long tradition in this area, however Polish design is
not widely known outside Poland*®. Its development requires support on the central and
regional levels. In this context, including this area in the Innovative Economy Opera-
tional Programme is positive. Such support was necessary for the Polish potential to be
#4 B. Marciniec, op.cit., p. 15 and 20.

5 M. Starczewska-Krzysztoszek, Ranking najbardziej innowacyjnych firm w Polsce (The most innovative Polish companies ranking), Warsaw 2008.

6 G. Cox (see:) Analiza aplikacji wzornictwa przemys} w polskich przedsiebiorstwach (The analysis of the application of industrial design in Polish enterprises),
report developed by the Institute of Industrial Design for the Ministry of Economy, Warsaw, December 2007.

7 Can Poland be promoted by design?, a conference, Warsaw 2006.

8 See more: B. Bochiriska, Design dla wszystkich i na co dziei — wysoka jakos¢ zycia mieszkaricow i zréwnowazony rozwoj w regionie Morza Baltyckiego dzieki stoso-

waniu wspolczesnego wzornictwa (Design for everyone everyday — high quality of life and sustainable development in the Baltic Sea region owing to the application of
contemporary design), material prepared by the Institute of Industrial Design upon invitation from UKIE, October 2008.
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fully harnessed. The number of local initiatives for establishing regional design centres is
increasing. The fact that a success can be achieved is best reflected by Slaski Zamek Sztu-
ki i Przedsiebiorczosci (the Silesian Castle of Art and Enterprise) in Cieszyn. The design
centre has been operating since 2005. The investment was financed out of PHARE funds
(EUR 1.7 mln) and national funds (app. EUR 670 k). The centre generated new jobs in
the tourist and economic sectors, boosting the attractiveness of the town and region and
increasing their income (e.g. from tourism)*?.

Factors determining the development of innovation
in Poland - development of science and human capital

Factors determining the innovative potential of the economy include e.g. invest-
ments in the development of knowledge and scientific research, staff capable of applying
new technologies and effective mechanisms of cooperation between science and industry.

Financing innovation, research and development

Framework programmes of the EU

Framework programmes which are aimed at supporting the development of S&T
and promotion of the practical use of research results by enterprises are the largest so-
urce of financing R&D at the EU level. The budget of the Seventh Framework Program-
me (FP7) of the European Community for Research and Technological Development
(2007-2013) amounts to over EUR 50 bn (it is by 63% higher than the budget of FP6 for
the years 2002-2006). Community funding has a low share in the total funds allocated to
the R&D in the EU, however funds from the framework programmes are not to replace
funding from budgets of the member states, but to trigger the state involvement in R&D
and to stimulate other sources of funding (leverage effect).

Poland participated in framework programmes already in the pre-accession pe-
riod (in 1999), when the FP5 was implemented. Since 2004, the Polish participation has
been related directly to the membership of the European Union.

42 Wzornictwo w Polsce dzisiaj. Wzornictwo przemystowe — element wzrostu konkurencyjnosci gospodarki (Design in Poland today. Industrial design — an element of
improvement in the competitiveness of the economy), Stowarzyszenie Projektantéw Form Przemystowych (the Association of Industrial Designers).
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Table 2. Membership of Poland in FP6 — Poland’s results compared to those of EU-25

Indicator Poland EU-25 Poland’s participation
Input into EU budget (in EUR mln) 2 595 110 672 2,34%
Number of teams reported 10 664 322 114 3,31%
Number of teams financed 1876 74 460 2,52%
Funding for participants (EUR mln) 216 16 682 1,30%

Source: J.A. Siemaszko, Udzial Polski w 6. Programie Ramowym (Participation of Poland in the Sixth Frame-
work Programme), Warsaw, December 2007.

1878 Polish entities participated in FP6 (2.5% of all participants), with Poland
coming 11" among EU-25 member states. The highest success rate in FP6 was recorded
by scientific institutions which submitted few applications. Instytut Matki i Dziecka (The
Institute of Mother and Child) obtained funding for three projects out of three submitted
applications, similarly to the Institute of Theoretical and Applied Informatics of the Po-
lish Academy of Sciences — two financed projects out of two submitted applications. For
comparison, the Warsaw University of Technology obtained the funding for 77 projects
out of 365 applications (success rate of 21.6%). As far as funding under the FP6 is concer-
ned, Poland turned out to be the net payer as funding under FP6 accounted for only 2/3 of
the Polish contribution to the EU budget, which was proportionally allocated to FP6*°.

For the time being, it is not possible to evaluate the Polish participation in FP7.
Preliminary statistics compared with the results of FP6 indicate that Poland has reta-
ined the to-date position in the participation and funding rankings. After the European
Commission published the results of the first 84 contests, Poland ranked 11™ taking into
account the number of applications and teams selected for funding, with the success rate
of 19% and 13" in terms of amount of obtained funding. As for projects with Polish coor-
dination, the success rate was 8.2%; to date only 28 such projects out of 341 applications
have been approved for funding®!. Overall, projects with Polish teams participating ac-
count for 9.15% of the total and the number of research teams from Poland accounts for
1.72% of all teams*2.

As the statistical data show, Poland does not make the most of the existing op-
portunities. Unsatisfactory results of the Polish science sector are rooted in its insuffi-
0] A. Siemaszko, Udzial Polski w 6. Programie Ramowym (Participation of Poland in the Sixth Framework Programme), Warsaw, December 2007.

B [nformacja na temat udzialu Polski w 7. Programie Ramowym Wspélnoty Europejskiej w dziedzinie badari, rozwoju technologicznego i demonstracji (dane za lata
2007-2008) (Information on the Polish participation in the Seventh Framework Programme of the European Community for research, technological development and

demonstration (data for the years 2007-2008), the Ministry of Science and Higher Education, Warsaw, October 2008.
2 Ibidem.
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cient competitiveness and costs of team participation in projects under framework pro-

grammes. Despite increasing participation, the costs*?

generated by projects are lower
in Poland than in the EU-15 states owing to lower remuneration of people employed for
project implementation. In order to improve the results concerning the participation and
funding of the Polish entities in framework programmes, various remedies have been
taken. First, the Polish scientific units were allowed to charge additional remuneration
for participation in international projects which will be covered from EU funds as eligi-
ble costs**. Second, principles governing the co-financing of the participation of Polish
entities in European research projects have changed. At present, they can apply for the
coverage of the missing part of eligible costs included in contracts from the budget (up to
60% of total costs of a unit’s participation in the project). Moreover, at the end of 2008
a test module of electronic application submission system was launched, which simpli-
fies the application process and speeds up the evaluation procedure. Third, measures
aimed at encouraging Polish entities to coordinate projects have been undertaken (the
“Granty na granty” contest under which potential coordinators could, e.g. obtain funds
for preparing a good project application). Fourth, an information and training campaign
was started with the assistance of a network of 65 contact points. Finally, the structu-
re of management in the R&D units and growth of international activity of the Polish
scientific teams should be improved by higher expenditures on science in 2009 and staff
stability (in 2008, elections of new authorities at most universities took place).

Polish enterprises do not fare too well as participants in the framework programmes.
The largest Polish companies, such as Kombinat Gérniczo-Hutniczy Miedzi (KGHM Polska
Miedz S.A.), Polski Koncern Naftowy Orlen S.A., Grupa Lotos S.A., PGE Energia S.A. i BOT
Gornictwo i Energetyka S.A. (PGE+BOT), Potudniowy Koncern Energetyczny S.A. (PKE),
Telekomunikacja Polska S.A. are not involved in any projects or are involved in just a few
of them. The lack of effective instruments for supporting the industrial involvement in the
R&D activities on the national level is reported as the primary obstacle. Many prosperous
enterprises do not carry out research on new technologies. The initiative to establish Polish
technological platforms is a vital undertaking which is aimed at changing this state of affairs.
However, the effects of such initiatives will be visible after some time only*®.
3 Costs provide grounds to determine the funding obtained by teams from the community budget. They include: (1) costs of material, basically equal for all states
and (2) costs of personnel, which comprise mainly the remuneration of researchers.
B4 Informacja na temat udzialu Polski w 7. Programie Ramowym Wspdlnoty Europejskiej w dziedzinie badar, rozwoju tech acji (dane za lata
2007-2008) (Information on the Polish participation in the Seventh Framework Programme of the European Community for research, technological development and
demonstration (data for the years 2007-2008), the Ministry of Science and Higher Education, Warsaw, 24 October 2008.

45 For more on that topic see: B. Wyznikiewicz, Udzial polskich podmiotow w programach ramowych Unii Europejskiej: wnioski dla przegladu budzetu UE (Partici-
pation of Polish entities in EU framework programmes: conclusions for the EU budget review), Warsaw, December 2007.

7 I

icznego i
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Structural funds

Poland is one of the largest beneficiaries of structural and cohesion funds. In the
years 2004-2006, app. 0.5 bn EUR from structural funds were allocated to measures rela-
ted to the R&D and innovative economy despite the fact that the National Development
Programme did not include a priority concerning the research and development**. Sup-
port under the Sectoral Operational Programme — Improvement of the Competitiveness
of Enterprises attracted a lot of interest from applicants. The value of submitted appli-
cations was almost 4 times as high as the allocation amount for the entire programming
period. Before the end of April, 3.07 bn PLN were disbursed under the programme*.
Under the Operational Programme — Improvement of the Competitiveness of Enterpri-
ses, e.g. projects related to the improvement of the Tivoli software used for management
of IT structure worth 55.4 mln PLN, or the creation of a modern laboratory for aviation
industry material research for 25.5 mln PLN were carried out.

IROP funds were used to complete the 2" stage of construction of Audytorium
Maximum (“Maximum” Hall) at the Jagiellonian University which amounted to 44.9 mln
PLN*®, Microenterprises which used the support under IROP recorded an increase in
number of employees (86.4%), revenues (61%) and investment expenditures (37.9%)**.

In the EU budget for the years 2007-2013, 15.6% of cohesion policy funds have
been allocated to measures in the R&D area and for innovation and entrepreneurship. The
most important instrument used to support innovation will be the Operational Programme
— Innovative Economy. It is very popular among the beneficiaries*. In 2008, over 2300
applications were submitted, after their evaluation almost 230 contracts for co-funding of

j w , i v 8% i .
rojects were concluded, totalling almost 2 bn PLN (over 4.8% of the allocation amount

It is also indicated that the financial support obtained under the cohesion policy
may help in eliminating financial and organisational weaknesses of Polish R&D facilities
4% The largest amount was allocated under the Sectoral Operational Programme — Improvement of the Competitiveness of Enterprises (SOP — ICE), Sectoral
Operational Programme — Human Resources (SOP — HR) and Integrated Regional Operational Programme (IPOR), co-funded by the European Regional De-
velopment Fund and the European Social Fund. See: A. Siemaszko, Europejska Przestrzer Badawcza — szanse i zagrozenia dla Polski (The European Research
Area — opportunities and threats for Poland), in: Zielona Ksigga PFSL. Polska wobec redefinicji Strategii Lizboriskiej (Green Paper: Poland and the Lisbon Strategy
redefined), Warsaw—Gdarisk 2005.

47 B. Marciniec, op.cit.

48 Oddzialywanie funduszy strukturalnych i Funduszu Spdjnosci na gospodarke Polski w okresie 2004 — I polowa 2007 (Impact of the structural funds and the Cohesion
Fund on the Polish economy between 2004 and the first half of 2007), the Ministry of Regional Development, Warsaw, February 2008.

9 Analiza wplywu wsparcia udzielonego w ramach Dzialania 3.4 Zintegrowanego Programu Operacyjnego Rozwoju Regionalnego na wzrost konkurencyjnosci: Mikro-
przedsigbiorstwa (The analysis of the influence of support granted under Measure 3.4 of the Integrated Regional Operational Programme for improvement of competi-
tiveness: microenterprises, quoted after: B. Marciniec, op.cit., p. 32.

40 The following priorities were the most popular: 4. Investments in innovative undertakings and 8. Information society - improvement of innovation and the
following related measures: 4.4 New investments of a high innovation potential — allowing to obtain support for investments in innovative technologies and 8.1

Support for business activity in the field of electronic commerce — covering the support for micro and small enterprises for development of digital products and
provision of e-services.
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as regard development and, as such, will have a positive impact on their participation
in framework programmes (however, the effects will be visible in a few years’ term).
An additional benefit of the proposed solution is the EU financial support, relieving of
domestic expenditures*!.

Despite the demand and said benefits, structural funds were not easily accessible
for entrepreneurs due to complex procedures of application and settlement*?.

Allocation of domestic funds to support innovation

In the pre-accession period, the state practically did not support the innovative
activities of enterprises. Considerable funds were allocated to rescue and restructure
enterprises in conventional sectors, such as mining, steelworks or shipbuilding. Polish
accession to the EU was related e.g. with the need to respect the EU principles of public
aid. The ability of the state to support restructuring processes and save unprofitable
enterprises were considerably limited, owing to which more funds could be allocated
to pro-development purposes. In line with the guidelines and principles of the EU, the
funding of innovative activities of enterprises increased, in particular investments in
the SMEs, training and R&D sectors. Hence the public aid granted to Poland gradually
evolved into assistance stimulating the socio-economic development. Beneficial chan-
ges were observed also in the structure of the public aid in Poland — the value of aid
for horizontal purposes and regional aid increased and the sectoral aid decreased. The
increasing share of subsidies, which are the most transparent form of aid, was also a po-
sitive effect*.

