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Capital Investment Funding in Poland 

Inventory of Financial Flows for 

Regional Development and Local Public Services

Introduction

The presented report was completed in December 2001. It does not mean that the authors were able to include all updated data. The most of information included in this report is based on data from 2000. In 1999 Poland changed the administrative structure and two new levels of self governments: counties and regions appeared. It means that self-government sector and its role has increased significantly but recently. Despite young age, new self-government units joined the process of supporting local and regional development. It was visible just in data from 2000 – the second year of counties’ and regions’ operation. The inventory allowed the Institute team to recognize real streams of money supporting capital investment on local and regional levels. It “opened eyes” for the critical role of infrastructure enterprises in financing capital investment in infrastructure and the modesty of foreign aid financing this sphere in Poland. The inventory reveals significant developmental effort of local governments in Poland and the role of banking industry in supporting this effort. 

The report operates terminology used by the Main Statistic Office. In numerous publications the same Polish terms are interpreted into English in different ways. We prefer official statistic terminology instead of independent translations. 

Important issue are names of local governments in Poland. To avoid confusions we explain our translations. We have three levels of local governments, but four types of self-government units. They are: 

Gminy – (fundamental self government unit, sometimes translated into English as gminas or communes) – in this report we call them communities (rural entities) and municipalities (urban entities) or in uniformed way: communities/municipalities.      

Powiaty – (second level of self-government with different competences; on the area of one such unit there are several communities and municipalities) – in this report we call them counties
Miasta na prawach powiatu  - (cities with county rights - these units perform both competences of municipalities and counties; this form concerns larger cities) – in this report we call them cities with county rights.

Województwa - (sometimes translated into English as voivodships;  there are larger territorial entities with regional competences) – in this report we call them simply: regions. 

The report consists of four chapters: description of public finance system used at local and regional levels, presentation of statistic data on capital investment financing, description of mechanisms of capital investment financing in Poland and the evaluation how different mechanisms meet their objectives. 

The authors would appreciate all comments and suggestions concerning this report. 

1.
Public Finance System  at  Local and Regional Levels
 

Budget incomes of the Municipality, County and Region are regulated by the "Law on territorial self government units incomes", dated November 26th, 1998
 Accordingly to the Law, public incomes on local and regional levels are composed of the three main sources:

· Local/regional governments units own revenues. Those revenues in the year 2000 amounted to 41,7% of total incomes, 

· Allocations,  which amounted to 22,7% of the local regional budgets incomes,

· General subsides, which amounted to 35,6 % of the revenues 
.

Local/Regional government  own revenues 

Local/Regional governments own revenues are the most important source of budgetary income  and constituted last year nearly half of all incomes of local governments. Own revenues are composed of the  following components:

· Shares in personal and corporate income taxes. Those shares , different for each unit are as follows:

Municipality         PIT     27,6%            CIT   5%

County                  PIT     1,0%              CIT   0%

Region                  PIT     1,5%              CIT   0,5%

Shares in taxes collected by national budget contribute in 13,8% to revenues of local government units. Among those taxes definitely the most important are personal income taxes which contribute to 12,4% of revenues.

· Revenues from local taxes. Those taxes include real estate tax, commercial vehicle tax, legacy and gift tax, agriculture and forests taxes, flat rate tax paid by selected family micro enterprises. Among the local taxes the most important is the real estate tax, which brought 9,2% of all  incomes of the local governments in Poland. Other taxes contribute between 0,1% (forest tax) up to 1% (agriculture tax) to local and regional incomes. Municipalities can decide about the level of local taxes up to legally established ceiling. Local authorities are also authorized to apply individual exemptions and incentives concerning local taxes.

· Revenues from fees, including stamp duty and administrative fees. Fees collected by local government units contributed 2,7% to the incomes in year 2000.

· Revenues on assets, especially property owned by municipalities premises. Those include especially rent on the real estate owned by municipalities (e.g. premises). Income on assets contributed last year (2000) amounted to 7 percent of the incomes.

Other revenues, including e.g. interest on financial capital, deposited in banks, income from privatization, revenues of communal companies and other enterprises owned partly by local  self government units, income on fines. Those income contributed 6,8% to the incomes.

Allocations


Allocation can be defined as financial transfer, mostly from national governments to local and regional authorities to fulfill designated task, including capital investment tasks. Local and regional governments can use them only for the tasks, which are targeted by financing institution. They can be divided into two main groups, basing on the division of responsibilities between territorial self-government units and national administration.

·  Allocations providing co-financing of the local governments tasks, related e.g. to social aid medical assistance, public safety - 8,2% of incomes in 2000

·  Allocations covering the costs of tasks, which should be executed by the national administration, but according to mutual agreements are executed by municipality, county or region - 12, 2 % incomes in year 2000.

Those two groups of subsidies contributed  in nearly 90 percent to all subsidies. Remaining are the allocations for designated tasks executed on the basis of agreement with other local self government units. According to the law, local government which executes the tasks of other unit (e.g. municipality, which executes the task of county or region should conclude the agreement and obtain the allocation at the amount included into the agreement
 It includes also subsidies obtained from Appropriated State Funds, like e.g. the Fund for Environmental Protection. The last item is relatively small (0,4% of incomes in year 2000) but it is in 75% used for financing capital investment. 

General Subsides

General Subsides play important role in supplementing local/regional revenues from taxes. According to the Constitution territorial self-governments should have revenues allowing to fulfill designated tasks. Since local taxes and fees combined with share in PIT and CIT, are not sufficient, general subsides are necessary. Contrary to allocations, they  can be used more flexible by local and regional authorities. Incomes obtained as a general subsidy can be spend on the basis of the decision of the local/regional council. General subsides can be divided into three parts, which differ amongst the levels of the governments. Municipality obtains fundamental part of general subsidy, which plays important role in diminishing disparities between units with high and law tax income. Total amount of the fundamental part of the general subsidy for all municipalities is composed of the not less than 1 percent of the national budget income and total amount paid by municipalities with tax income above 150 percent of the average
. The fundamental part of the general subsidy is later divided  into two funds :

·  Fund for diminishing disparities, which is paid to municipalities and communities with tax income, lower than 85% of average. 

·  Remaining amount is distributed between all municipalities on the basis of the indicator based on the number of inhabitants

Municipalities and communities obtain also educational part of the general subsidy for maintenance of the educational units and compensation part of the general subsidy, mostly to compensate the personal car transportation tax, which was replaced by increased excise tax. It compensates also lower income related to tax incentives.

Counties obtain educational part of the general subsidy for high schools, highway part of the general subsidy for maintenance of the roads and equalizing part of the general subsidy to diminish the difference in tax revenues, between local governments Equalizing part of the general subsidy is transferred to the counties, which have lower per capita share in PIT than the highest in Poland (in Warsaw County). It is based on special indicator related to highest in Poland. Counties obtain 85% of the difference between highest per capita share in PIT and  per capita share in given county multiplied by the number of inhabitants. 

Regions obtain general subsides divided  into three parts: educational for college level education, highway part and equalizing part for those regions which have lower share in PIT and CIT than the highest in Polish region. Benefiting regions obtain 70 percent of the difference between the highest per capita share in CIT and PIT and per capita share in given region multiply by the number of inhabitants.

Educational and highway part of the general subsidy constitute 84 percent of all subventions transferred to municipalities, communities, counties and regions. Those subventions amounted last year to 5,38 billions of US dollars . Educational subvention, much larger amount to $ 4,8 billions, while road subvention to $0,58 billions.

2. Local and regional investment expenditures – analysis of statistical data

The presented analysis of statistic data is based on available information mostly from domestic sources. Important part of the presented information comes from the Main Statistic Office which collects statistic reports of local governments concerning budgetary plans and spending. Starting form 1999, also the Ministry of Finance collects and analyzes data on local  governments budgets because of the new methodology of counting public finance system deficit. Beginning from 1996 the debt of local governments was growing more rapidly and counting only state government deficit proved to be insufficient to show the situation of the public finance system. The third source of information is the Committee for European Integration which monitors the spending of EU developmental aid. 