Before the accession, business environment institutions were not supported. This
changed only after the accession to the EU. Institutions which contribute to improving
the competitiveness of enterprises started to receive more robust support, e.g.: technolo-
gy transfer centres, technology incubators and science and technology parks**.

Apart from the above instruments, co-funded by the EU budget, many national
initiatives were launched*®.

#1 B, Wyznikiewicz, op.cit.

“2 B, Marciniec, op.cit., p. 37.

43 Ibidem, p. 23-24.

4 Ibidem, p. 25.

5 The “Inicjatywa Technologiczna” (Technological Initiative) programme was one of the first ones to reflect EU and global trends. Tt was developed by the
Ministry of Science and Higher Education to support scientific research carried out by Polish science centres which were directly related to industrial activities
and enterprises, in particular SMEs. See: E. Gwarda-Gruszczyniska, D. Trzmielak, [in:] ed. J. Otto, R. Stanistawski, A. Maciaszezyk, Innowacyjnos¢ jako czynnik

podnoszenia konkurencyjnosci przedsigbiorstw i regionow na jednolitym rynku europejskim (Innovation as a factor increasing the competitiveness of enterprises and
regions on the single European market), £6dz 2007.
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Despite launching many instruments and allocating considerable funds to in-
crease the consumption of foreign capital in the development of enterprises, in parti-
cular loans, guarantees and investment capital, the entrepreneurs remained distrustful
towards foreign funding**. When asked about the best sources to finance an investment,
they usually indicated own resources.

Intellectual capital for building an innovative economy

The level of innovation is clearly related to the capacity to generate and apply
new knowledge, and the properly qualified staff constitutes the basis for success for com-
peting enterprises. Difficulties with sourcing such personnel pose a problem for most of
the EU states. It is estimated that Europe needs app. 250 k engineers.

In this context, good results of Poland in the area of education of young people
should be regarded as an asset*”’. The number of graduates of science and technology, so-
cial studies and the humanities per 1000 population aged between 20 and 29 increased in
the years 2001-2006 from 38 to 53 and is higher than the EU-27 average (40). A similar
trend can be observed in the number of graduates of doctoral studies (aged 25-34). In the
years 2001-2006, the relevant indicator went up from 0.53 to 0.86 which brought Poland
closer to the EU-27 average for 2006, i.e. 1.11.

Entrepreneurs are more frequently reporting, however, that the educational pro-
file in secondary schools and universities does not correspond to the market demand. For
instance, the survey performed by OBOP opinion poll shows that in the Polish market
the deficit of engineers amounts to app. 55 k, in two years’ time this figure will go up to
67 k and in five years’ time it will exceed 76 k**®. The main reasons for lack of qualified
specialists include graduates leaving the country (49% of respondents), too little focus
on practical skills at universities (35% of respondents), too few graduates specialised in
areas required by businesses (26% of respondents) and a low number of technical uni-
versity graduates as technical universities are less popular (19% of respondents)*®. Also
the lifelong learning indicator in the group aged 25-64 per 100 inhabitants in Poland has
“6 Konkurencyjnos¢ sektora MSP 2008 (Competitiveness of the SMEs sector 2008), results of research, M. Starczewska-Krzysztoszek, PKPP Lewiatan, November
ig()Est,;rapean Innovation Scoreboard 2007.

“8 Zapotrzebowanie przedsiebiorstw na wykwalifikowanq kadre inzynierskq oraz ocena przygotowania do pracy absolwentow studiéw technicznych (Demand of enter-

prises for qualified engineers and evaluation of technical studies graduates’ preparation to work), TNS OBOP, December 2007.
“9 Ibidem.
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been low since 2005 — app. 5% (which is slightly above half the average value recorded
in EU-27 in 2006, i.e. 9.7%). This proves low level of updating of knowledge and skills
by people in the labour market*°.

In the years 2004-2006, innovation and international cooperation in the area of
development of human resources was carried out under the SOP-HR and the community
initiative — EQUAL. Funds for the period between 2007 and 2013 were allocated under
the Operational Programme — Human Capital financed from the European Social Fund.
One of its aims is the alignment of education with the demand of the economy and the
labour market®'.

What is more, participation in framework programmes brings about many benefits,
despite criticism related to their efficiency. Apart from the access to funds, it results in im-
proving the quality of the science sector, mobilisation of the Polish research teams in the
transfer of technology, improvement of innovation of Polish economy, boosting the attrac-
tiveness of a career in science*?. Benefits for the scientific base resulting from participation
in a framework programme include e.g. the mobility of staff, easier and shorter way between
the result of research works and its implementation as well as the opportunity to start coope-
ration with renowned research centres in many countries. Such cooperation is also benefi-
cial for the transfer of know-how, it facilitates the access to state-of-the-art technologies and
research infrastructure of other countries and helps top build permanent partner relations.

Conclusions

The analysis of innovation indicators and trends recorded after the accession of
Poland to the EU shows that although the level of innovation in Poland is much lower
than the EU average, the annual updates of the EIS show its slight increase. The recor-

ded changes should be interpreted as bolstering the Polish position in the international

innovation arena*?®.

40 B. Marciniec, op.cit., p. 15.

1 Over EUR 960 mln were allocated for the implementation of Priority IV of the OP HC for the years 2007-2013, and for increasing the number of graduates of
university courses of key importance for the knowledge-based economy — EUR 370 mln. It is estimated that additional app. 21 k students will complete 1* degree
studies. In 2008 a pilot programme was launched under which 47 universities will offer additional places for over 2.3 k students and over 1.1 k incentive grants
for the best students amounting to PLN 1 k each. See: Resort nauki zapowiada zmiany na politechnikach (The Ministry of Science and Higher Education announces
changes in the universities of technology), Gazeta Prawna, 27 October 2008.

2 Informacja na temat bilansu kosztéw i korzysci zwiqzanych z czlonkostwem Polski w Unii Europejskiej od 1 maja 2004 r. do 1 maja 2006 r. w obszarach edukacji
i nauki (Information on the balance of costs and benefits related to the Polish membership of the EU from 1 May 2004 to 1 May 2006), The Ministry of Education and
Science, Warsaw 2006.

43 B. Marciniec, op.cit., p. 17.
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Membership of the EU should, in a longer term, contribute to a considerable
increase in innovation and competitiveness of Poland. However, this is not a guarantee,
but surely a chance for a quicker development. Poland is able to succeed in catching up
with developed countries of Europe, and not only to receive, but also create innovations.
Unfortunately, unlike the popular stereotype of an “entrepreneurial Pole”, the “Pole the

454

inventor” phrase is not present in the public vocabulary**. Despite difficulties related to

funding, risk connected to implementation of innovation and lack of demand for inno-

vative products and services*>

, a considerable majority of entrepreneurs realise that in
order to keep their competitiveness as it is or improve it, they must introduce innovative
solutions in the next few years.

As the experience of well-developed countries shows, building competitive ad-
vantage based on knowledge and innovation yields good results. If Poland were to stay
beyond the EU structures, the Polish economy and enterprises would have to face the
challenge of building a knowledge-based economy anyway**. But in this case, the pro-
cess would be more difficult and much longer. In recent years, the impulses for changes
in the Polish system of science, technology and innovation often included the EU initia-
tives, in particular the Lisbon Strategy. Though to varying degrees, progress can be seen
in all areas related to innovation — starting from the legal and financial environment to
the development of intellectual capital. It should be remembered, however, that altho-
ugh any new instruments and solutions aimed at innovation have been introduced in
Poland for a few years now, their effects and impact on competitiveness of the economy
will be shown only after some time.

It is important that Poland make good use of the opportunities of the accession
to the EU. This relates in particular to funds from the EU budget and the broadly under-
stood cooperation. Poland allocates considerable amounts from structural funds to the
implementation of the Lisbon Strategy, including the development of innovation. The
projects carried out thus far improved the innovation of individual enterprises, however
did not yield any noticeable effects looking at the entire economy. Hence, it would be
advisable to focus the future support on projects that demonstrate the highest added
4 Spoleczne determinanty przedsicbiorczosci innowacyjnej (Social determinants of innovative entrepreneurship), report drawn for PARP by Pentor Research Inter-
national, Warsaw 2007.

5 “The demand for innovative products and services in Polish economy is a real problem and a significant barrier to innovative undertakings. Consumers still
believe innovation to be a luxury and treat innovative products and services as such — they start showing interest in them only if they have quite high and stable
income in their households”, M. Starczewska-Krzystoszek, op.cit.

56 This is the more justified, that according to projections of economic development of Poland by 2013 the to-date sources of development related to low labour

costs, cheap resources or beneficial geographical location will be gradually used up. See: Kierunki zwiekszania innowacyjnosci gospodarki na lata 2007-2013 (Direc-
tions for improving innovation of the economy for the years 2007-2013), the Ministry of Economy, Warsaw, August 2006.
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value for both the enterprises and the economy, for instance by priority financing of
cooperation projects of enterprises, e.g. cooperation networks, enterprise groups or clu-
sters. It is also worth considering the concentration of outlays on specific technologies
which may become driving forces for new sectors of the economy. When specifying the
technological areas of strategic importance, one has to take into account major challen-
ges that lay ahead of a modern society. In the case of Poland, in the next few years these
strategic areas will definitely include technologies related to energy security, counterac-
ting climate change and ageing population®”.

The long term and multi-stage process of integration with the EU is related to
opportunities and challenges. On the one hand, Polish enterprises can sell products and
provide services in the entire EU, on the other, there is the imminent threat of the exodus
of qualified staff to states offering better career opportunities*®. Regardless of that, inte-
gration of Polish economy into the single market is the only way to fully use the innova-
tive potential of Poland and counteract the threats resulting from global competition*”.

#7 B. Marciniec, op.cit., p. 37.
48 In this case, one of the significant benefits of improvement of innovation of the economy should be pointed out, namely reduction of brain drain.
9 [bidem, p. 38.
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Financial flows

Financial flows between the European Union (EU) and Poland represent one of
the easiest-to-measure effects of Polish membership. It was exactly the opportunity to
utilise incoming financial transfers under the Common Agricultural Policy (CAP) and
cohesion policy following Poland’s accession to the European Union that was brought
up as one of key benefits of accession. When assessing costs and benefits of membership,
it is relatively easiest to demonstrate financial effects expressed in amounts of financial
transfers.

The obtainment of the being the so-called net beneficiary was one of Poland’s
key objectives in the course of accession negotiations. This was due to the candidate
countries’ worries that the value of incoming transfers from the EU would not offset the
amount of the contribution paid by them to the EU budget. Therefore, one of Poland’s
primary pursuits was to “obtain the position of a net recipient from the first year of ac-
cession™®. This was to be facilitated by a five-year transition period of gradual arrival at
the full amount of the national contribution and a reduction in financing of the so-called
UK rebate*!. On the other hand, EU-15 feared a marked increase in their contributions
to the EU budget after the enlargement. Finally, under the compromise reached, a mar-
ked increase in EU liabilities towards the new member states was reduced, while at the
same time special instruments were launched preventing the new member states from
coming, on balance, at a loss as a result of integration*¢.

It should be borne in mind, however, that statistics on financial flows effected be-
tween the EU and Poland presented below might not, in many cases, be consistent with
0 Quote from: Stanowiska Polski w ramach negocjacji o czlonkostwo RP w UE, KPRM, Warszawa, February 2000 r., p. 377.

1 In a simple picture, the UK is authorised to be reimbursed with 66% of the difference between its annual contribution to the EU budget and the total of funds
received by it from the EU. The cost of its financing is shouldered by the remaining member states in proportion to their Gross National Income. Since 2001,
certain net contributors (Germany, Netherlands, Austria and Sweden) have been eligible for a reduction in the contribution paid to cover the UK rebate down to
25% of the original amount paid by those countries. As a result, a greater burden of UK rebate financing was transferred onto the remaining 22 member states (in

proportion to their GNI). Cf. Budzet Unii Europejskiej, Office of the Committee for European Integration, Warsaw 2008.
#2 At least in terms of financial flows between national budgets and the EU.
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the statistics presented in other chapters of this report. The reasons for this are multifold.
First, the financial flows as presented here do not take into account the division into fi-
nancial perspectives for the years 2000-2006 and for 2007-2013. This is because Polish
contribution to the EU budget depends only indirectly on the caps specified in the finan-
cial perspective. Further, funds transferred by the European Commission (EC) to Poland
were treaty solely as fiscal streams, related to all objectives and programmes, irrespective
of their programming period, even less so implementation. Second, this chapter only con-
siders transfers actually effected, rather than funds specified as caps and national alloca-
tions, or projects contracted or completed, but not yet settled*®. Third, financial flows
quoted below are expressed in Euros*** (the currency for settlements between Poland and
the EU) and cover the period from 1 May 2004 to 31 December 2008*®. This means that
the actual balance of transfers in PLN may differ, depending on the exchange rate*®.

Contributions to the EU budget*’

The European Union budget is financed from the so-called own resources of the
European Union. Since 1 May 2004, Poland has been participating in the financing of
all EU expenditures in every calendar year. The system relies on contributions paid by
member states in favour of the EU budget. The system of own resources comprises mem-
ber states contributionson?s:

° traditional own resources (TOR) — that is customs duties collected on behalf of
the European Union, agricultural duties and sugar levies*®’;

° VAT rate-based contributions*’® and

° resource based on a share of the Gross National Income (GNI)**.

63 Cohesion policy may serve as an example here. When reporting the ,utilisation rate” of cohesion funds, the value of project delivery contracts signed, or com-
menced, or completed, may be given, which does not necessarily mean that the funds have actually been transferred.

44 Only when presenting data on Local or Regional Authorities of Poland, figures in Polish zlotys will be provided since LRA budgets are settled in PLN.

5 Unless otherwise indicated.

466 This is the case with e.g. direct payments which, under pre-financing from the national budget, are paid out to farmers already from December of a given year,
while the EC transfers the amount in Euros only in the spring of the following year. As a result of the difference between the exchange rate as adopted by Poland
and its actual value, there may be certain differences as to the actual flows on the day of the transfer. This applies, however, not only to direct payments to farmers,
but also to SAPARD and advances under the cohesion policy.

7 For the system of own funds, cf. Budzet Unii Europejskiej ..., op.cit. and Srodki wlasne UE. Podrecznik procedur i struktur administracyjnych, Ministry of Finance,
‘Warszawa, October 2007.

465 Also referred to as national contributions.

#975% of the collected amount. Member states keep 25% of the value of these as compensation for the collection cost. Sugar levies were also imposed on sugar
and isoglucose manufacturers under the common organisation of the sugar market. TOR (Traditional Own Resources).

470 Based on the theoretical, harmonised VAT base. Member States contribute up to 0.3% of the base, which may not however exceed 50% of a given state’s GNL.
41 Each member states contributes funds in proportion to their share in the EU’s GNIL.
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The latter component, although of complementary nature among EU expenditu-
res and revenue from TOR and VAT, has the highest share among EU budget revenue
types. There is also an additional source of income for the EU budget, referred to as
“other”, comprising interest on loans to third countries, taxes from EU staff, etc. It is not
however classified under revenue contributed by member states, and its share in the EU
budget financing is negligible.

Polish contributions to the EU budget (transferred to the European Com-
mission’s account) fall into two primary categories. The first is composed of reve-
nue on customs duties, agricultural duties and sugar levies, collected by Polish tax
authorities. The Ministry of Finance, relying on monthly reports on the amount of
“revenue” from these sources, transfers 75% of the total as Polish contribution to
the Community budget. The amount of this contribution primarily depends on how
much was collected in customs duties by Polish customs authorities, and transfers
are effected on a monthly basis*’%

The other, and a more substantial category of transfers is composed of VAT re-
venue and share of GNI. These contributions are made on the first working day of each
month, twelve times a year*”.

The general principle of EU budget financing stipulates that the monthly con-
tribution of each member states should be equivalent to 1/12 of the annual contribu-
tion determined for that state in the EU budget. However, the EC is entitled to request
member states to contribute in the first quarter of a given year the equivalent of 5/12
of the annual contribution. If this is the case, subsequent contributions are reduced ac-

cordingly, in order to reach the level of 1/12 a month annually**

. In reality, Poland
paid the biggest monthly contributions in annual terms in January 2005, as well as in
February 2006, 2007 and 2008. What is more, as a result of the EC’s request to increase
the contribution in January 2005 and February 2006, Poland showed a negative balance

of financial flows*”.

472 Budzet Unii Europejskiej..., op.cit., p. 11.

473 Ibid.

74 Ibid.

5 On the basis of the data of the European Union Department, Ministry of Finance.
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Structure of Polish contributions to the EU budget and its
change over time

Poland was required to pay the full contribution to the EU budget from day one
of its membership. However, for 2004, considering the fact that the accession to the EU
took place in May, Poland paid a contribution reduced to the equivalent of eight months’
membership. In the following years, Poland paid full annual contribution (details of the
amounts of transfers to accounts of the European Commission in individual years are
presented in Table 1).

Table 1. Summary of Polish contributions to the EU budget in the years 2004-2009

Contributions in EUR k of which under:
GNI*7¢ VAT TOR

2004 1318 980 1048 537 178 115 92 329
2005 2 379 385 1751 508 359 033 268 843
2006 2 552 450 1859 314 418 377 274 759

2007 2779 298 1937 863 506 468 334968

2008 3402 108 2413187 551 392 437 530
2009477 3611 441 2515093 620 347 476 000
TOTAL 16 043 661 11 426 630 2732602 1884 429

Source: European Union Department, Ministry of Finance and EU budget for 2009.

The largest growth in Polish contribution in percentage terms took place in 2005,
totalling over 80%. We should however bear in mind that the 2004 contribution applied
only to the period after 1 May. If we take this fact into account, the largest growth was
in 2008, when the contribution equalled 122% of the 2007 contribution*®. In general
terms, Polish annual contributions to the EU budget from 2004 (full annual contribu-
tion) to 2008 increased by 82%. What is more, the Polish contribution in 2005 represen-
ted a mere 1.99% of the contributions of all member states combined, in 2007 totalled
2.4% and in the current year (2009) it will come to 3.1% of the contributions of 27
476 Under GNI, Table 1 shows combined contributions being a share of GNI, interest and contribution to the UK rebate.

477 Expected Polish contribution on the basis of the EU budget for 2009. See: http://eur-lex.europa.eu/budget/data/LBL2009_VOL1/EN/Voll.pdf (as at 26 January 2009).
478 This primarily resulted from a markedly higher economic growth rate in Poland as compared with the entire EU.
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Member States. The EU budget for 2008*° provides that the new member states financed
7.6% of the EU expenditures. The Polish contribution represented over 35% of the total
contribution of EU-12 states.

The primary reason behind the share of Polish financing of the Community
expenses growing faster than the EU average was high growth of Polish GNI and the
strengthening of Zloty at the expense of EUR, observed until the second half of 2008.

Chart 1. Share of individual components of the Polish contribution to the EU budget
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Source: Own work based on details submitted by the European Union Department, Ministry of Finance and
EU Budget for 2009.

A closer look at the structure of Polish contributions reveals an interesting ba-
lance between shares of their individual components. In 2004-2008, the share of GNI
component ranged from 70 to 74% (71% on average), VAT contributions ranged from 15
to 21% (17% on average), whereas TOR contribution from 7 to 13% (12% on average).
The resultant structure of contributions, more or less similar for all member states — is
a case for treating national contributions to the EU budget as payments of individual
countries*®. It allows us to calculate, in a relatively easy manner, the net position of
each member state, which is a factor causing EU policies to be perceived only from the
perspective of fiscal obligations and benefits.

479 EU budget for 2008.
#0 It is not a foregone conclusion which components of national contributions should be considered when calculating net positions. The biggest controversy

surrounds the customs duties and levies contribution. Under the EU treaties, it represents EU income. Nevertheless, member states usually treat is as national
contribution.
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Funds received from the EU budget“®' and their structure

Poland receives funds from the EU in a much more complex way than that exi-
sting for its contributions. The group of most regular transfers includes direct payments
to farmers. As a result of these transfers being certain, member states start to effect pay-
ments in favour of farmers under prefinancing already in December of the preceding
year. In turn, the European Commission makes the relevant payments usually in the
period February—April of the following year. The one-off payment of such substantial
funds by the EC in favour of all 27 member states requires significant amounts of cash to
be collected. This is exactly the reason why the EC, in the first calendar quarter of the
year, may request the payment of up to 5/12, rather than 3/12, of the annual contribu-
tion, then proportionately reduced in the following months.

The second group of flows are transfers related to the cohesion policy. At least
once every quarter, and in practice much more often, applications for payment are
collected from Managing Authorities*? and passed on to the EC. The Commission
makes the relevant transfers more or less after 2 weeks from the application submis-
sion date. Outside this procedure, both after Poland’s accession to the EU and the
commencement of the new financial perspective for the years 2007-2013, Poland has
received advances for structural projects. It is a unique form of transfers, made only
to improve the spending of the funds at the beginning of the seven-year program-
ming period.

The third group of flows is composed of funds which are not transferred to the
account of the Ministry of Finance, but directly to final beneficiaries. They come from
the implementation of such programmes as Youth in Action, Erasmus-Mundus, 7* Fra-
mework Programme and other.

Next to those mentioned above, Poland also received funds under such instru-
ments as the Cash Flow Facility and Schengen Facility (in 2004-2006) and by the second

quarter of 2008, pre-accession funds*®.

481 Cf. Budzet Unii Europejskigj..., op.cit., p. 11.

2 Managing Authority coordinates and manages the implementation of EU funds in Poland. For instance, the Managing Authority for the Cohesion Fund is the
Ministry of Regional Development. Its duties include interaction with the EC, drafting strategies for the utilisation of financial resources from the fund and its
oversight, submission of funding applications to the EC, project monitoring and other.

3 Transfers to reimburse expenses under pre-accession funds were still being settled long after the accession to the European Union. For SAPARD programme, it
was May 2008, and April 2007 for PHARE programme.
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Also, at any point in time depending on the situation in agricultural markets, the
EC transferred funds under the so-called market measures in agriculture, which, in the
listings below, are covered as funds for CAP objectives.

Chart 2. Share of individual streams of funds from the EU budget to Poland in the period
1 May 2004 - 2008

Schengen
Cash Flow Facility ~ PHARE ~SAPARD
Transition Facility 1% 3% 2%
Facility ?
<1%
Direct
transfers
2%
CAP Cohesion
32% 54%

Source: Own work based on data from the European Union Department and Regional Policy and Agricultu-
re Department, Ministry of Finance.

Since the accession, Poland has received the greatest share of all funds to
finance actions related to the cohesion policy, in particular under structural funds
(Chart 3 and Table 2). The available statistics demonstrate that still in 2005, Poland
received only 2.4% of all EU transfers related to the cohesion policy, while the index
rose to 11.4% in 2007. When comparing this figure to 24.4% which is what all new
member states received, it transpires that in 2007 Poland absorbed 46.8% of funds
spent in our region. It is estimated that the shares of EU-12 and EU-15 in structural
funds towards the end of the financial perspective for the years 2007-2013 will ba-
lance out (50% vs. 50%)%34,

An important category of financial flows are also funds under the Common Agri-
cultural Policy, being at the same time the second-largest heading in the EU budget. It is
estimated that EU-12 will receive, under CAP, the total of 14% of all funds allocated to
direct payments to farmers, and 42% of funds for rural development towards the end of

4 Author’s own calculations based on: EU Budget 2007 Financial Report, European Commission, 2008, p. 77-78.
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the financial perspective for the years 2007-2013*°. In 2007, Poland received 5.8% of the
11.6% assigned to EU-12 under CAP*®*. It should also be stated that the income of Polish
farmers from 2004 onwards has been supported by over EUR 3.5 bn coming solely from
the EU budget (without direct payments made from December 2008 and complementary
national direct payments — CNDP).

Table 2. Summary of EU funds coming to Poland in thousand EUR after 1 May 2004*%’

POLICY/HEADING fromm | 2005 2006 2007 2008 TOTAL
ISPA/Cohesion Fund“® 209 178 229 083 520 761 1292 208 1671658 3922 888
Structural funds 840 975 775 490 1624 940 3 448 258 3 498 095 10 187 757
5 .. ESF4®° 204 244 174 632 301 015 922 133 753 869 2 355 893
Q E ERDF#° 497 279 431 394 992 494 2179 697 2 394 812 6 495 676
] f FIFG*! 20 183 32 416 38 985 0 111 550 203 134
°© EAGGF*? 119 269 137 048 292 446 346 428 237 863 1133 055
SUBTOTAL 1050 153 1004 573 2 145 701 4740 465 5169 753 14 110 645
Direct payments 0 702 685 811 581 935 102 1037 601 3 486 969
RDP#3 286 640 662 101 932 868 1767 574 846 533 4 495 716
% Market measures 10 786 165 722 181 896 62 431 134 629 555 464
Other agricultural transfers 0 11574 11 101 5263 12 398 40 336
SUBTOTAL 297 426 1542 082 1937 446 2770 370 2 031 161 8 578 485
Direct transfers** 53 365 72 968 100 204 77 342 143 98145 447 860
Transition Facility 0 10 345 25 561 33730 16 762 86 398
E Cash Flow Facility 429 009 612 044 514 293 0 0 1555 346
] Schengen Facility 103 352 103 858 106 664 0 0 313 875
PHARE 364 746 333107 222 280 856 0 920 990
SAPARD 118 293 339 077 12 0 34716 492 099
TOTAL 2416 344 | 4018 055 5052162 | 7622763 7 396 372 | 26 505 697

Source: Own work based on data from the European Union Department and Regional Policy and Agricultu-
re Department, Ministry of Finance.

#5 Which results from the procedure of phasing-in to the full amount of direct payments. Quote from: Five years of an enlarged EU. Economic achievements and
challenges, European Commission, 2009, p. 197.

48 EU Budget 2007..., op.cit.

“7 As at 31 December 2008.

48 Pre-accession ISPA fund is itemised jointly with the Cohesion Fund, owing to the inclusion of ISPA projects and financial envelope into the Cohesion Fund
on 1 May 2004.

*9 European Social Fund.

4% European Regional Development Fund.

#! Financial Instrument for Fisheries Guidance.

#2 European Agricultural Guidance and Guarantee Fund (changes after the separation of guidance and guarantee sections in 2007 incorporated)

4% In the case of Table 2, RDP should be construed as both the Rural Development Plan for the years 2004-2006 and the Rural Development Programme for the
years 2007-2013.

4 Direct transfers are construed as transfers of funds directly to beneficiaries, without the ,account of the Ministry of Finance” acting as intermediary — classified
above as the third group of transfers. These are e.g. ministries, research and scientific institutions, universities, government foundations.