While analyzing data on capital investment, it is necessary to underline, that in the period of 1990-1998 there was only one level of local governments in Poland – communities (municipalities). In 1999 two new levels were created: counties and regions. In fact in budgetary statistics appeared the forth category: cities with county rights. This category contains cities which have joint competences of community and county. Capital investment on local and regional levels is effected by different units. The most important are local governments and infrastructure companies. In this chapter we are not interested in capital investment of enterprises, except for infrastructure. It means that the presented expenditures of this kind  could be lower than in reality because some expenditures of commercial sector and individuals could not be taken into account.  

Form numerous statistic divisions of local and regional capital investment we decided to concentrate on data of the year 2000. The situation concerning this year is presented in the more detailed way. Parallely we decided to present dynamic data. All data are presented in current prices. Unfortunately it is necessary to realize that Poland was a place of significant inflation. However we decided not to present data in constant prices but to re-account data in zloty into ECU or euro on basis of the exchange rate of Polish zloty (PLN) into ECU or euro, form the last day of the given year. This is of course simplification but it allows for the presentation of data comparative to those used in the European Union. We think that this comparisons would allow for better understanding the value and significance of capital investment in Poland. 

Below presented tables contain data on the following issues:

1) Changes in capital expenditures of local governments and infrastructure companies within the period of 1993-2000,

2) Capital investment expenditures of local governments and sources of their financing in 2000,

3) Budgetary situation of local governments in 2000,

4) Comparison of capital investment of local governments per capita in different regions and different local government levels in 2000. 

Much more statistic information is contained in particular chapters concerning detailed sources of financing. The first table contains data on the value of capital investment expenditures of local governments and infrastructure companies within the period of 1993-2000 in constant prices in PLN and ECU/euro.

Table 1

Capital Investment Expenditures of  Local Governments and Infrastructure Companies in million PLN and ECU/euro (current prices)

	Capital investment expenditures 
	1993
	1994
	1995
	1996
	1997
	1998
	1999
	2000

	Local governments

ECU/Euro equivalent
	2435

1018
	3364

1131
	4658

1473
	7056

1983
	9680

2496
	8176

1991
	12562

3013
	13532

3497

	Supply of electricity, gas, heat and hot water,

Water supply and purification

ECU/Euro equivalent
	3570

1492
	4869

1637
	6768

2140
	8770

2464
	10026

2586
	10255

2497
	10606

2544
	9138

2361

	Post and telecommunications

ECU/Euro equivalent
	1482

619
	1723

579
	2590

819
	3938

1107
	6474

1670
	8402

2046
	9446

2266
	10320

2667

	TOTAL domestic in M PLN

ECU/Euro equivalent
	7487

3129
	9956

3347
	14016

4432
	19764

5554
	26180

6752
	26833

6534
	32614

7823
	32990

8525

	Exchange rate PLN/Euro
	2,393
	2,974
	3,162
	3,558
	3,877
	4,107
	4,169
	3,870


Source: Ministry of Finance, Main Statistic Office

The data included in the above table show that within the period of 1993-2000 the capital investment expenditures of local governments and infrastructure companies increased by 172,5% in euro values. Especially fast increase was observed in capital expenditures of local governments (by 243,5%). The increase of capital investment in supplies of electricity, water, gas heat and sewage purification amounted to 58,2%.  The increase of capital investment in post and telecommunications amounted to 330,9%. The presented data show that capital investment expenditures used for local and regional development increased significantly. For year 2000 the total approved for Poland PHARE assistance amounted to 490 million euro
. This assistance constitutes about 5,7% of total developmental expenditures on local levels in Poland. However not the whole EU assistance had regional character. The presented data show that local governments and infrastructure companies in Poland have significant financial potential for capital investment. 

Especially important part of capital investment is effected by local governments as their budgetary expenditures. In Poland there are not secondary data on methods of financing capital investment in local governments. To count the proportions in which particular sources are used to finance capital investment of local government we used the following procedure.

1. Several budgetary incomes are dedicated in concrete amounts to capital investment or long-term uses: executed allocations for capital investment, increase of long-term bank credits, increase of long-term non-bank loans, increase of issued municipality bonds (new sales minus repayments). We accepted that all sums which were dedicated as long term as serving capital investment financing. 

2. Secondly, we accepted the rule that all remaining  local government incomes with no specific direction of spending contribute to capital investment financing in the same way as they contribute to all expenditures. It means that incomes with non dedicated direction of spending contributed to the capital investment in the proportional way to their size. 
The results of counting how particular sources of financing of local governments contribute to capital investment are presented in the below table. Data for counting were take form the Ministry of Finance.   
Table 2

Capital Investment Expenditures of Local Governments and Estimations of Financing Sources in Poland in 2000

	Item
	In 000 PLN
	In %

	Capital Investment Expenditures
	13.532.028
	100,00

	Sources of Financing
	-
	-

	Own Revenues
	4.421.580
	32,65

	General Subsidies
	3.735.690
	27,61

	Allocations for Capital Investment *
	2.717.510
	20,10

	Long-term Bank credits*
	1.647.637
	12,18

	Long-term Loans*
	502.868
	3,72

	Municipal Bonds*
	227.494
	1,68

	Surplus form Previous Years
	161.981
	1,21

	Other Incomes
	107.144
	0,79

	Privatization Incomes
	8.437
	0.06

	Sales of Securities
	1.687
	0,01

	Total Sources of Financing
	13.532.028
	100,00


Source: Ministry of Finance and own estimations, * - incomes with dedicated direction of spending

Accordingly to data included in the above table, the No 1 source of capital investment financing in 2000 of local governments were their own revenues. On basis of the accepted rule, they financed 32,65% of all capital investment of local governments. The second source of financing were general subsidies (coming from the central budget and supporting own revenues). They financed 27,61% of total capital investment of  local governments in Poland  in 2000. Both sources had non dedicated direction of spending. It means that local governments in Poland had relatively high preference of increasing capital investment  from their incomes with non-dedicated direction of spending. The debt instruments allowed for 17,58% capital investment financing in 2000. In debt instruments critical role was played by bank credits. The other sources of capital investment financing were less important. 

Because debt sources are becoming the third most important sources of capital investment financing it seems to be important to present the level of deficit of different levels of local governments. These data are included in the below table.
Table 3

Incomes and Outcomes of Local Governments in 2000 in Poland in million PLN

	Item
	Total Local Governments
	Communities/

Municipalities
	Counties
	Cities with County Rights 
	Regions

	Incomes
	72610
	34584
	12555
	21766
	3705

	Own Revenues
	30290 (41,7%)
	18165 (52,5%)
	992 (7,9%)
	10541 (48,5%)
	592 (16,0%)

	General Subsidies
	25858
	11669
	5989
	6800
	1400

	Target Donations
	16462
	4750
	5574
	4426
	1713

	Outcomes
	75747
	36211
	12664
	23084
	3787

	Current Expenditures
	62215
	28667
	11719
	19142
	2687

	Capital Investments
	13532
	7544
	945
	3943
	1100

	Incomes - Outcomes
	-3137
	-1627
	-110
	-1318
	-83

	Deficit as % of incomes 
	4,32
	4,70
	0,87
	6,06
	2,24


Source: Ministry of Finance

The highest rate of deficit was observed in cities with county rights 6,06%. Communities (municipalities)  were on the second position. The lowest  rates were observed in counties and in regions. It was caused by the fact that these levels of local government have short life experience (they were created on January 1st 1999).  The data above present also the power of different levels of local governments in collecting their own revenues (ratio: own revenues/total incomes). The highest revenues ratio had communities/municipalities (52,5%) and cities with county rights (48,5%). The lowest ratios were observed in counties an regions. 