4% Together with the transfer of EUR 4 477 k under the European Return Fund, External Borders Fund, European Refugee Fund and the European Fund for the
Integration of third-country Nationals.
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When combining cohesion funds with rural development funds, it can be stated
that over 70% of Community assistance for Poland from 1 May 2004 was spent on deve-
lopment actions. On top of this amount comes funding under pre-accession PHARE and
SAPARD programmes**, which impacted the economy also after 2004.

Since the accession, the structure of funds received by Poland from the EU has
changed (chart 3). Initially, the total was made up of a large number of instruments
and programmes. In recent years, the number of funding sources has been limited to
two key ones. For instance, in the years 2004-2006, of significant importance were
flows under the Cash Flow Facility, Schengen Instrument, as well as those under the
Transition Facility*”’. Not without their importance were also payments of liabilities
incurred prior to the accession under PHARE and SAPARD programmes. 2007 was the
year of breakthrough, as it saw the cohesion and Common Agricultural Policy funds
becoming the key sources of incoming funding. In 2008, cohesion funds obtained by
Poland were twice as high as all payments in 2004 and were approximately equal to all
incoming transfers in 2006.

Chart 3. Share of incoming funds from the EU budget to Poland in the period 1 May 2004 — 2008
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Source: Own work based on data from the European Union Department and Regional Policy and Agricultu-
re Department, Ministry of Finance.

46 Flows related to PHARE and SAPARD funds referred to in this chapter only apply to transfers after 1 May 2004.
#7 So-called transition facility, being a continuation of the accession-related support. The fundamental role of these funds was to prepare the Polish administrative
and legal system for the accession.
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The above table shows the changes in amounts of funds coming from the EU
budget to Poland. According to the table, the total of funds received by Poland showed
the most robust growth in 2005 (vs. 2004). This is because the accession took place in
May, rather than January 2004. Considering that the funds received in 2004 represent
only 8/12 of the theoretical 2004 contribution, the figures are as follows: 10.9% in 2005,
25.7% in 2006, 50.9% in 2007 and —3% in 2008*%.

The inflow of the pre-accession funds and those under the Schengen Facility,
Cash Flow Facility and Transition Facility, owing to their transitional nature, was
reduced. At the same time, funds to be spent on the Common Agricultural Policy
were increasing in amounts, the growth rate being at its peak in 2005, when an almost
400% growth was recorded (nearly 250% with the projection) vs. 2004*”°. Cohesions
funds in 2006 and 2007 were also marked by an extremely sharp growth rate of over
110%. These years saw an increased spending of funds under the Financial Perspec-
tive for 2004-2006.

We need to remember that financial flows, especially those involving cohesion
and rural development funds, are in vast majority reimbursements of costs already incur-
red. They are essentially transfers to cover liabilities incurred in previous years. 2008 saw
the utilisation of EU funds dwindling for two main reasons. First, we need to remember
that this was a period of a switch-over to the new financial perspective. Member Sta-
tes were able to use structural funds from the previous perspective 2004—2006 up until
2009. On the other hand, funds under the New Financial Perspective (NFP for the years
2007-2013) are usually first launched as advances (2007 and 2008) for the first compe-
titions to start, and real transfers are to be expected not before 2009. The second reason
for a slower growth of incoming transfers were delays resulting from a late completion
of financial negotiations on the NFP 2007-2013. As a result of this, new regulations also
came delayed, similarly to the approval and implementation of Operational Programmes
and the list of so-called major projects. The case for all European Union states is similar.
The evidence is the comparison of EU budgets for the years 2008 and 2009 in terms of
payment appropriations (that is funds to be transferred to national accounts). Their total
was in 2009 lower than in 2008, although the budget in terms of commitments (i.e. funds
to be contracted) was higher>®.

% Incoming transfers in 2004 were projected over the entire year, by multiplying the funds actually received by 12/8.
4% This resulted primarily from the transfer of 2004 direct payments funds only in 2005.
% Cf. http://ec.europa.eu/budget/library/publications/budget_in_fig/syntchif 2009_pl.pdf, total payment appropriations, s. 7 (as at 17 February 2009).
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Net position

“Net position” is the balance of financial flows between the national budget and
the budget of the European Union. Constituents of this operation are contributions to the
EU budget and returns of funds received from the EU as well as funds obtained by Poland
from the EU. There are also terms such as “net payer”, denoting those member states who-
se balance of flows is negative (i.e. they pay more to the EU budget than they receive from
it), and “net beneficient”, denoting states with a positive balance of the flows. Poland, si-
milarly to other new member states and some EU-15 states, is a net beneficient of the EU
budget. The biggest net payers are Germany, the UK, Holland, France and Italy. They are
those who carry the most of the burden of financing development actions in beneficiary
states. We should however remember that the division is not once and for all, but rather
depends first and foremost on the level of economic development in a given country®”.

However, flows between the budgets alone are only a small portion of costs and
benefits of the accession®”. There are several other types of financial flows outside the
EU budget, but resulting purely from Poland’s accession to the EU.

Table 3. Balance of financial flows between Poland and the EU from 1 May 2004 to 2008,

thousand EUR
FLOW from May 2004 2005 2006 2007 2008 TOTAL
Funds received | 2 416 344 4018 055 5052 162 7 622 763 7396372 | 26505697
Returns to EU 0 -22 969 -4 046 -45 064 -7 826 -79 906
Contribution to | 4 35 989 -2379385 | -2552450 | -2779298 | -3402108 | -12 432 221
EU budget
BALANCE 1097 364 1615 701 2 495 666 4798 401 3986438 | 13993570

Source: Own work based on data from the European Union Department and Regional Policy and Agricultu-
re Department, Ministry of Finance.

A closer look at the constituents of net positions itemised in Table 3 leads to the
following conclusions:

50! Tt is therefore possible than in the future Poland will also be a net payer to the Community budget. This is however not expected to happen before 2020.

592 There are significantly more costs and benefits experienced by national budgets, but enterprises, employees and consumers also experience them. Cf. J. Pietras,
Przyszlos¢ budzetu UE. W poszukiwaniu spéjnosci celow, polityk i finansow unijnych, Warsaw 2008, p. 27-31 and J. Pietras, European Value Addes and EU Budget,
presentation at the conference Reforming the Budget. Changing the Europe, Brussels, 12 November 2008 r., slide 4, (available at: http://ec.europa.eu/budget/re-
form/library/conference/session4_pietras.pdf (as at 23 February 2009).
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During Poland’s five-year presence in the EU, Polish contribution has been con-
sistently rising, reaching nearly EUR 3.5 bn a year, and, according to the 2009
budget plan, it should exceed this figure. However, the growth in contribution in
2009 vs. 2008 is not as significant as that two or three years ago. It resulted from
two primary reasons: faster economic development of Poland as compared to the
EU average and substantial strengthening of the Zloty in 2008. The second factor
resulted in an “exchange rate-driven” growth of Polish GDP in Zlotys, when com-
pared against other countries’ GDPs in Euros. We should remember that the Polish
2009 contributions were calculated still before the financial crisis. As a result, it
may turn out that, after the 2009 budget is adjusted, they will be reduced, owing to
a slower economic growth and depreciation of the Zloty that began in late 2008.
Return of funds previously received by Poland to the EU budget is rather irregu-
lar, but its total did not exceed 0.6% of the assistance received. Returns usually
take place when irregularities in spending Community funding are detected, and
the EC demands that those funds be returned.

Funds obtained by Poland have been systematically rising. 2008 was an exception,

recording a nearly 3% drop vs. the previous year. As explained in the subchapter on funds

received, this resulted from the entry into effect of the New Financial Perspectives (NFP).

All the above constituents of Poland’s net position are presented in a graphical

form in chart 4. Columns in the “negative” section show the flow of funds to the EU bud-

get, and the last column of a given year shows the balance of flows as at 31 December.

Chart 4. The balance of financial flows PL-UE from 1 May 2004 to 31 December 2008
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re Department, Ministry of Finance.
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Other transfers

Poland’s integration into the European Union in the financial dimension is not

limited to flows of funds between the budgets of Poland and the EU. On the day of the
accession, Poland committed itself to paying its national contribution also to the various

EU institutions. At the same time, it was given the opportunity to use the funds of those

instruments and institutions. The list of non-budget contributions and funds involving

Poland includes:

1.

European Economic Area Financial Mechanism (EEA FM) and the Norwegian
Financial Mechanism (NFM). Acceding to the European Union, Poland also ac-
ceded to the European Economic Area (EEA). In 2003, the above instruments
were established to support less affluent EEA countries and their donors, that
is Norway, Iceland, Liechtenstein supported Poland with EUR 20.4 mln by the
end of December 2007, and a further EUR 70.2 mln in 2008, totalling some 17%
of EUR 533.51 mln allocated for the years 2004-2011°%. Support under EEA FM
and NFM is a form of compensation for the benefits enjoyed by those EEA coun-
tries which are not EU members, resulting from the accession of new states to the
EEA. Currently, talks are being held on the amount of allocation under EEA FM
and NFM in subsequent years.

Similarly to EEA FM and NFM, the Swiss Financial Instrument (SFI) was establi-
shed in order to support economically the new member states. In 2006, Switzer-
land assigned EUR 645 mln for the years 2008-2012 to the new member states.
Poland plans to launch the first funds under the instrument in 2009. Approx.
EUR 311 mln are available to Poland.

The European Investment Bank (EIB) is an institution established by the Treaties
of Rome, with a separate legal personality. EIB does not seek profit, and therefore
offers to its members (EU member states and associated countries) low-interest
loans to finance investment projects related to structural assistance and other EU
financial instruments. The total of funds coming from the EU and EIB combined
may not exceed 90% of the investment cost. Polish entities started to use low-
interest EIB loans already in 1991. Between that year and end of 2008, Poland
received over EUR 17.7 bn in such loans.

5% In the case of the so-called block grants, the funds can be used by 2012.
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Table 4. Loans provided to Polish entities by EIB in 1991, thousand EUR

Borrower Total loans
Government of Poland 5782 000
Loans with a State Treasury security®* 4 455 000
Local and regional governments 868 740
Financial sector 2727 140
Private sector 3894 540

TOTAL 17 727 420

Source: Foreign Department, Ministry of Finance.

However, it was not until Poland’s accession to the EU that the country paid its
contribution to the EIB capital. The contribution is divided into 8 equal instalments,
paid by Poland in accordance with the schedule presented in Table 5, totalling EUR
601.6 mln. The total value of EIB capital in 2007 amounted to over EUR 164.8 bn. The
Polish contribution was calculated on the basis of GNI and number of residents. We
need to remember that EUR 601 mln paid from the national budget enabled Polish enti-
ties to use investment loans on very good terms also in the subsequent years. Also, Polish
entities could participate in such initiatives as: Jaspers (EC and EIB initiative) — offering
support to structural projects, Jeremie (EC and EIB Group (EIB and the European In-
vestment Fund) initiative to support micro, small and medium enterprises, and Jessica
(initiative of the EC and EIB) — to support investment in urban development.

Table 5. Dates and amounts of Polish contributions to EIB capital

Date of payment Amount in thousand EUR

2004 September 75 201
2005 September 75 201
2006 September 75 201
March 75 201

2007
September 75 201
March 75 201

2008
September 75 201
2009 March% 75 201

Total 601 608

Source: Foreign Department, Ministry of Finance.

504 Loans taken out by state or private entities, with security on repayment furnished by the State Treasury.
%5 When the report was drafted, the last payment for 2009 was planned to be made on 31 March 2009.
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4. The European Central Bank is the core of the Eurosystem, that is ECB and the
European System of Central Banks of those countries that have not yet adopted
the common currency. Acceding to the EU, Poland decided to take a share in
ECB’s subscribed capital. The relevant payment was made on the first business
day after 1 May 2004. It totalled 7% of the capital, that is EUR 20.014 mIn. When
Bulgaria and Romania joined the EU in 2007, the Polish share decreased, with
the simultaneous reimbursement of EUR 0.356 mln. On 1 January 2009, Poland
paid to the ECB a contribution of EUR 83 k following revaluation of its share in
subscribed capital. As a non-member of the Eurozone, Poland did not receive its
share of profits generated by the ECB>®.

5. The Research Fund for Coal and Steel (RFCS) — Poland committed itself to pay
EUR 92.46 mln in accession fee. Individual contributions (shown in Table 6)
were paid from 2006, representing respectively 15%, 20%, 30% and 35% of the
Polish contribution.

Table 6. Polish contributions to the Research Fund for Coal and Steel

Years Amount in EUR k
2006 13 869
2007 18 492

2008 27 738

2009 25 72657
Total 85 825

Source: Budget and Finance Department, Ministry of Economy.

Poland’s participation in RFCS enabled Poland to use funds assigned to the deve-
lopment of research in the coal and steel sector. Based on the available statistics,
from 2004 to July 2007, Polish research entities contracted research projects, re-
ceiving EUR 52.7 mln in total contribution from the fund.

6. The European Development Fund (EDF) is the primary instrument for financing
EU development aid to countries of Africa, the Caribbean and the Pacific (ACP).
Currently, under the Cotonou Agreement, the tenth EDF for the years 2008-2013
provides the overall budget of EUR 22,682 mln. Poland is a regular contributor to

506 Sratistics come from the Operations and Accounts Department of the National Bank of Poland.

7 When the report was drafted, the Ministry of Economy transferred a partial contribution for 2009 owing to a substantial appreciation of the zloty at the turn of
2009. The Ministry of the Economy, when it receives funds from the Minister of Finance, should immediately pay the outstanding amount.
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EDF, with its share in the tenth EDF at EUR 295 mIn®®. It is expected that Poland
will be asked to make the first payments in 2010 or 20115%.