Capital investment expenditures of local governments are very diversified by regions and by level of local government. In Poland there are 16 regions. They are listed in table below. In the second column we listed the number of population in the particular regions. In the following four columns there are listed values of capital investment per capita in different levels of local governments. 
Table 4

Capital investment expenditures of local governments per capita in local governments in Poland in 2000 in PLN

	Region (capital)
	Population
	Communities/

Municipalities
	Counties
	Cities with County Rights
	Regions

	Lower Silesia (Wrocław)
	2 975 074
	317,5
	37,6
	442,6
	38,2

	Kujawsko-Pomorski (Toruń)
	2 101 068
	210,7
	19,9
	335,9
	12,7

	Lubelski (Lublin)
	2 233 271
	172,7
	33,1
	243,0
	25,5

	Lubuski Zielona Góra)
	1 023 829
	232,4
	26,5
	474,0
	37,0

	Łódzki (Łódź)
	2 647 783
	205,2
	33,0
	253,5
	6,6

	Małopolski (Cracow)
	3 226 611
	201,9
	34,1
	408,5
	27,0

	Mazovia (Warsaw)
	5 068 677
	543,0
	25,7
	378,1
	16,7

	Opolski (Opole)
	1 086 608
	181,6
	27,4
	407,2
	14,3

	Podkarpacki (Rzeszów)
	2 127 859
	218,7
	47,9
	342,2
	16,1

	Podlaski (Białystok)
	1 222 011
	208,5
	46,9
	293,7
	17,3

	Pomerania (Gdansk)
	2 194 628
	247,0
	57,3
	476,8
	24,0

	Silesia (Katowice)
	4 857 848
	187,1
	34,4
	296,5
	71,1

	Saint Cross (Kielce)
	1 323 719
	217,2
	51,9
	300,1
	75,6

	Warminsko-Mazurski (Olsztyn)
	1 466 248
	190,6
	41,5
	216,2
	11,0

	Wielkopolski (Poznan)
	3 357 541
	259,0
	28,2
	339,5
	19,6

	West Pomerania (Szczecin)
	1 733 446
	269,3
	37,7
	388,8
	13,9

	TOTAL
	38 646 201
	277,6
	34,8
	342,8
	28,5


Source: Ministry of Finance

The data presented in the above table show that communities (municipalities) in two regions have the highest average capital investment expenditures per capita. There are Mazovia (with capitol of Warsaw) an Lower Silesia (Wrocław). Other regions have results below the average. The difference in per capita investment between region with the highest and lowest per capita amounts equals to 3,14. The lowest per capita capital investment is observed in rural Lubelski, Opolski and  Warminsko-Mazurski regions and heavily industrialized Silesia. In counties the highest per capita expenditures are observed in Pomerania 57,3 PLN, Saint Cross 51,9 PLN and the lowest in Kujawsko-Pomorski 19,9 PLN. The difference between the highest and the lowest regions equals to 2,88.  There are not so significant discrepancies between cities with county rights throughout regions. The highest per capita expenditures are observed in Pomerania 476,8 PLN and the lowest in neighboring Warminsko-Mazurski Region 216,2 PLN. The difference between the highest and the lowest average expenditures equals to 2,21. 

Huge differences were observed in capital investment expenditures of regional level of self-governments. The highest per capita expenditures were observed in Saint Cross 75,6 PLN and  in Silesia 71,1 PLN. The lowest expenditures were observed in Łódzki Region (only 6,6 PLN per person). Huge differences between regions are mostly based on the fact that new regions were created only one year before the beginning of analyzed period. The presented data show that differentiation in effecting capital investment among regions within particular groups of local governments are not so significant. However it is necessary to realize that the analyzed data are the average data. Real differences between communities, counties and cities are higher.        

The differences in capital investment expenditures between regions, counties, cities and communities are the final result of changing regional disparities in Poland in 90-ties. The process of increasing regional disparities in Poland in the area of capital investment expenditures, employment and income distribution was described in the chapter 4.3.

3. Mechanisms for financing of capital investment for local and regional development

The chapter 3 is aimed at the presentation of all important capital investment funding mechanisms used in Poland. The described mechanisms include:

1. General subsidies and appropriated allocations for local governments 

2. Local governments own revenues and shares in central taxation

3. Local government borrowing

4. State budget donations for sector purposes

5. State agencies donations, loans and grants

6. Regional Contracts

7. Capital investment financed through service fees

8. European Union programs

Apart from descriptions of particular funding mechanisms the chapter contains also assessment of the compatibility of different funding mechanisms with the present key four principles of operating Structural Funds. These principles included: 

Concentration - focus on the main priorities

Programming - operating on basis of integrated programs to ensure better coordination of measures

Partnership - linked with subsidiarity principle, bases on including to the cooperation different partners: European authorities, Member State, subnational authorities and broad spectrum of economic and social partners.

Additionality – co financing the projects by program partners

Besides, we decided also to include into assessment a principle of transparency. We understood transparency principle as using clear procedures providing honest treatment and open for public criteria for appropriating funds. 

3.1. General subsidies and appropriated allocations for local governments

There are two most important forms of transferring central budgetary sources to local and regional governments. The first one is constituted of general subsidies, which are provided to all levels of local and regional government. The second form is constituted of appropriated allocations. 

Using general subsidies for financing capital investment

General subsidies are direct transfers form the central budget to communities, counties and regions. General subsidies are considered as addition to own revenues of local governments and can be used for all own tasks (competences of self governments)
. In communities general subsidies are counted separately for three divided parts: fundamental, educational and compensating. Fundamental part of general subsidies for communities contains mechanism equalizing diversified tax power of different communities. Therefore fiscally weaker communities are supported. In counties and regions general subsidies consist of 3 parts: educational, highways and equalizing
. There are different percentage formulas used for counting general subsidies for each kind of unit but the most important factor is the number of citizens living in each unit. Summarizing:

1. Each community receives general subsidy consisting of three independent counted parts: fundamental, educational and compensating.

2. Fundamental part of general subsidy for communities is counted as 1% of total planned incomes of the central budget

3. From the total sum of general subsidies 4% is subtracted as central reserve

4. Each community with tax incomes less than 85% of the average tax incomes per person in the nation receives 90% of difference between per capita amounts (given and the average)

5. The remaining amount is divided amongst all communities in relation to the number of citizens and value of the remaining sum.

6. The educational part of the general subsidy is established as 12,8% of the total planned central budget incomes and divided accordingly to the rules established by Minister of Education. These rules are based on complicated formulas including such positions as number of students and former expenditures.

7. Similar equalizing rules exist in relation to counties and regions.

8. Equalizing in counties and regions is effected trough equalizing part of general subsidies. 

9. The objective of so called compensating part of the general subsidies is to compensate the liquidation of transport tax on personal cars (former own revenue of communities)      

Despite of the fact that the value of general subsidy is created using three different mechanisms, there is not provision what is the detailed purpose of transferred money. Local governments are obliged to fulfill all their tasks (originated form the particular self governance acts for each level of local governments). However it is not decided what part of general subsidies should be spent on current expenditures and what part for capital investment. Below we present mechanism in what way general subsides are used for financing capital investment. 

As it was mentioned in the first paragraph, general subsides are considered as addition to own revenues and the other financial inflows which could be used for financing current activities and capital investment. The procedure of using general subsidies for capital investment is following:

1. The first step is to estimate all financial obligations of local government connected with so-called current activities (e.g. running public schools, children day cares, local transportation, highways maintenance etc.)

2. The second step is to estimate all obligations connected with the necessity of financing of ongoing capital investments as the first priority and capital investment needs for the following year as the second priority. 

3. The following move is the creation of local government income forecast including: general subsidies, allocations, own revenues, allocations and donations form funds,  loans and the other resources.

4. The next step is balancing planned expenditures and planned incomes. It shows surplus or deficit. In the last situation the local government is obliged either to cut expenditures or to indicate additional sources of financing e.g. taking loans or issuance of municipal bonds. 

In fact the whole procedure is very complicated. In 2000 the Gdynia Municipality had to change the annual budget for 2000 12 times, in this 7 times with regard for changes in the central budget incomes. The last change was executed in December 2000. Similar situation took place in other local governments. 