Utilisation of EU funds and level of debt of local and
regional authorities®'

The absorption of EU funds requires the allocation of appropriate funding to co-
finance EU projects. Many entities (including Local and Regional Authorities, LRA) used
loans to meet the requirement. The resultant risk is that the level of debt of Polish LRAs
may rise excessively.

When analysing the statistics in Table 7, we should underscore that the LRA debt
level dropped from late 90s of the previous century to 2006, increasing (in 2006) slightly,
only to drop to 3.7% in 2007. We may conclude that EU funds coming to LRA budgets
in Poland slowed down the debt level growth at Polish LRAs. What is more, starting
from 2006, the share of LRA debt for the implementation of EU programmes and projects
fluctuated around 10% of total LRA debt. Following the accession of Poland to the EU,
the overall debt level to total revenue also stabilised (in Table 7, ODL/TR) as EU funds
could be classified as LRA revenue.

Table 7. Aggregated LRA debt in Poland, in 1999-2008, thousand PLN

YEAR
1999 2000 | 2001 2002 | 2003 | 2004 | 2005 | 2006 | 2007 |20085"
Total aggregated debt 6187 | 9377 | 12266 | 15358 | 17277 | 19105 | 21 181 | 24949 | 25 876 | 24 003
change no data| 51,6% | 30,8% | 25,2% | 12,5% | 10,6% | 10,9% | 17,8% | 3,7% | -7,2%
ODL/TR 9,5% 12,9% | 15,4% | 19,2% | 21,8% | 20,9% | 20,6% | 21,3% | 19,7% |no data

including aggregated
debt related to EU
programmes
and projects

no data | no data | no data | no data | no data | no data|nodata| 2515 | 2375 | 2137

change no data | no data | no data | no data | no data | no data | no data | no data | -5,6% | -10,0%

Source: Local and Regional Authorities Finance Department, Ministry of Finance.

5% Poland committed itself to pay contributions to the EDF starting from its tenth cycle. Its share was determined at 1.3%, which totals 1.3% x EUR 22 682 mln = EUR
294.87 min. Cf. Proposal on the New Financial Perspective, Annex II, p. 34, http://ue.eu.int/ueDocs/cms_Data/docs/pressdata/en/misc/87677.pdf (as at 2 March 2009).

% At present, Poland does not finance EDF, as unused funds were reallocated from the 9" EDF and due to the preliminary stage at which the implementation of
the 10" EDF is.

*1% Since the statistics in this subchapter come from annual budget reports of LRA, the figures are in PLN.

11 Q3 2008 data.
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LRA expenditures under main headings of Polish LRAs’ budgets in the years
2004-2007 are presented in Table 8. It shows that funds coming directly from the EU
budget represent, in some instance, a major share of Polish LRAs’ expenditures. This is
the case with LRA expenditure on agriculture and forestry, where nearly 18% of funds
in 2007 came from the EU, or expenditures on “transport and communication”, with EU
funding accounting for nearly 10% there. The share of EU funds in LRA expenditure is
the highest, at nearly 25%, under the heading “other social policy tasks”. The statistics
presented here demonstrate a high effectiveness rate of LRAs in their spending of EU
funds related to e.g. labour market, transport infrastructure and environment protection.

Table 8. LRA expenditure in 2004-2007 on selected municipality activities, EU funds itemised

separately, in PLN k

2004 2005 2006 2007
TOTAL LRA EXPENDITURE 91386 801 | 103 807 100 | 120 038 196 | 129 113 085
of which:
Agriculture and forestry 1969960 | 1727408 | 2211550 | 2530079
of which:

- EU funds 191 175 278 104 449 761 445 470
Transport and communication 11604218 | 14089381 | 18794450 | 20769 397
of which:

- EU funds 234 239 1138473 | 2280322 | 1916992
Education and childcare 33419760 | 35138091 | 37090814 | 39 376 746
of which:

- EU funds 7 864 95 741 177 860 183 990
Other soclal policy tasks 836 481 1039376 | 1519883 | 1724688
of which:

- EU funds 29 490 125 902 360 405 427 188
Educational childcare 2691024 | 3514853 | 3907523 | 4032991
of which:

- EU funds 45 290 269 248 316 778 207 321
Municjpal services and environment protection 5 248 053 5 754 672 6 539 297 6 948 440
of which:

- EU funds 220 306 661 461 976 307 871 067
Cultur"e and protection of national heritage 2 997 267 3 436 903 4239 141 4729 925
of which:

- EU funds 15 447 35 817 208 132 205 297

Source: Own work based on statistics from the Local and Regional Authorities Finance Department, Mini-

stry of Finance.




The economic dimension of Poland’s membership in the EU

217

Conclusions

In the period from May 2004 to the end of December 2008, Poland paid to the EU
budget EUR 12.5 bn, and received from it EUR 26.5 bn. The net position of Poland was
thus at EUR 14 bn. This figure should be supplemented with non-budgetary funds, refer-
red to in the subchapter “Other Transfers”. The total of Polish liabilities on those totalled
over EUR 0.7 bn, and the profits came at nearly EUR 18 bn, the majority of which were
EIB loans. We should also remember that the net position does not give a full picture of
costs and benefits of EU membership. What is more, it should be argued that the total
of costs and benefits of various types for entrepreneurs, consumers and workers is much
more substantial than transfers between the budgets of Poland and the EU.

At present, it is extremely difficult to project the level of Polish contributions
to the EU budget in the future. Models based on the GDP growth rate from before the
financial crisis indicated that Poland’s share, by more or less 2013, will reach 3.5%. For
comparison, Germany’s share in 2009 budget financing is at 19.7% and France’s at 15.8%.
Nevertheless, the looming recession in EU-15 markets in 2009, even with a minimum
economic growth in Poland in the nearest future, may speed up the arrival at this level
in a shorter period of time.

The level of EU funds utilisation is primarily dependent on the effectiveness of
the government policies, Polish administration, as well as the will of potential benefi-
ciaries to seek support from EU programmes and policies. It should be expected that the
first transfers under the NFP for the years 2007-2013 will be launched in 2009, peaking
in the subsequent years, to achieve the level of EU funds utilisation similar to that in the
2004-2006 financial perspective (nearly 100%) by 2015.
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Social perspective

Assessment of the social situation in the period 2004-2009
against wider processes ongoing in EU countries

Due to the historical, cultural and above all socio-economic circumstances Po-
lish society is — and will remain — different from Western European societies on many
planes. As an example, our country will require many years to match Germany’s level of
economic development. A few examples are given below demonstrating the differences
in development of our country in relation to other EU member nations. According to the
calculations of independent experts' Poland had the highest number of children threate-
ned by poverty in 2005 (29%), a long way behind the EU-25 average (19%). As Eurostat
figures show, in 2006 Poland was sixth from last in the EU in terms of investment into
research and development (allocating 0.56% of Gross Domestic Product — GDP against
a European average of 1.86%)?. According to calculations by the independent institute
The Lisbon Council for Economic Competitiveness and Social Renewal Poland ranks lo-
west among the new member states in terms of its human capital®.

Poland joined the EU in 2004 as a country with huge regional disparities in terms
of economic development. The problem lay with the significant underdevelopment of
the eastern parts of our country (especially in terms of infrastructure, mostly physical).
Before Bulgaria and Romania joined the EU, the five eastern regions of Poland were the
poorest in the entire community. In 2008 Poland’s GDP measured against purchasing
power amounted to 54.9% of the average in the 27 member states*. Measured per capi-
! H. Frazer, E. Marlier, Tackling child poverty and promoting social inclusion of children in the EU, CEPS/INSTEAD, September 2007, http://ec.europa.cu/employ-
ment_social/spsi/docs/social_inclusion/experts_reports/synthesisl_2007_en.pdf.
> A. Cieslak-Wréblewska, Coraz mniejsze wydatki na innowacyjnosc, “Rzeczpospolita”, 11 March 2008.

3 Slovenia did best in this regard. In the above research four specific variables were taken into account: unit costs of education, degree of utilisation of resources,
labour force productivity and the demographic situation (P. Schuler, S. Wilys, The European Human Capital Index: the Challenge of Central and Eastern Europe,

The Lisbon Council Policy Brief, Brussels 2007).
* Ministry of Employment and Social Policy, National Employment Plan 2009-2011, Warsaw 2009, p. 5.
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ta, only Bulgaria and Romania showed a lower GDP. As the OECD report showed, in
2007 Poland was in the worst situation in the EU in terms of social stratification. The
difference between the average incomes of the richest and poorest 10% of society was
13.5%, while in other European countries the figures were much lower, e.g. in the Czech
Republic — 5.5%, in Sweden and Denmark — below 5%>.

It would be a mistake to make far-reaching conclusions from the above data. In
many regards Polish society shows up favourably in international comparisons. In many
evaluations Poland is spoken about as having dynamic, highly adaptable and capable ci-
tizens, drawing their roots from the experiences of the last few decades. In 2007 foreign
companies invested in Poland 12.8 bn EUR, in 2008 — 13 bn EUR®. In 2007 Poland was
one of the two fastest developing countries in the Organisation of Economic Coopera-
tion and Development (OECD). Within the space of a few years Poland has managed
to reduce unemployment by half. Compared with other countries Polish society is still
relatively young. Half its citizens are under the age of 35. Poles are valued employees.
The Polish educational market is among the fastest developing in Europe.

At the same time, in many areas of social life after Poland’s accession to the
EU the process of catching up with Europe in terms of the level of civilisational de-
velopment has visibly accelerated. In 2007 alone the pace of GDP growth in Poland
was higher than the EU-27 average by 3.8%. The higher pace of economic growth
and the flow of direct foreign investment to Poland resulting in a greater number of
workplaces led to an increase in prosperity levels in Polish society. Poles’ material
wealth has increased. For example, the average living space per person has grown
from 22.2 m? in 2002 to 23.8 m? in 2007’. The quality of life has improved. Polish
households have acquired more durable goods, such as cars or modern communica-
tions equipment (computers, satellite television, mobile phones)®. Average net in-
come per person amounted to 895 PLN in 2007. In the years 2005-2007 this rose by
30% in real terms’. The number of households declaring that their regular income
was insufficient to meet their ongoing needs fell (though this still concerned 32% of
households). Poles are ever better qualified. In recent years the proportion of people
having completed only primary education has fallen (51%). People with a secondary
5. Kumoch, Pensje Polakoéw podzielila przepasé, “Dziennik”, 22 October 2008.
¢ IIC Partners, Global Perspectives, National Profiles — Poland, 2009, www iicpartners.com.

7 Central Statistical Office, Property economics 2007, Warsaw 2008.
8 For example, in 2003 only 29.9% of the population had a mobile phone, by 2007 - 70.1%. the percentage of homes having a computer grew from 33.7% in 2003 to
53.8% in 2007. Internet access in 2007 was available to 39.2% of families, four years earlier it was barely 16.9%. Cf. J. Czapinski and T. Panek, Diagnoza spoleczna

2007. Warunki i jakosé zycia Polakow [Social di is 2007. Poles conditions and quality of life], Warsaw 2007, p. 268-269.
? Credible data on this matter can be found in the reports prepared regularly under the auspices of the Council for Social Monitoring, /bidem, p. 17.
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or tertiary qualification constituted 19% of the population in 2007, while in 2000 it
was a mere 12%".

Polish society has faced numerous challenges in recent years, independent of Po-
land’s membership of the EU. As much as the process of ageing populations also affects
other EU member states, the problem in Poland will shortly be particularly severe. Since
1997 Poland’s population has steadily fallen, connected with a falling birth-rate'!. For
every woman there is 1.3 children, while to maintain the population at a stable level,
that figure should be 2.1. The fall in population level is also a result of the negative ba-
lance of long-term emigration. The demographic changes also concern the age structure
— the proportion of children and young people in the general population fell from 29%
in 1990 to 20% in 2007.

The average lifespan is lengthening (which is a consequence of improving living
conditions, better-paid employment etc.). This means that the number of people above
retirement age is steadily increasing — from 1990-2007 the proportion of this group in
the entire population increased from 13% to 16%. This in turn leads to greater pressure
on the state budget and retirement and pension systems.

The institution of the family has undergone changes. The number of people li-
ving alone and in non-married relationships has increased. The number of divorces has
gone up. The patriarchal model of society is slowly changing in the direction of sexual
equality in all areas of social life. Other challenges concern the evolution of socio-eco-
nomic realities and alterations in social consciousness as a result of global processes. The
structure of employment is evolving. Ongoing economic liberalisation is accompanied
by relocation of industrial production to countries with lower labour costs. The emphasis
on education reflects the importance of knowledge and information in all areas of life in
the information society.

To conclude this thread, it could be said that social problems have appeared in the
collective consciousness which have long been ignored, such as discrimination of wo-
men, national and ethnic minorities, immigrants or the disabled. The European Union,
constituting a kind of window on the world for the modernising Polish economy emer-
ging from decades of isolation, has accelerated the unavoidable process of adaptation to
global conditions. For Poles coming into contact on a daily basis with the realities of life
in Western Europe, it has become easier to grasp the distance separating them from the

10 Ibidem.
! Demographic data comes from the resources of the Ministry of Employment and Social Policy, National Employment Plan 2009-2011, Warsaw 2009, p. 8-12).
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societies of developed countries. In some situations this could cause frustration or cre-
ate an inferiority complex. Maybe the fact that Poles have saved little, despite growing
incomes, can be explained by a kind of increased consumer demande, which in post-ac-
cession reality was additionally stimulated'”. Consequently, it changed the way in which
Poles perceived their own situation, as testified by the figures relating to poverty. While
objectively the percentage of households living in poverty fell in the years 2005-2007 by
3%, in subjective terms it increased by 9%?".

Work and economic status

Since 2004 the situation in the employment market has consistently improved.
In 2005 almost 6% lived in households where no one was employed, though there were
people actively seeking work there. Two years later this figure was a little over 3%*.
Among the causes of unemployment “behavioural” factors dominated, connected with
a lack of desire to find employment — be that education, childcare, health, the wrong age
or a lack of interest in gainful employment.

A process of enormous significance for the Polish employment market (and also
for society as a whole, its cohesion and identity, which is discussed in subsequent subch-
apters) was the economic migration of Poles in 2004. Surplus labour vanished from the
Polish employment market. As a result the Polish labour market evolved in the direction
of a “workers market”, strengthening the position of employees in their relations with
employers. Meanwhile, when employed abroad, Poles became acquainted with new mo-
dels of career development, acquired new skills and professional qualifications. Thanks
to increased migration abroad social mobility inside the Polish labour market increased.
In the context of economic status, remittances to families by Poles employed abroad
played an important role.

On the other hand the migration exposed some weaknesses in the Polish la-
bour market. On a regional and local scale, shortfalls in labour appeared. In relation
to certain professions valuable human capital has been lost. In the case of people or
12 [n March 2007 over 74% of households had no savings. Cf. J. Czapitiski, T. Panek (ed.), op.cit., p. 18.

3 Polish and world media, describing the story of a railway worker from Dzialdowo, wrote about the discrepancy between the gloomy attitude in society and
the objective realities of life in Poland during the period of EU membership.In 2007 Jan Grzebski awoke after spending 19 years in a coma. When Mr Grzebski
fell into a coma petrol was still rationed and the Round Table ( over ways for the communist party do give up power) discussions had just begun. Referring to the
present reality, Mr Grzebski emphasized that it had exceeded even his wildest expectations. Cf. Mezczyzna wybudzil si¢ ze Spigczki po 19 latach, “Gazeta Wyborcza”,

1 June 2007.
147, Czapinski, T. Panek (ed.), op.cit., p. 22.
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families receiving remmitances there grew a risk of lasting professional inactivity and
transfer dependency. It is difficult here to pronounce on the balance of gains and losses
resulting from increased migration, nevertheless the scale of the improvement in the
situation in the Polish labour market would certainly have been less if Poland had not
joined the EU.

The example of Cieszyn, a town split by the Olza river, lying on both sides of the
Polish-Czech border, is a good illustration of the new economic opportunities that arose
for border regions following Poland’s accession to the EU and Schengen zone. This is
demonstrated by the advertising slogans found there (“European quality, Polish price,
Czech VAT”). It is worth noting, at the same time, that the tightening up of the Polish
borders with Ukraine and Belarus has, unfortunately, resulted in the reverse process
—border trade, after a boom period at the end of the 90s — has become more restricted in
the following decade.

It is difficult to estimate the role of the “EU factor” in explaining the improve-
ment in the situation in the Polish labour market after 2004. In this respect, projects
carried out under the auspices of the European Social Fund should be mentioned. They
were aimed at those registered as unemployed on local employment exchanges, people
professionally inactive as well as those in work. However, the money from structural
funds (especially the Furopean Social Fund) undoubtedly led to a fall in unemployment
and growth in employment. For the 2007-2013 period Poland has been allocated 9.7 bn
EUR, which are to be spent as part of the Operational Programme “Human Capital” (OP
HC). “Human Capital” is the largest programme in the history of the European Social
Fund carried out in any EU member state, with record sums of 11.4 bn EUR at its dispo-
sal (the extra 1.7 bn EUR comes from the national budget). According to analyses carried
out by the Ministry of Regional Development between October 2004 — December 2006,
thanks to investment from structural funds, the number of people employed in Poland
rose by 320,000 people (a 37% increase in total employment)®.

The public infrastructure improving as a result of EU investment positively af-
fected economic status and living conditions. Investment in terms of cohesion policies
includes — apart from the above-mentioned professional training and new jobs — sewage
plants, new roads, bridges, water supply and sewage systems and remaining infrastructu-
re. Of course only a part of these funds have been invested during the first five years of
Polish membership of the EU.

1> Ministry for Regional Development, Final report on “The influence of EU structural funds on employment”, Warsaw 2007, p. 2.
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When discussing economic status it is worth looking at the position of Polish
consumers. The liberalisation of community markets brought Poles measurable benefits
in this regard, often leading to lower prices, higher quality and a wider range of products
and services. While in the collective consciousness the influence of the EU on, say, air-
line services (budget airlines, finance and insurance, individual banking) or telecommu-
nications (regulation of roaming fees inside the EU) was relatively unnoticed, in practice
the changes in these fields took place almost exclusively as a result of decisions taken at
the European level.

Summing up the discussion concerning work and economic relations, it should be
stated that Polish household economies, following a period of high unemployment and
uncertain employment, experienced a noticeable improvement in the economic sphere
in the years 2004-2009. EU membership contributed to the amelioration of tensions in
the Polish labour market. The decisive factors in this regard were the rapid economic
growth, new jobs created by EU investment in infrastructure as well as a wave of eco-
nomic migration.

Polish membership of the EU had a limited influence on some trends in the
Polish labour market. For example, Poland — also compared to other EU-27 countries
— displayed particularly low professional activity among people aged 45-59. Unfortu-
nately, in the years 2004-2009 the deactivisation of this group of workers continued.
To put it simply, there was an enormous swathe of Poles in the country who not only
weren’t working, but worse, weren’t interested in working. This slowed down the
socio-economic development of Poland and had a negative effect on people’s living
conditions.

Leisure and personal development

The European Union influenced, directly or indirectly, the ways in which Poles
spend their free time, and how they accumulate their intellectual capital. It is worth re-
calling that the forms of leisure and personal development 2004-2009 evolved above all
under the influence of very general processes, such as the growth in incomes or availa-
bility of employment. Despite the improvement in these areas, about 74% of households
were still not in a position to satisfy their leisure needs (e.g. in terms of holidays). The
situation was similar with needs for cultural entertainment. Approximately one Pole in
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three in 2007 was unable to go to the cinema, theatre, opera, classical or rock concert
or exhibition for financial reasons. On the other hand, the number of people restraining
themselves from purchase of books or newspapers for financial reasons fell by 10% (to,
respectively, 24 and 29%)'6.

Cooperation in such areas of European integration as education, scientific rese-
arch, supporting information and communication technologies or cohesion policies had
specific consequences for Polish culture and intellectual life. The entry of Poland to the
EU coincided with a time of intensified activity at the community level aimed at streng-
thening the cultural and spiritual dimensions of European integration. Initiatives such
as the “Culture” programme implemented in the years 2007-2013 (with a budget of 400
mln EUR), emphasized the significance of European cultural heritage. As part of another
initiative in November 2008 a digital library of the European Union was set up — Euro-
peana, containing manuscripts, books photographs, maps and masterpieces of European
painting. The collection contains 2 million works freely available in digital form, part of
which comes from the Polish National Library.

Another EU worthwile initiative is the idea of the European Cultural Capital.
Each year a European city is chosen, which for a year presents its cultural life, and that
of the region and country. Special concerts, festivals, exhibitions, conferences and other
activities advertising the cities and regions are organised to celebrate the occasion. Most
importantly, all the events in the European City of Culture are 60% financed by the EU.
In 2000, in the pre-accession period, this title was bestowed on Krakow. In 2016 Poland
will be able to nominate another city for the title of European Cultural Capital. The po-
tential nominees are: Gdansk, £6dz, Lublin, Poznan, Szczecin, Toruri and Warsaw.

In terms of policies for regional development music schools, concert halls and
recording studios have received financial support. Thanks mainly to EU subsidies it has
been possible to restore hundreds of historic, religious and culturally important buildings
to their former glory. Historic interiors and facades have been restored across Poland.
Among others, in Poznan the old Parish Church the Franciscan Fathers Church and the
Raczyniski Library have been restored, in Kostrzyn on the Vistula the Baltic fortifications
have been revitalized, in Tczew valuable examples of 19" century pre-industrial archi-
tecture have been restored.

EU funds have also contributed to promoting the benefits of tourism in individu-
al regions. Sports and hotel infrastructure has been expanded. Here are a few examples:

167, Czapinski, T. Panek (ed.), op.cit., p. 20-21.
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Rudnik on the San has been transformed into the Polish wicker capital, thanks to the
construction of the Wickerwork Centre built with funds from the Integrated Regional
Operational Programme. The Stanislaw Lem Garden of Experience in Krakow has been
created, the first educational park in the country. One of the principles of the project,
carried out as part of the EQUAL Community Initiative!’, was providing visitors with
attractive, interactive installations, helping to reveal the secrets of chemistry, physics
and biology. In Beskid Sadecki thanks to structural funds the first, and thus far the only,
ski facility taking in two valleys has been created. All these investments would not have
been completed as quickly if community funds had not been available.

Poles have started to travel in large numbers, and not only in search of earnings,
but also as tourists. The greater mobility of citizens was influenced by Poland’s joining
the Schengen zone, and also by increased purchasing power. The scale of the change
is best illustrated looking at passenger numbers at Polish airports. Warsaw’s Fryderyk
Chopin terminal at the Okecie airport completed in 1992 was intended to serve 3.5mln
passengers per annum. At that time it was considered that the capacity would be suffi-
cient for many years. Whereas in fact the airport’s capacity was exceeded even before
accession. One year after Poland’s entry to the EU in 2005, 7 million travellers were
handled by Okecie. The construction of a second terminal became essential, increasing
the capacity of the airport to 10 mIn. Regional airports have also developed dynamically,
as demonstrated by the example of Katowice, where in 1995 15,000 passengers were
handled, in 2005 — 1 miIn'®.

Paraphrasing the words of the British economist Claus Moser, it could be said that
educating young people is certainly expensive, but the ignorance of future generations
could cost us even more. In 2004 Polish citizens acquired easier access to educational
institutions in other EU member countries. In the case of students and school pupils this
means identical rights to those enjoyed by the citizens of the receiving country, associa-
ted with study fees, grants, medical care or reduced fares on public transport. Although
in a legal, formal sense Polish students became equal with other EU citizens; the costs
of living and studying abroad often constituted an impassable barrier for Polish citizens.
Polish schools, academies and professional training centres took part in community pro-
grammes like Socrates, Comenius or Leonardo da Vinci. Academic-research staff had
7 The EQUAL Community Initiative was a European Union programme aimed at creating a greater number of quality work places and ensuring widespread access
to them conducted in the years 2004-2006. Its main role was “testing and supporting new methods of combatting all forms of discrimination and inequality in the
labour market, on the basis of sex, racial or ethnic background, faith, convictions, disability or sexual orientation, equally among those employed as well as those

seeking employment”. Cf. Fundacja Fundusz Wspdtpracy, The Equal Community Initiative Programme, 2009, www.equal.org.pl.
18 Cheer up, “The Economist”, 11 May 2006.



The social dimension of Poland’s membership in the EU

227

the opportunity to take part in occasional Research, Technological Development and
Presentation Programmes.

Polish students learned to function in an international environment. Bacca-
laureate in Poland, studies in Sweden, traineeship in Germany, employment in Spain
—such a hypothetical career has become an open possibility for many young people.
At the same time, Poles occasionally remained unaware of the rights and privileges
they had acquired due to Poland’s membership of the EU. The Polish educational
system wasn’t always supportive, either substantially, financially or bureaucratically
(e.g. in terms of recognition of overseas qualifications). In this area there arose a need
for cooperation between central and local government, educational authorities and
institutions.

In conclusion, the evolving forms of leisure and personal development brought
Polish society closer to the countries of Western Europe'®. This has had an effect on
social attitudes. According to Henryk Domariski, director of the Institute of Philosophy
and Sociology in the Polish Academy of Science, Polish “society, on average, has become
more tolerant, liberal in terms of behaviour, is more intellectually flexible. Poles orien-
tation is more individualistic, we have become a less collectivised nation”?. At the same
time, the still present differences in income often forced Polish citizens to restrict their
plans and ambitions.

A civil society and state administration

In the years 2004-2009 Polish state administration has steadily been modernised.
Often, to take advantage of an opportunity brought by membership, bottom-up (ini-
tiated by local communities) initiatives were also required,. In cases of investments in
infrastructure (e.g. building sewage works in a municipality or creating a cooperative of
agricultural producers) or spontaneous actions by citizens (the organization of cultural
events) individual ability and enterprise are not sufficient, reserves of social capital are
also necessary. Many experts have emphasized the asymmetric social development of
Poland in recent years, based on the fact that faster improvements in living conditions
9 Thiis doesn’t alter the fact that — in accordance with the theory put forward earlier — Poland remained distinct from Western European societies in many
regards.

0 Szkoda, ze wyjezdzajq, ale emigracja to jest takze pozytywne zjawisko (note from a debate “The Wall Street Journal Polska” and TP), “Dziennik”, 6 November
2007.
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are accompanied by decidedly slower advances in the broadly understood public sphere.
As the American politician Hubert Humphrey said, “the impersonal hand of government
can never replace the helping hand of a neighbour.”