In 2000 the general subsidies constituted 35,6% of the total budgetary incomes of local governments and amounted to 25.858 million of Polish Zlotys (PLN). Accordingly to our estimations they financed 27,61% of total capital investment expenditures, which are, included in local budgets, what amounted to 3.735 million PLN. 

As the principle, the local governments have freedom in spending resources coming form general subsidies after fulfilling obligations connected with current activities. The incomes from general subsidies are matched with the other incomes and they all can be used for capital investment. Investment expenditures of local governments should be included in local budgets. In the most of local governments special capital investment plans are prepared (but it is not obligatory). Budget information is freely presented and available to all interested. Spending is governed by the Act of Public Procurement of 1995, which imposes the use of rules of transparent and honest procedures. Participants of the procurement procedures are allowed to place complaints. 

Below there are presented data on the size of general subsidies for Polish local governments in 2000. These subsidies constituted 35,6% of all incomes of local governments (which totally amounted to 72.609 million PLN. 

Table 5

General subsidies of local and regional governments w mln PLN in 2000

	Subsidies 

(Parts)
	Total
	Communities
	Counties
	Cities with county rights
	Regions

	Fundamental
	1.771
	1.765
	-
	6
	-

	Educational
	19.367
	8.676
	4.689
	5.578
	424

	Compensating
	1.743
	1.228
	-
	515
	-

	Highways
	2.316
	-
	966
	602
	748

	Equalizing
	661
	-
	333
	100
	228

	Total
	25.858
	11.669
	5.988
	6.801
	1.400


Source: Ministry of Finance

Summing up, the mechanisms used in calculating general subsidies allow for equalizing the differentiated tax bases of different local governments in Poland. It is important that 2.432 million of PLN were used in different forms to equalize local development conditions.

General subsidies, as capital investment funding mechanism, generally meet the criteria of compliance with EU standards. Local governments decide what are their main priorities (concentration), include capital expenditures in investment plans (programming), are trying to apply partnership and additionality principle (mostly through matching funds with the other partners). The procedures of using general subsidies for capital investment are also transparent.  

Allocations for capital investment

Appropriated allocations are aimed at financing concrete tasks, which are listed in the Acts of Incomes of Local Governments (for 1999-2000, 2001). The Acts list two categories of appropriated allocations:

1) Allocations due to each local government

· They are targeted at tasks of governmental administration contracted to local governments and the other central government tasks provided by the legislation.

2) Allocations potentially available for local governments; they include:

· Allocations for subsidizing own tasks of local governments

· Allocations for eliminating dangers for security and public order

· Allocations from public target funds

· Allocations for tasks agreed with governmental administration or other levels of administration

· Allocations for social assistance and housing aid

· Allocations for capital investment connected with own tasks of local governments
   

In general, there are not complaints about the first group of appropriated allocations. When local governments are contracted to perform tasks of central administration they have to receive suitable compensation for this performance. In some cases local governments can overtake some central government tasks in return for donation for this purpose (tasks agreed). Also allocations for social assistance and housing aid do not create too many problems (unfortunately they do not cover all expenditures and the central coverage ratio is scaling down). 

More difficult situation exists when the problem of allocations from public funds is concerned. All public funds have very detailed criteria of distributing allocations (it will be described in chapter 3.4.). Serious doubts appear when central government allocations are used for effecting capital investment, which are considered as own tasks of local governments. The criteria included in the Act of Incomes of Local Governments provide for:

· Allocation may not exceed 50% of the total cost of capital investment (80% in education and 75% in high unemployment units) and, 

· Unused allocations should be returned.

Unfortunately, apart form shares’ criteria, there are not any provisions considering eligibility, maximum sizes of allocations, procedures of applying, selection criteria etc. It means that criteria are discretionary and strongly depend on political decisions. Some authors
 maintain that allocations financing own tasks of local governments require political decisions. In this context such allocation could be considered as awards for electoral support. The only positive 

side of such target donations is the fact that they cannot be used for other purposes. 

Table 6 

Target Allocations for Local Governments in Poland in 2000 in million PLN
	Item
	Total Local Governments
	Communities/

Municipalities
	Counties
	Cities with County Rights
	Regions

	Allocations for tasks of governmental administration performed by LG

In this for capital investment
	8839

348
	2501

34
	3071

43
	2912

22
	354

250

	Allocations for own tasks of LG 

In this for capital investment
	5928

1825
	1530

483
	1982

449
	1286

352
	1129

541

	Allocations for tasks agreed with governmental administration

In this for capital investment
	759

111
	120

85
	432

0
	158

0
	49

26

	Allocations for tasks agreed between Local Governments

In this for capital investment
	678

246
	417

53
	57

15
	40

29
	165

149

	Allocations from Public Funds

In this for capital investment
	258

187
	182

132
	33

22
	30

21
	16

12

	Total allocations

In this total capital investment
	16462

2717
	4750

787
	5573

529
	4426

424
	1712

978


Source: Ministry of Finance

Accordingly to the presented data the total amount of appropriated allocations was equal to 16462 million PLN and total capital investment executed from these donations was about 2717 million PLN what constituted about 16,5% of the total value of donations. Appropriated allocations financed capital investment of local governments in 20,1% in 2000. The highest rate of capital investment in total allocations was observed in regions 57,1% and the lowest in counties and cities with county law (below 10%). The highest rate of capital investment was observed in allocations for own task of local governments (which was considered as discretionary).   

Allocations for capital investment meet EU standards only partly. Especially difficult situation exists in relation to allocations for capital investment connected with own tasks of local governments. The selection of beneficiaries in local governments seems to be not transparent. The criteria of including investment expenditures of the given local government to the central budget are discretionary and base on political decisions. These criteria are not known. All other types of allocations generally meet EU standards. 

It is important to underline that the central government can appropriate also allocations for sector purposes. Most of them are distributed on the principle of reducing social costs of economic reforms within the framework of special governmental programs of restructuring mining, steel industry etc. These allocations are only in a slight size used by local governments (3,4% of total sector allocations for capital investment). This issue is addressed in chapter 3.4.

3.2. Local government own revenues and shares in central taxation

Rules of collecting local and regional revenues

Local taxes, like other taxes in Poland are collected by state tax offices. Tax office has 14 days to transfer the due amount of local taxes to Municipality bank account, starting from the day the taxes were paid. Local Authorities (Chairmen of the Board) are authorized to request the quarterly report on the tax revenues, to find out if the taxes were transferred properly. In case of delay, local authorities should be compensated with “penalty interests”, similar to those applied to delayed taxpayers. In case of legacy and gift tax revenues are also collected by tax offices and later transferred to municipality were the property is located. If legacy include property located in different municipalities, revenues are transferred to municipality of testator. Similar solutions are applied to gifts.  

Shares in national taxes are transferred from the tax offices to central budget and later to local  governments. Those transfers should be completed till the 10th day of the next month, after those in which the income taxes were paid. The amount due to municipality is set up on the basis of two indicators.- 0,276 (27,6 share in national taxes) and indicator of compensated share of the all municipal units revenues from national taxes. This allows for scaling down disparities in tax revenues. Mentioned  indicator is set the following way:

A/ Total amount of PIT revenues in given region in the previous year is multiplied by 0,276 and by the percentage of the municipality community inhabitants in the number of the region inhabitants on June 30th, previous year.

B/Total amount of PIT revenues in the  previous year is multiplied by 0,276 and later  by the indicator showing the  share of PIT paid by municipality inhabitants in total amount of PIT

C/ Difference between point B and point A is multiplied by 0,75

D/ The amount set up in point B is later compensated by the amount set up in point C

E/ The quotient of the amount set up in point D and total amount of municipality share in  PIT revenues is finally calculated.

Shares in Corporate income tax are not calculated that way. Municipalities obtain 5% of the CIT from the companies located on their territory. However not only location of the head office is considered but also location of all plants. If part of the plants is located in different municipalities, also part of CIT goes to these municipalities. The share for each municipality is set on basis of the share of the number of employees in given plant as compared to the total number of company employees.

Stamp duty fees are collected by designated point and later transferred directly to the bank account of the municipality. Administrative fees are paid in cash or by bank transfers directly to municipalities or communities.  

Criteria and procedures 

Own revenues remain the main source of capital investment , covering 32,65% of its costs. Local self-government units, own revenues and shares in national taxes can be spend accordingly to the budget plan, which has the form of  the local law.  Law on public finances, dated November 26th, 1998 precise the procedures for the budget construction. Project of the regional/local budget should be prepared by the  unit board and send for opinion to Regional Accounting Chamber, which supervises finances of regional/local authorities till November 15th each year. Opinion of the Chamber should be presented to local council, which accepts the budget in the form of resolution. The whole procedure of passing the Budget  Resolution should be completed till the end of the year and in some special cases not later till the end of March next year. Local/regional council (Rada or Sejmik) has limited possibilities to implement the changes. It can not introduce the changes, which decrease the revenues or increase the expenses without acceptance of the local government Board. 

Budget Resolution precise incomes divided by main sources and expenses divided by designated groups of expenses, like e.g. transportation, communal services, housing, health care, social assistance, public safety and others. Besides short-term investment expenses included in given group of expenses. Budget precise also long-term investment programs, with specification of all planned programs. Supplement to Budget Resolution should describe name of the investment program, its objectives and tasks which would be financed from the budget, name of the administrative unit responsible for the program, time schedule and total cost of the program, cost of the program in next two years. Budget resolutions in next years should include financial resources in the amount necessary for its execution and timely accomplishments. Investment program can be reduced or postponed by resolution of the local/regional parliament. 

Accordingly to the Polish law, investment spending, like all other spending should be made efficiently, with achieving best results, comparing to expenditures, in a way which allows for timely accomplishments of investment program and fulfillment of the obligations.
 The last statement is especially important for companies, involvement in investment program of the local authorities. According to the law, investment program should have not been started without assuring financial resources for its execution. However in practice this obligation is not always meet.

Investment expenditures should be made on the basis of the Law on public procurement According to the last amendments to the Law only relatively low expenditures, up to 3000 EUR are excluded from the tender procedures. Companies executing larger investment contracts should be selected in open tenders.  If the investment contracts do not exceed 30 000 EUR contractor can be selected in so call limited tender, where only selected number of organizations are invited. This procedure can be also applied, if the specific character of investment is limiting the potential number of companies, which can accomplish it. If the open tender procedure not selected executing company, special, two phases tender can be organized. During the first phase companies can provide the offer without price. During the second phase negotiations are conducted with limited number of companies. In case the tender was canceled due to the lack of sufficient number of offers or if there is urgent request for contracting good or services tender procedure can be replaced with negotiations, assuring competitive conditions.
 Offers of the companies interested in participating at the public procurement process are selected by Committees, composed of the representatives of local administration. In many cases, lack of experience of its members create the problems with selection of the most appropriate offer. Thus lead to lower effectiveness of public spending on investment on local and regional level.

Fixed and flexible expenditures

Local and regional budget should reflect first of all its functions and should include the sources for covering the costs of designated tasks. In case of municipality/community the list of tasks includes:

· social assistance including care for disabled and poor persons, assistance to homeless, 

· primary healthcare services, medical care to elderly persons, medical care during maternity, 

· land management and planning, 

· elementary education,  

· local public transportation, maintenance of municipality roads, bridges and squares, 

· water mains, sewage systems, electricity and heat supply, 

· housing, 

· support to local culture and sport,  

· public safety, functioning of the local guards, voluntary fire departments, 

· public markets, 

· maintenance of municipal buildings and public facilities. 

Generally municipality is responsible for responding to basic needs of the citizens.

Counties are responsible for the tasks, which due to their complexity or costs can not be efficiently fulfilled by municipality or community. They are responsible for:

· The  functioning of the Family Assistance Centers, Social Care Houses 

· Maintenance of county roads, 

· Construction supervision, land and building register, water management, environmental protection issues

· High school education, running of the orphanages,  

· Support to disabled persons,

· In the area of public safety, maintenance of police and fire stations, 

· Support to cultural institutions, with activities focused on larger are than municipality. Maintenance of historical monuments, 

· functioning of the public health care institutions financed by Health Funds, 

· Protection of wild life, 

· Functioning of the labor market and assistance to unemployed, 

· Protection of the consumers rights. 

· Maintenance of county public facilities

Regions are responsible for regional economic development, and thus include expenditures for elaboration of the regional development strategy, development of the regional infrastructure, investment promotion, support to businesses. 

Fulfillment of the designated tasks and development of community wellbeing, besides covering current expenses, require also investment program. Some of the municipalities and counties have elaborated local development strategies, which show the directions of the local development, like e.g. tourism, which requires investments in sewage treatment system, development of local infrastructure, necessary for building, construction of the public baths, pools etc. Focus on e.g. food processing industry requires investment in infrastructure, development of agriculture commodity exchange, water sewage system etc. Elaboration of the local development strategy is not required by the Law, however it is very useful for planning further investment. 

Local/regional authorities are independent in their budgetary decision and it is up to their discretion to decide what part of the revenues would be spend on investment. Since the municipality budgets in Poland vary between less than $ 100 000 and $400 millions, the amount, which can be spend on investment depend also on the size of the budget. Larger municipalities have also long term investment program, like e.g. Poznań, which reserved nearly 50 million dollars for long term investment programs. Small municipalities, with poor population spend only a few percent of the budget on investment and do not plan long term investment programs. In every case decision is made by local council on the basis of materials, elaborated by the unit board. 

Main problems in effecting capital investment

The main problems in effecting capital investment from local governments incomes are too low revenues comparing to the needs. Local authorities are obliged to cover currents expenses, related to designated and described above tasks, including especially salaries and other personal costs. During first six month of current year (2001) salaries and related social tax costs amounted to 51,1% of all current costs in municipalities budgets.  The cost of salaries amounted also to 79,9% of the municipalities own revenues in first half of 2001. 
 After covering current expenses, local governments are free to decide, what kind of investment would be included into the budget.

Besides the lack of sufficient funds, after covering current expenses, some problems are created by the lack of development strategies and long term investment programs. Strategies generally include vision of the municipality, county or region in the perspective of 10-20 years. Elaboration of the strategy is not compulsory for municipality and county
 and its related to significant costs ($10 000 and up). Therefore only part of the local governments elaborated development strategies. Municipalities have also limited knowledge how to prepare long-term (4-6) years investment programs, which should include identification of investment needs, list of investment priorities with estimated costs. Lack of development strategies and investment programs for all local government units results in lower interest in capital investment and in lower effectiveness of investments. 

We can say that local/regional governments use the EU Structural Funds principles to some extend. Their legal duties and situation of the particular community/municipality or region determine their criteria, procedures and decisions for investment spending. Whole process is more transparent and conformable to programming and partnership principles if the regional strategy exists. As we stated above, there is no obligatory for the local authority.

3.3. Local government borrowing

Local government borrowing is considered as one of the most growing section of capital investment financing of local governments in Poland. Accordingly to our estimations 17,6% of total capital investment of local governments was financed through borrowing, amounting to 2378 million PLN. This amount was divided at 1648 million PLN of bank credits, 503 million PLN of non-bank loans, and 227 million PLN of municipal bonds. These sums were calculated on basis of yearly increase of banks credits (new credits minus repayments of old credits), non-bank loans (mostly form public target funds) and municipal bond (new issues minus repayment of old issues). Total debt of local governments in Poland amounted to 9.377 million of PLN and was constituted of domestic debt with only 229 million PLN of foreign debt. 