It is worth backing that statement up with an example: barely 11.5% of those
asked in Poland agreed with the statement “most people can be trusted”, which consti-
tutes less than one sixth of the value for the same question when asked in Denmark and
Norway. In 2007 more than half the citizens paid little or no attention to building the
broadly understood common good (by making contributions in terms of taxes or duties).
Poles display a high degree of tolerance towards such antisocial behaviour as joyriding
in public transport or non-payment of rent*. The lack of sufficiently developed social
ties has brought with it lost opportunities in terms of lower productivity (for example,
farmers being unwilling to exchange agricultural machinery).

The influence of the EU on the sphere of civil society has limited itself thus far
to the systemic and financial support of the non-government sector, which — though
noticeable and bringing about real change — has not been able to make up for many ge-
nerations of neglect.

Travel abroad after 2004 often turned out to bring a broadening of perspectives,
a kind of living experiment, an important test of independence and testing oneself in
new surroundings and conditions, of taking responsibility for one’s decisions. The spatial
mobility of Poles undoubtedly contributed to the formation of an open society, remo-
delling worn-out attitudes in daily contact with people from another culture®. It can
reasonably be stated that the increasing familiarity of Polish citizens with the realities of
Western Europe contributed to a better understanding of mechanisms of the market eco-
nomy and democratic processes, acceptance of freedom of speech, free press and so on.
The number of people who agreed with the statement that democracy is the best form of
government has increased in recent years — from an admittedly low level: in 2003 it was
17% of those tested, in 2005 — 21 %, while in 2007 — 24%?. Positive change was also vi-
sible in relation to other aspects of social life. For example, in recent years the percentage
of people claiming to segregate rubbish has grown (from 41.5% of households in 2005
to 51% in 2007)%. Research carried out in March 2008% showed that 50% of households

'], Czapiniski, T. Panek (ed.), op.cit., p. 29.

22 “If someone comes into contact with the West, works a bit, he’ll find out he has to be on time, polite, smiling. It could be a positive experience — learning new
habits, customs, cultures, modes of social life” (Ryszard Kapuscinski in an interview for “Gazeta Wyborcza”. 24-25 June 2006).

7. Czapiniski, T. Panek (ed.), op.cit.,p. 31.

2 Ibidem, p. 268-269.

% Research conducted by GfK Polonia for UKIE Department of Analysis, Warsaw, March 2008.
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have easy access to segregated rubbish containers, 18% of families have awkward access,
whereas 32% has no access at all.

The European Union has provided Polish state bureaucracy with a certain model-
generating potential, shown in the form of a variety of modernising impulses, inspira-
tion, examples of good practice applied in Poland. Thanks to the so-called open method
of coordination (voluntary collaboration of member countries in implementing reforms at
national level) the EU has supported cooperative activity in such spheres as: employment,
work entitlement and working conditions, security in society, vocational training, safety
at work and industrial illnesses, protecting health at work, the right to associate and enter
into collective bargaining agreements. Reforms in the Polish labour market in 2004-2009
were constantly subjected to evaluation by community institutions and other member sta-
tes. Practice has shown that such casual collaboration has brought concrete results.

The structures of Polish state bureaucracy have also evolved as a result of EU
investments. As an example, prior to entry into the Schengen zone it was necessary to
improve and strengthen the telecommunications infrastructure in the administration
and increase the safeguards associated with document security. As part of the Schen-
gen Financial Instrument (Schengen Fund) Poland had about 314 mln EUR available
to it. Investment from these funds was above all intended to improve the condition
of the infrastructure at border crossings, and also for improving the equipment levels
for all types of operational equipment and for the relevant schooling of the Police and
Border Guards. Equipment was bought for border guards, so that the EU’s external
border was appropriately secured. Airports were built or expanded, as were road and
rail border crossings with Russia, Belarus and Ukraine. The living conditions of refu-
gees in Poland improved.

The above considerations clearly show that the modernisation of the Polish state
bureaucracy has proceeded relatively efficiently (it is worth at the same time remembe-
ring that much was done in this regard prior to accession). The increase in civil activity
has been slower, though positive changes in this regard are also beginning to be visible.

Security

Poland’s membership of the EU has entailed the introduction of legally sanctio-
ned and universally applicable standards concerning, among other things, employment,
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public health, business, and industrial and agricultural production. For Poland, belonging
to the Schengen zone or single market has brought with it specific responsibilities and
requirements, shared with other member states (as in Horace’s maxim: “if your neighbo-
ur’s wall is on fire, it’s also your problem”). For ordinary citizens this has meant raising
the level of broadly understood security, covering various aspects of daily life. For exam-
ple, in December 2008 the “Child-friendly Cafe” campaign was launched, implemented
as part of the Europe-wide “Safe Internet” programme. As part of the campaign, Internet
cafes could apply for community funds, on condition that special filtering programmes
were installed on their computers®. It’s worth recalling here in a little more detail the
three areas of EU influence on the lives of citizens: employment law, public security and
consumer protection legislation.

Minimum standards in the area of employment apply in the EU. Above all, they
concern the organisation of health and safety at work, and also restrictions and prohi-
bitions on the use of materials, substances and technologies that are harmful to health,
and also the safe execution of one’s work. The law defines working conditions in areas
of increased risk of loss of health or injury at work, such as building, fishing, mining and
the electronics industry. Issues of protection at work in terms of the scope and organisa-
tion of time at work have also been introduced into Polish law. This includes the issue of
daily and weekly working limits, minimum statutory rest periods at work, annual leave,
and also the principles of organising shift-work and restrictions on night-working. It
is worth also remembering about the social protection of work (e.g. protection of the
employment of minors, flexible forms of employment). On the fringes of social policy
lies a group of directives concerning administrative activities in the area of classifying,
marking and packing machinery and equipment on account of its safe transportation
and use. The directive on the duty of employers to inform about changes in the terms of
employment, or its termination, in writing has been classified separately.

An important role is played by the rules formulated by the EU concerning non-
discrimination, introducing principles of equal treatment regardless of sex, ethnic or ra-
cial background, religious belief or declaration, disability, age or sexual orientation. It is
worth remembering the buses and coaches directive, which introduced the requirement
of providing access on all new buses in urban areas for people with restricted mobility
(including wheelchairs). This refers to special vehicles, allocated seating space, space for
guide dogs or special markings for those with poor eyesight.

2 EuroPAP, EU programme “Safe Internet” starting in the new year, 11 December 2008.
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Quite apart from the letter of community law, recent years have seen changes
in the accessibility of public spaces for the disabled. For wheelchair users the kerb has
in most towns ceased to be an impassable barrier. The influence of the EU in this area
has been mostly limited to raising the awareness of citizens and authorities to this issue.
Lowering the kerb at pedestrian crossings is after all a technical matter, which has little
discernible impact on building work.

Interestingly, the percentage of people who admit to having been discriminated
against in some way (1.9%) was in 2007% the highest it has been since the phenomenon
began to be systematically tested in 1992. If we assume that discrimination in the wor-
kplace has not occurred more than to this date (some research indicates this), it may be
a symptom of increasing awareness on the matter of what constitutes discrimination
and what sanctions await those who allow such things to happen. It seems reasonable to
suggest that this is a reward of the EU’s activities encompassing both changes in employ-
ment law as well as campaigns informing of those changes.

The lifting of the borders with Germany, Lithuania, Slovakia and the Czech Repu-
blic in December 2007 brought with it increased police cooperation and stronger exter-
nal border controls (crossings with Russia, Belarus and Ukraine). According to a report
drawn up by the Ministry of Interior and Administration (MSWiA), since Poland joined
Schengen, the effectiveness with which the territory of Poland has been protected has
risen by 50%?. Only in the first six months of 2008 the Border Guards (SG) detained half
as many illegal aliens as in the analogous period the previous year?. The effectiveness of
the SG has also improved in terms of fight against smugglers of cigarettes and alcohol.
Thus — for example — in the first half of 2007 the value of the alcohol seized by the SG
amounted to 1.5 mln PLN, whereas in the first six months of 2008 — 5 mln PLN.

It is significant for the security of citizens that the Polish authorities gained ac-
cess to the Schengen Information System (SIS) as well as to the Visa Information Sy-
stem (VIS). Poland — being a party to the Europol Convention — also gained access to
the databases of this authority. 350 people being sought by a European Arrest Warrant
have been detained on the territory of Poland. About 600 people sought by the Polish
law enforcement agencies have been detained on the territory of the European Econo-
mic Area (EEA). As a poll conducted by TNS OBOP in December 2008 showed, these

277. Czapinski, T. Panek (ed.), op.cit., p. 29.

28 Ministry of Interior and Administration (MSWiA), Polska w strefie Schengen — refleksje w pierwszym roku czlonkostwa, Warsaw 2008, cf. also press information
— EuroPAP, MSWiA report: after Poland’s entry into Schengen — the increase in effectiveness of border security, 14 December 2008.

2 It could also mean that more people tried to illegally cross the Polish border.
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benefits have been perceived by citizens. 54% of Poles think that Poland’s entry into
Schengen was a positive event®. Among the benefits named by interviewees were easier
movement around Europe (62%), no border queues (44%) and more effective combating
of smuggling (37%). The expansion of the Schengen zone was also a success from the
point of view of the “old” member states. “We have gained more freedom and security”,
Wolfgang Schaeuble, the German Minister of the Interior in December 2008, wrote in
the weekly “Bild am Sonntag”.

Entry into the Schengen zone meant that Poland had to introduce visa procedures
aimed at nationals of some third countries which are standardised at the European level.
Visa regulations were introduced for citizens of Belarus and Ukraine. Unfortunately the
cost of a visa, taking into account the average level of income, was high for the citizens
of these countries (Ukrainians paid — 35 EUR, Belarusians — 60 EUR). From January to
August 2008, the number of Ukrainian citizens entering the territory of the EU (inclu-
ding Poland) fell by 37.7%. To prevent a drop in the intensity of cross-border movement,
in December 2008 a procedure ratifying agreements between Poland and Ukraine was
initiated, covering local border traffic. Thanks to this the resident of border areas will be
able to cross the border more easily, without having to apply for a visa.

Polish consumers, at the moment of Poland’s accession to the EU, were covered
by the minimum level of protection resulting from EU regulations. It is from precisely
these community regulations that the principle arises that if a purchased product does
not meet the requirements of the contract made with the seller at the moment of pur-
chase, the consumer can demand its repair or replacement with another example of
the same product. Interestingly, the highest norms for the safety of products bought
by consumers apply in the EU. This concerns many products of daily use, such as toys,
cosmetics or electrical equipment. When it comes to talking about food, it is worth
emphasizing that the EU system of safety covers the entire “food chain” — from agricul-
tural production, to food product preparation, up to sale and retail. Thanks to commu-
nity legal stipulations covering product labelling, everyone can get information about
what they are eating. Additionally the law demands that contracts made in dishonest
circumstances are prohibited. Supermarkets are additionally required to state the unit
price of products (e.g. price per kilogram), so that consumers can more easily compare
which purchase is better®'.

3 EuroPAP, Ponad polowa Polakéw uwaza wejscie do strefy Schengen za korzystne, 18 December 2008.
3! European Commission. General Directive on Health and Consumer Protection, Consumer protection in the EU — Ten basic principles, Brussels 2007.
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The three spheres of public life discussed above demonstrate the scale of the in-
fluence of the EU on the broadly understood security of citizens in Poland. Harmoniza-
tion in most cases was technical and highly detailed in character, however its influence
on the life of citizens is hard to exaggerate. Generally speaking, community legislation
contributed to an increase in the scope of the protection provided to citizens on different
levels by public institutions. Of course the activities associated with adopting these laws
brought with them various costs, both for the private as well as public sector.

Identity and social cohesion

At the moment of accession, Poles, more or less consciously, became a part of the
Union, understood as a community of shared values. In the view of Poles joining the EU
is — apart from the regaining of independence in 1918 — Poland’s greatest success in the
last 100 years. 39% of respondents said accession was the most significant event in the
last century??. Poles have, to an ever increasing degree, come to place their hopes on EU
activity in many areas of social life.

For example, research conducted in 2006 by the Office of the Committee for
European Integration (UKIE) showed that Poles are positively inclined towards the in-
troduction of uniform principles in terms of social policy at the community level. This
concerns, among other things, the introduction of a European minimum wage and heal-
th and safety at work®. Poles have a relatively clear vision of socio-economic relations.
The European Union, together with state governments, has taken on a range of tasks
associated with social prosperity. Similar to the citizens of other countries, Poles expect
public authorities to function on a basis of social solidarity, entailing civil rights to rece-
ive help in situations where a given individual has found themselves in difficulty. Poles
placed their hopes in the implementation of social dialogue, guaranteeing the meaning-
ful participation of citizens in the process of making decisions that affect them. The EU
is perceived as a guarantor of the basic rights concerning the free movement of labour,
together with guaranteeing migrant workers social security, or the equal treatment of
men and women.