The Act of Public Finance of 1998 is the deciding act on the local governments borrowing in Poland. The Act provides that the deficit of local governments budgets should be covered form: sales of securities issued by local government, bank credits form Polish banks, loans, privatization incomes and surplus form previous years. The Act provides that the ratio of repayments of credits, loans and other similar sums should not exceed 15% of the planned annual incomes of the local government and 12% when total public debt is higher than 55% of PNB.  Another provision of the Act of Public Finance provides that the total debt of local government should not exceed 60% of the total planned budgetary incomes for the given year. Regional Accounting Offices perform the monitoring over the reality of the budgetary forecasts. Apart from these provisions there are not any obstacles for local governments borrowing. At the end of 2000 the total debt of local governments constituted 12,9% of their incomes. It means that, accordingly to the Act, there is significant potential for further indebting. The mentioned ratio was however diversified accordingly to different units of self-governments. Cities with county rights have average ratio of 17,3%, communities/municipalities have average ratio 14,8%, counties 3%, and regions 2,8%. Regions and counties were created only form January 1st 1999 and these low ratios are caused by the short period of operation. With regard for the fact that cities with county rights overtook some tasks form governmental administration, it caused that their incomes significantly increased from 1999, and this increased the potential for indebtness. 

Bank credits 

Bank credits are considered as the major source of capital investment financing by local governments. The collective data of Finance Ministry presents the Debt of Local Governments at the end of the fiscal year. It means that the most of short term bank loans are not included (they are repaid). It means that the long-term debt is dominating. The total amount of due bank credits amounted at the end of 2000, 4.581 million PLN with 94,7% of long-term credits. The expenditures financed form long term debt can be considered as 100% capital investment. When local governments intend to finance current activities they should repay credits before ending the fiscal year. Therefore all long-term bank credits should be considered as developmental financing. Besides, banks provide long term credits only under condition that resources are used for long term purposes – mostly capital investment.  

Bank credit for local governments are distributed on basis of general Banking Law which requires creditor to grant a credit under condition that a debtor has a potential to repay a credit and has got legal collateral for credit and interest. Local governments have different collateral potential. The highest potential is performed by cities with county rights (joined competences of community and county). They possess the highest property including: housing, community buildings, community grounds and the other assets. Regions and counties possess the lowest potential. These local government units have the least sellable property in opposition to communities and cities with county rights. 

There are not any special legislative limitations (apart form the Act of Public Finance and general rules of Banking Law) to spend resources coming form bank credits for capital investment. Expenditures for this purpose are subordinated to Act of Public Procurement, which contains rules allowing for transparent and honest public spending practices. Resources from bank credits are mostly used for improving road infrastructure and the purchase of means of public transportation (buses, trolleys, etc.). Other directions of expenditures backed by bank credits are very rare. The most of bank credits is taken in Polish currency and the basic rule for interest is accepting the market interest of 52-week treasury bonds or the Warsaw inter bank interest rate (WIBOR). With regard for the fact that the interest on 52-week treasury bonds was relatively high in 2000 (15-17%) and the same situation happened with WIBOR several local governments decided to take domestic credits denominated at foreign currency at Polish banks with rates based on FIBOR or LIBOR. However credits were only denominated in foreign currencies but they were paid in zlotys. In general local governments in Poland are very conservative and, opposite to businesses, are very reluctant to use foreign currency credits. Unfortunately there are not data on the size of domestic currency credits denominated into foreign  (with foreign interest rates). 

Non-Bank Loans

Non-bank loans are the second important borrowing tool used by local governments. The most of these loans comes form public target funds (especially form the National Fund for Environmental Protection). Most of these loans have preferential character. The rules and criteria of these loans are described in chapter 3.5. In 2000 the net increase of non-bank loans for local governments in Poland amounted to 503 million PLN. The loans had in 98,7% a long-term character, what showed that they were used for long-term purposes (mostly for direct investment). 99,9% of non-bank loan was domestic. The total indebtness in this form amounted to 2.788 million PLN at the end of 2000. 

Because of the fact that the most of non-bank loans had preferential character they were very popular and they were considered as high priority financing tool. Sometimes granting donation form the target fund could be subordinated to taking a loan. In the last years there is tendency observed that public funds prefer to grant preferential loans instead of target donations. It increases the debt burden on local governments in Poland. 

Municipality bonds 

Municipality bonds are considered as the fastest growing method of local government borrowing. However this form of borrowing is still the third one (after bank credits and non bank loans). Accordingly to our estimations, in 2000 municipality bonds financed 227 million PLN of capital investment of local governments in Poland. It constituted about 1,7% of total investment expenditures of local governments. The total indebtness of local governments in this form of financing amounted to 957 million PLN at the end of 2000. It was approximately 5 times lower than in case of bank credits and about 3 times lower than non-bank loans indebting. However these figures can rapidly change at the end of 2001. This is caused by the fact that in 2000 and 2001 numerous local governments reported intend to issue municipal bonds. Accordingly to the Association for the Economic Development of Communities in 1999, there were 53 projects of municipality bonds issuance amounting to 1051 million PLN in operation, in 2000 there were 71 projects with amount of 1182 million PLN and in 2001 there were 113 projects with amount of 1770 million PLN. About 70% of increase in 2 years creates a rapid progress. Below we present data of Association on Municipal Bonds Issuances in 2000. 

Table 7 

Issuances of Municipality Bonds in Poland in 2000 (values in Million -  M)

	Item
	Up to 5 M
	5- 10 M
	10-100 M
	Above 100 M
	Total

	Number of issuances
	33
	16
	20
	2
	71

	Total value
	83,45
	101
	652,3
	344
	1180,75

	Average value in M
	2,53
	6,31
	32,6
	172
	13,46

	Ratio of number
	46,5
	22,5
	28,2
	2,8
	100

	Ratio of value
	7,1
	8,6
	55,2
	29,1
	100


Source: Association for the Economic Development of Communities

Data included in the table show that  the average of municipality bonds issuance amounted to about 13 million PLN in 2000. Small issuances prevail, however there are some large (in relative terms) issuances. In the second part of 2000 and 2001 the following issuances were announced by local governments:

City of Bydgoszcz  - 159 million PLN (08/2000)

City of Nysa  - 3,9 million PLN (12/2000) 

City of Rzeszów - 20 million PLN (01/2001)

City of Lublin - 100 million PLN (01/2001)

Region of Wielkopolska – 54 million PLN (02/2001)

City of Tczew – 15 million PLN (03/2001)

Community of Murowana Goslina – 6,6 million PLN (03/2001)

Region of Małopolska – 70 million PLN (04/2001)

City of Leszno – 30 million PLN (04/2001)

Community of Kransobród – 0,3 million PLN (06/2001)

City of Szczecin – 60 million PLN (07/2001)

City of Szamocin – 7,5 million PLN (07/2001)

Region of Podlasie – 30 million PLN (07/2001)

City of Piekary Śląskie – 20,55 million PLN (08/2001)

County of Świecie – 14 million PLN (08/2001)

City of Wałbrzych – 35 million PLN (08/2001)

City of Poznań – 105 million PLN (08/2001)

The list of municipal bond issuance shows that the major group is constituted form cities, especially of cities with county rights. However, it should be noticed that beginning with 2001 new units of self-governments (apart form communities and cities with county rights) appeared on the bond market.

Municipality bonds are considered as very comfortable tool for capital investment financing (mostly for highways, new transportation means, municipal housing development and reconstruction of downtowns). In some cases municipality bonds allowed for receiving preferential loan or even donation from public funds, which required a certain portion of own input of local governments. In this sense municipality bonds leveraged the potential for raising funds by local governments. The legal possibility of municipal bonds issuance was created by the Act of Bonds, 1995 which allowed local governments to issue bonds
. The Act allowed for closed issuances by local governments with participation of up to 300 purchasers with relatively simplified regulations. Therefore all issuances (except of Ostrów Wielkopolski) had closed character. Only one city decided to issue open market municipality bonds what required the acceptance of the Commission for Exchange and Securities. However this trek was also passed.

Bonds are mostly purchased by banks and insurance companies which carefully check the financial standing of the issuer. Usually a local government willing to issue bonds looks for issuance agents. In Poland the role of issuance agents and underwriter of municipality bonds is played by banks. Two banks play key role in this process PKO BP and PEKAO SA. Other banks are also involved in bond markets as issuance agents, purchasers or issuance underwriter. The municipality bonds’ market is one of the most promising tools to finance capital investment by local governments in Poland. Several Polish cities received rating marks  (scoring) for municipal bonds from international rating agencies. It makes easier to issue bonds for them. 

Local government borrowing should be considered as financing source allowing for better performance of partnership and additionality principles. When governmental agency requires own commitment of the local government, borrowing can substitute this requirement. Criteria which limit the total amount of indebtness and debt service costs reduce the bankruptcy risk (up to now none local government bankrupted). Also transparency principle is used in full range: bond issuance agents, and other financial institutions are selected accordingly to the rules of public procurement law.

3.4. State budget donations for sector purposes

The state budget donations for sector purposes partly are based on EU Structural Funds key principles. The most important rule of these donations is to meet state duties to the citizens and to diminish the severity of state reform social costs. The amounts for sectors according to the first principle – concentration – were spend on converting the regions affected by industrial decline, promoting rural development, modernization of education system etc. The governmental sector programs fulfil the second principle – programming – as they are long-term carefully planned programs. However they do not always meet the partnership principle (e.g. restructuring of coal mining and metallurgy programs are not based on partnership). Not all projects that are eligible for state budget donations have to be co-financed from the another sources. 

The state investment expenditures in specific sectors depend on the government decision. Annual state budget law involves the sums for specific tasks. Donations for sector purposes can be formulated in various budget lines: in subsidies for financing of some tasks, in objective allocations, in subsidies for public companies investment, in subventions for regional/local governments. If the minister is public funds disposer, the minister determines specific rules and procedures of distribution these funds with decree. The sum for special sector programs can be formulated directly in annual state budget law, for example: for coal mining reform or metallurgy restructuring.

Table 7

Planned capital investment  expenditures in 2000 of the central budget.

	Sector
	Planned capital investment  expenditures in 2000

in thousand PLN

	Industry
	11 800

	Construction
	130

	Agriculture
	111 584

	Forestry
	2 841

	Transport
	1 012 221

	Communication
	63 950

	Domestic trade
	938

	Miscellaneous material services
	10 235

	Municipal economy
	282 621

	Housing economy and intangible municipal services
	1 016

	Science
	436 080

	Education 
	135 670

	Higher education
	394 616

	Culture and art.
	55 629

	Health care
	1 164 964

	Social welfare
	61 972

	Physical education and sport 
	58 540

	Tourism and recreation
	1 174

	Various activity
	13 865

	State administration
	304 232

	Administration of justice and prosecutor’s office
	285 999

	Public safety
	179 534

	Finance
	-

	Social security
	2 279

	Donations for economic tasks financing 
	-

	Various accounts
	2 092 332

	National defence
	1 658 525

	Offices of government administration bodies, supervising and justice bodies
	121 559

	Total
	8 464 306


Source: Own study based on information from the Finance Ministry

Accordingly to the data included in the above table, the most important sectors receiving central budget allocations in 2000 were: transportation (mostly new highways construction), health care (construction of new medical centers and hospitals), national defense (different expenses), education  (mostly university level), science (scientific equipment). The sector capital investment expenditures of Polish government in 2000 amounted to 5 307 million PLN and they were lower than capital investment expenditures  of local governments 13 532 million PLN and infrastructure companies 19 458 million PLN. 

The capital investment expenditures in 2000 from the central budget were executed in the amount of 7.428 million PLN, i.e. 88,7% of the plan after changes and were lower by 0,5% then in1999. 

Table 8

Discipline of Budgetary expenditure on capital investment

	Specification
	Budget law 2000
	Plan after changes
	Execution 2000
	4:3

in %

	
	in thousand PLN
	

	1
	2
	3
	4
	5

	Total 

     of which:
	8.464.306
	8.370.576
	7.427.748
	88,7

	     State budget donations
	5.022.183
	5.787.473
	5.307.564
	91,7

	     Regional/local governments

     Donations
	1.349.791
	2.302.239
	2.120.184
	92,1

	     Property reserve
	2.092.332
	280.864
	-
	-


Source: Own study based on information from the Finance Ministry

The data included in the table above show that the discipline of effecting capital investment expenditures is not high. Central budget  allocations with had sector character  were spend in 91,7% of the planned sum. In another aspect state pro-development expenditures in 2000 amounted 9% of total state expenditures and amounted 13.613.889 ths. PLN.

Table 9

Pro-development expenditures of the Polish budget

	Specification:
	Execution

1999
	Budget law

2000 
	Plan after changes
	Execution 2000
	5:4
	5:2

	
	in thousand PLN
	in %

	1
	2
	3
	4
	5
	6
	7

	Pro-development expenditures

       of which:
	13.613.889
	12.519.459
	14.195.756
	13.569.300
	95,6
	99,6

	· Road construction and modernization
	627.87-
	690.885
	877.670
	876.870
	99,9
	139,7

	· Communication infrastructure
	768.722
	793.739
	906.819
	834.083
	91,9
	105,1

	· Export promotion
	25.839
	42.748
	42.719
	42.719
	100,0
	165,3

	· Restructuring programs, 

of which:
	1.490.993
	1.826.500
	1.776.500
	1.612.185
	90,8
	108,1

	- coal mining
	1.451.003
	1.786.500
	1.736.500
	1.575.031
	90,7
	108,5

	- metallurgy
	39.990
	40.000
	40.000
	37.155
	92,9
	92,9


Source: Own study based on information from the Finance Ministry

The pro-development expenditures of the Polish budget are significantly higher than capital investment expenditures of the central budget (they contain the amount of 5 307 million of sector capital investment). It means that significant amounts were used to reduce social costs of economic transformation (especially in mining and in metallurgy).

3.5. State agencies donations, preferential loans and grants

3.5.1. The National Fund for Environmental Protection and Water Management 

The National Fund for Environmental Protection and Water Management (Narodowy Fundusz Ochrony Środowiska i Gospodarki Wodnej)
 is the largest institution financing environmental protection projects in Poland. The mission of the Fund is to provide financial support for undertakings of a national or interregional scale. The National Fund was established on the basis of an amended Act concerning the shaping and protection of nature created on April 27 1989. It began operating on July 1 that same year. The National Fund’s objectives and scope of activities are defined by the following acts:

· The Protection and Shaping of the Environment Act

· The Water Act

· The Geological and Mining Act

The projects financed by National Fund have been described in the "National Environmental Policy" adopted by the Polish Parliament in 1991 and specified in the "Implementation Program for the National Environmental Policy by the year 2000". Their implementation is supervised by the Minister of Environmental Protection, Natural Resources and Forestry.

Activities of the National Fund are controlled by a Supervisory Board composed of fifteen members, who decide on the direction of the National Fund’s development, approve the terms of granting financial assistance, receive reports on current activities, ratify the budget and ratify financial support for projects exceeding 300 000 EURO. The day to day operations of the National Fund are co-ordinated by the Management Board, which represents the Fund, decides on project financing priorities and manages co-operation with regional funds.

The assistance of the National Fund is allocated for pro-environmental undertakings, which are specified in the following priority programs:

· Water pollution control

· Water management

· Protection of the atmosphere

· Land pollution control

· Forestry

· Protection of nature and landscape

· Geology

· Mining

· Environmental education.

In particular, the priority is given to those undertakings, the implementation of which is the consequence of the need to meet Poland’s commitments towards the European Union with regard to the harmonisation and implementation of European Union law, related to the negotiations in the area of "environment" for the Republic of Poland’s membership of the European Union.

The National Fund for Environmental Protection and Water Management (NFOŚiGW) provides the following assistance:

· loans (may have preferential interest rates in relation to the bill of exchange rediscount rate (b.e.r.r) determined by the NBP)

· credits 

· interest subsidies to preferential credits and loans granted by banks from their own funds

· donations.