32 PAP, Polowa Polakéw uwaza okres po 1989 r. za najlepszy w XX wieku, 5 November 2008.
3 For more on this subject, cf. A. Byrt, ]. Wisniewski, Perspektywy poglebienia wymiaru spolecznego integracji europejskiej w swietle badari opinii publicznej, Biu-
letyn Analiz UKIE no. 17, February 2007.
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It seems reasonable to suggest, then, that in the minds of Poles the EU is perce-
ived as a new point of reference, and at the same time an element helping to build one’s
own identity. Poles have, to an ever greater degree, conceded the possibility of identi-
fication on many levels, where national patriotism is backed up by a feeling of “Euro-
peanness”. The role of local and regional community has also grown. The resurgence in
local patriotism observed presently is connected with the socio-economic development
model propagated by the EU, based on the principle of subsidiarity. The decisive factor
in this regard has been the EU financial support given to local government. Districts and
towns gained access to community funds designated for investment in infrastructure or
assisting enterprise and the development of human capital.

What does functioning in a European economic, social and cultural space mean
to Poles? Increasing prosperity has come to professional groups above all, for whom
Poland’s opening to the world and membership of the EU has been most beneficial, such
as business people, IT specialists, management, lawyers and economists. Young people,
well qualified, living in Poland’s largest cities, such as Warsaw or Gdarisk as well as — in-
terestingly — other places in the Pomorskie Region have observed the greatest improve-
ment*. Relatively the least benefit has been felt by the elderly, the worse qualified and
especially those living in small towns in eastern Poland. Living conditions in rural areas
have improved dynamically, which was influenced most strongly by direct subsidies as
part of the common agricultural policy.

It is difficult to speak of the changes in rural Poland without referring to the in-
comes of farmers, the modernisation of rural infrastructure or the increased efficiency of
agricultural production. Thanks to these processes, brought about by membership of the
EU the face of rural Poland is changing. Indicators of schooling levels, prosperity, quality
of life or social or civil activeness are improving. At the same time, though, membership
has had little effect on the living conditions of the socially excluded. This is confirmed
by the figures for alcoholism and crime in the countryside.

While Poland has been an emigrating country for many decades, the dramatic
growth in earnings migration after 2004 had a strong influence on Polish society. As
Wtodzimierz Aniot from Warsaw University puts it, “increased migration [...] and the
significantly easier contacts with the developed world have become an instrument and
a factor in advancing modernisation, general cultural change, civilisational progress”.
This is particularly true of provincial Poland, the countryside and small towns. For

3]. Czapiniski, T. Panek (ed.), op.cit., p. 29.
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example, in the Siemiatycze press the vast majority of articles refer to Belgium as the
main destination for the residents of the region.

The figures showing the circulatory, seasonal, fluctuating character of economic
migration of Poles suggest a mildly positive interpretation of the phenomenon. In such an
understanding we cannot speak of a permanent loss of young, well-educated, dynamic wor-
kers and citizens. An analysis of the local press in Poland in the last few years leads to some
interesting conclusions concerning the evolution of perceptions of the earnings migration
of Poles. The word “emigration” appears almost exclusively in relation to Poles travelling to
America, indicating the permanent nature of the stay in that country. Meanwhile, in rela-
tion to European countries the terms “movement” or “trip” are more common”™.

On a regional and local scale there have been cases where the loss of workers
negatively affected the functioning of some institutions or the vitality of local social and
cultural life. Here are some headlines from the local press in recent years: “nurses gone,
hospital paralysed”, “children’s surgery ward stopped admissions yesterday”, “workers
disappeared — repairs to primary school delayed™.

It should not be forgotten, though, that a life in emigration comes with risk atta-
ched and a range of inconveniences. The local and national press have, in recent years,
highlighted many cases in which Poles have been mistreated , cheated, forced to do
extremely hard labour or otherwise exploited. Ignorance of the language, general incom-
petence or low qualifications has on more than one occasion condemned some migratory
workers to the status of second-class citizens in their target countries.

In recent years a negative phenomenon has appeared, concerning so called ‘euro
orphans’, associated with the separation of children from their parents, who are living
abroad. A Polish foundation — Prawo Europejskie [European Law] — estimated in April
2008 that as many as 110,000 children are affected by this problem in Poland®. The
problem is particularly acute at the level of local government — for example, according
to figures from the L.édzkie Region Education Authority there are approximately 6,000
pupils one of whose parent have travelled abroad to work. In 550 cases there was con-
fusion over why they were not attending school and what their place of residence was.
The Polish accession to the EU influenced the increased economic migration of Poles,
leading to remmitances to families and brigning about separation from relatives Thus the

% M. Wieruszewska (ed.), Tu i tam. Migracje z polskich wsi za granice, Instytut Rozwoju Wsi i Rolnictwa PAN, Warsaw 2007, p. 59.
3 Ibidem, p. 79.
37 M. Markowski, MEN, Eurosieroctwo? Taki sam problem majq dzieci marynarzy, “Gazeta Wyborcza”, 6 November 2008.
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influence of membership on indicators of poverty, social cohesion and the model of the
family seems irrefutable.

To what extent does the EU exacerbate, and to what degree does it lessen regional
differences? Has it been possible to get rid of the shameful division into a dynamically
developing Poland “A” and a backward, catching-up Poland “B”? In recent years signifi-
cant investment funds have flowed into the Polish regions as part of structural funds and
the Cohesion Fund. Regional governments have had a degree of freedom in conducting
their policies for attracting foreign investment, workers, developing their science and
research facilities or promoting tourism. It turns out that Poland’s membership of the EU
(understood as a particular set of opportunities) has been taken advantage of to highly
varying degrees by regional authorities. Wealthy regions have made the most use of
membership, those with good transport links to Western Europe, and thus membership
has not had an impact on the scale and character of differences in the socio-economic
development of the country.

It is another question, whether Poland’s membership of the EU has in recent
years impacted on the difference in incomes. Expert opinions are divided on this issue.
The most reliable figures on this matter are those given in the above-mentioned report
“Social diagnosis 2007”, according to which the stratification of society has remained
the same in recent years. This also concerns such subjective factors as: satisfaction
with one’s life and a feeling of happiness, the occurrence of pathologies (alcoholism,
drug addiction, crime) or stress. In a purely economic sense, economic stratification
has decreased.

Some people emphasize the uneven nature of Polish modernisation. In rural are-
as access to good schooling or health services was still difficult in the years 2004-2009. In
towns and cities social divisions were visible, as symbolised by the developments of se-
cured housing estates. When discussing environmentally-friendly behaviour it is worth
emphasizing that their level has been connected with the ability to act to protect the
environment. There, where local government hasn’t provided containers for segregated
waste, it has been difficult to engender the appropriate attitudes.

Overall, Poland’s membership of the EU has not been a deciding factor influen-
cing the country’s socio-economic cohesion. The EU has, though, become a significant
point of reference in the collective consciousness.
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Conclusions

After the Polish accession to the EU many trends and processes observed in Po-
land after 1989 intensified (flow of migration, improvements in the labour market and
general prosperity). In such spheres as education and economic migration, mobility,
working conditions or consumer protection Polish reality has evolved under the direct
influence of community regulations. Generally speaking, the changes in the Polish law
contributed to raising the level of protection guaranteed to citizens by public institutions
on varying levels. Thanks to EU investment in infrastructure new jobs have been crea-
ted, while the wave of economic emigration has radically altered the context of Polish
labour market reform.

The past five years have brought improvements in many aspects of Polish social
life. This is confirmed by the indicators regarding mental states, prevalence of symptoms
of depression or feelings of happiness. Popular assessments of prospects for the future
have improved in a visible way. While explaining that fact directly by Poland’s mem-
bership of the EU would be an exaggeration, nevertheless, the socio-economic benefits
flowing from accession are definitely reflected in positive social attitudes.

In other areas (e.g. tourism, culture) the connections are more indirect, concer-
ning changes in awareness and improving socio-economic status. For example Poles have
begun to perceive disability differently. The ways in which they understand the princi-
ples of a free press have changed, or the expectations they had of local authorities. The
spatial mobility of Poles undoubtedly contributed to the formation of an open society,
testing worn-out theories in daily contact with people from other cultures. The EU has
to a considerable degree contributed to these changes in social awareness, though other
factors should not be forgotten, such as globalisation, the mcdonaldisation of culture or
advances in the creation of a consumer society. Poles have, to an ever greater degree,
accepted the possibility of identification on many levels, where national patriotism is
supported by a feeling of “Europeanness”.

Social development in Poland in recent years has been characterised by a certain
asymmetry: the rapid improvement in living conditions has been accompanied by de-
cidedly slower progress in the broadly understood public sphere. Civil society, after the
explosion of civic activity in the period immediately after the fall of communism, deve-
loped more slowly. Despite spending significant financial transfers in the framework of
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the cohesion policy, it has not been possible to reduce the differences in socio-economic
development level in the country between eastern regions and central and western Po-
land. Wealthy regions benefitted most from membership, especially those with good
transport connections with Western Europe.

In the twenty years since Poland entered the phase of socio-economic change,
Polish society was confronted with two processes, partially overlapping, often occurring
one after the other. On the one hand, the change in system demanded the adoption of
often painful and demanding sacrifices in all spheres of public life — the economic system
changed, the grey framework of communist reality disappeared, leaving the remnants of
stability. On the other hand, Poles could feel the effects of the above changes — enjoy the
improvement in their living conditions, free enterprise, freedom to travel, to function in
a democratic state. The process of Poland’s integration with the EU can be understood
analogously (being essentially the crowning moment of systemic reform). From the be-
ginning (in the pre-accession period) Polish society had to adjust to a new legal, political,
economic and social reality. In many areas they experienced a transformational shock.
After accession, in the years 2004-2009, the first positive effects connected with the fun-
ctioning of Polish society within the European social and economic space could be felt.
Looking back in twenty years or so, the years 2004-2009 will most likely appear as the
beginnings of the long process of “catching up” with Western Europe in terms of social
and civilisational development.



The social dimension of Poland’s membership in the EU

239

Labour market and migration

Near the time of Polish accession to the European Union (EU) the freedom of
taking up employment in the Western European countries was deemed one of the key
benefits of the integration with the Communities to be noticeable in daily life. These
expectations have largely been met. However, looking back over the last five years it is
clear that labour migrations were only one of the elements of the complex post-accession
realities and employment-related processes.

Some methodological reservations should be mentioned here. When referring
to labour migration from Poland we should bear in mind that the determination of the
scale of post-accession emigration from Poland may be only rough. Mobility within the
European Economic Area (EEA) is not controlled, so any statistics are very approximate,
where the countries sending and receiving workers frequently apply various measures
to determine migration flows. In a time of circular or seasonal migrations, terms such as
“permanent workplace” or “place of residence” have become increasingly vague and no
longer fit in the realities of professional life in the enlarged EU.

The years 2004-2009 have seen a regular growth of the membership effect on the
labour market. This mainly applies to financial investments funded from the structural
funds. The first two years of the membership were in fact pioneering in many respects.
Staff shortages in the Polish administration coincided with the problems with fund ab-
sorption (excessively formalised procedures, central planning, red tape). It is not always
possible to clearly pinpoint the effect of labour market policy programmes on economy
and society, as investments in human capital usually pay off in the longer term. Simi-
larly, it is not easy to demonstrate the relationship between the expansion of the active
employment policy and increasing productivity rates.
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Macroeconomic trends

In the years 2004-2009, Polish economy was developing rapidly (although, to-
wards the end of the period, a sharp slowdown could be observed), which translated
into processes in the labour market. The scale and structure of labour demand depended
largely on the economic growth which in turn in the previous years relied primarily on
private consumption and investments, For example, in 2006 and 2007 alone, the value of
investments grew (year-on-year) by 16.1% and 19.9%, respectively. Greater investment
activity resulted from many factors. Firstly, in the accession period many pro-develop-
ment projects were being delivered (such as adjustment to the EU standards). Secondly,
projects funded from the pre-accession funds were initiated then. Last, but not least,
there was a broader stream of foreign direct investments flowing to Poland®. As for the
latter, most investments involved establishment of new enterprises, rather than acquisi-
tions or restructuring of new ones. This affected employment growth scale in Poland.

At the turn of 2009, trends indicating decline of all the above factors could be ob-
served. As for the situation of enterprises, in the second half of 2008 the global economic
crisis had an adverse effect of reduced demand for Polish products abroad and reduced
access to investment capital at home. Poland entered a phase of sluggish economic gro-
wth and the improvement in the Polish labour market situation slowed down.

Economic cycle was not the only factor affecting the situation in the Polish la-
bour market (in particular the employment rate) in the years 2004—2009. To be precise,
there are three key factors conditioning the number of Polish workforce in the recent
years: demography (changes in the number of people belonging to the working age co-
hort), situation of enterprises (changes in labour demand) and labour market participa-
tion rate (more precisely, the ratio of the number of those working and the number of
inactive persons).

Polish labour market, in the years 20042009, has been increasingly affected by
the demographic ageing process. As of 2002, each following year there were less and less
young people entering the Polish labour market. While in 2001 there were 694,000 peo-
ple willing to take up a job, in 2007 there were merely 554,000 of them®. An increasing
number of people were excluded from the labour market because of their old age — from

3 Center for Social and Economic Analyses, Polska gospodarka — tendencje, oceny, prognoz [PG TOP quarterly], Warsaw 2006.
% Ministry of Labour and Social Policy, National Action Plan for Employment for 2009-2011, Warsaw 2008, p. 8.
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13% in 1990 to 16% in 2007. This brought about specific challenges for the future. Thus,
regardless of the Polish membership in the EU, Polish economy and social insurance
system faced mounting demographic challenges.

In the economy affected by adverse effects of demographic ageing, low labour
market participation was of particular concern®. The labour market participation rate
dropped to 53.7% in Q1 2008. A good sign is that the falling trend has been largely stop-
ped. The number of people inactive in the 