Criteria for granting loans 

The interest rates are determined in relation to the bill of exchange rediscount rate (b.e.r.r) announced by the National Bank of Poland. In the case of a loan granted to the capital city of Warsaw and to Warsaw local communities, the interest rate of 0.5 b.e.r.r p.a. is applied; in the case of countries  the interest rate is 0.2 b.e.r.r p.a.; whereas in cities with the rights of county it is between 0.1 and 0.5 b.e.r.r. p.a. depending on the total budgetary income per inhabitant. The total income of the country  and the municipality/community generated in the budgetary year preceding by two years the year of consideration of the application is adopted as the total budgetary income. The interest rate is in accordance with the table below:

	PRIVATE
  Intervals 
	Percentage of total cities with the right of a country 
	Total budgetary income per inhabitant (in PLN)
	Interest rate (b.e.r.r.) p.a.

	I
	15
	no more than 1652
	0.1

	II
	40
	1653 1971
	0.2

	III
	35
	1972 2188
	0.35

	IV
	10
	> 2188
	0.5


Source: Data of National Fund

The interest rates on loans granted to municipalities and communities  is between 0,1 and 0,45 b.e.r.r. p.a. depending on the total budgetary income per inhabitant generated in the budgetary year preceding by two years the year of consideration of the application is adopted as the total budgetary income. The interest rate is in accordance with the table below:

	PRIVATE
 Intervals 
	Percentage of total communities and municipalities 
	Total budgetary income per inhabitant (in PLN)
	Interest rate (b.e.r.r.) p.a.

	I
	15
	no more than 1006
	0.1

	II
	40
	1007 1133
	0.1

	III
	25
	1134 1270
	0.2

	IV
	13
	1271 1511
	0.3

	V
	7
	> 1511
	0,45


Source: Data of National Fund

In the case of particular investments, the interest rate of a loan may be lower and may amount to: 

· 0.4 b.e.r.r. p.a. in the case of loans granted for undertakings related to the protection of water and water management, waste management, reclaiming of land, protection of forests ands silviculture, as well as elimination of low emissions; 

· 0.5 b.e.r.r. p.a. in the case of loans granted for undertakings related to the equipment and systems of protection against noise, utilization of renewable sources of energy and development of control and measurement apparatus used for the purpose of environmental protection and water management;

· 0.4 – 0.6 b.e.r.r. p.a. in the case of loans granted under credit lines established after 1 January 2001 from the funds of the National Fund;

· 0.6 b.e.r.r. p.a. in the case of loans granted for undertakings aimed at: changing, for a less harmful one, technology constituting a hazard for the environment, development of the production of equipment and products used for the purpose of environmental protection and water management, rationalization of the use of energy and water, restriction of the emission of pollutants into the air, prevention of pollution and the waste production, including the introduction of clean production and sulfur removal from minerals used to produce energy;

· 0.7 b.e.r.r. p.a. in the case of loans granted for the start-up and development of the production of products with lower levels of noxiousness for the environment. 

The interest rates on loans may be lower than those mentioned above, at the request of the entrepreneur. 

The subsidy granted in the form of a loan or donations may not exceed 70% of costs of the undertaking, with a possible grace period of up to 12 months calculated from the date of completion of the particular undertaking, specified in the contract, on the date of conclusion of that contract. The period of credit applied in the case of loans is up to 15 years.

A loan granted from the funds of the National Fund may be partially redeemed at the request of the borrower if: the undertaking has been completed no later than the deadline specified in the contract, the material and environmental effect determined in the contract has been achieved, at least 50% of the principal and interest has been repaid within deadlines specified in the contract, and the borrower has fulfilled the obligation to pay charges and fines and other liabilities towards the National Fund. Moreover, the borrower shall use the redeemed amount of the loan for an environmental undertaking, and the amount of the redeemed amount may not exceed 75% of the planned costs of the undertaking for which it will be allocated. The redeemed amount shall be up to 15% of the amount of the loan granted. Credits of up to PLN 100,000, granted from the funds of the National Fund under credit lines, shall not be redeemed.

Criteria for granting donations (appropriated allocations)  

Donations may be granted also to budgetary units, hospitals, schools, welfare homes, and other organizational units conducting activities within the field of health protection, prevention, social welfare, education, culture, and protection of monuments and the landscape. The amount of the donation depends on its purpose and on the total budgetary income per inhabitant in the local government unit applying for the donation, and is granted for up to 30% of the investment costs of the undertaking.

The awarding of the donation depends on whether the applicant is fulfilling the obligation to pay charges and fees constituting the income of the National Fund, as well as other liabilities specified in contracts. The donation is granted on the basis of an agreement and it does not concern completed undertakings. 

Loans, credits, subsidies to interest or donations from the funds of the National Fund are awarded for purposes specified in the Act of 31 January 1980 on the Protection and Shaping of the Environment (uniform text in Journal of Laws of 1994 No. 49, item 196, as amended) in accordance with the priorities and rules of granting financial assistance from the funds of NFOŚiGW. A procedure for choosing the best projects from all of the available applications submitted to the National Fund was introduced in 1998.

All applications for donation are subject to evaluation from the point of view of completeness, and to environmental/technical as well as financial evaluation. As a result of the evaluation, those undertakings are selected which are the best prepared and which provide the best environmental effect, and a ranked list of undertakings to be subsidized is created, with the best undertakings listed first. The final shape of the agreement is subject to negotiation. If the terms of the subsidy are not accepted by the applicant, the application is rejected due to the applicant’s withdrawal. Decisions concerning the subsidising of particular applications are made by the Management Board of the National Fund in the form of a resolution. If the amount of subsidy exceeds EUR 1 million in the case of a loan, or EUR 500,000 in the case of a donation, the decision of the Management Board of the National Fund requires the approval of the Supervisory Board. Then, a contract is signed. The commitment of the National Fund to pay out the funds is established after the conclusion of the civil-law contract, on terms specified in that contract.

The National Fund controls the way in which the financial means are spent by the applicants who received them. The implementation of an agreement, signed by an applicant when granted financial assistance, is scrupulously supervised by highly qualified staff. The implementation of the agreement is controlled from both the financial as well as the environmental point of view. Usually, funds for subsequent phases of the investment are transferred only after the previous ones have been accounted for and completed. Every modification of the project time table or expense plan requires the consent of the Fund’s Management Board. In cases where inconsistencies in the implementation of the project have been noticed, the agreement may be revoked and the granted financial resources returned to the National Fund. Efficient control mechanisms guarantee that public funds are spent in strict accordance with approved procedures.

Table 10

The number of loans and donations granted by the National Fund between 1990-1998

	PRIVATE
Year
	1990
	1991
	1992
	1993
	1994
	1995
	1996
	1997
	1998
	Total

	Agreements - total
	117
	360
	630
	519
	1038
	1266
	937
	576
	517
	5960

	Loans
	43
	230
	267
	157
	186
	235
	234
	106
	117
	1575

	Subsidies
	74
	130
	363
	362
	852
	1031
	703
	470
	400
	4385


Source: Data of National Fund

Table 11

The amount of loans and donations granted by the National Fund between 1990-1998 in millions PLN

	PRIVATE
Years:
	1990
	1991
	1992
	1993
	1994
	1995
	1996
	1997
	1998

	Expenditures – total
	8,2
	116,8
	279,3
	316,9
	472,9
	815,0
	1089,3
	1019,9
	914,3

	Loans
	6,2
	106,9
	239,4
	260,7
	346,7
	647,1
	846,3
	781,8
	709,2

	Subsidies*
	2,0
	9,9
	39,9
	56,2
	126,2
	161,9
	243,0
	238,1
	205,1


*excluding supplements for interests on preferential credits and remissions.
Source: Data of National Fund

Table 12

Expenditures of the National Fund between 1990-1998 for pro-environmental projects according to fields of activities in millions PLN

	PRIVATE
Field of activities
	1990
	1991
	1992
	1993
	1994
	1995
	1996
	1997
	1998
	Total

	Protection of the atmosphere
	2,8
	57,4
	94,2
	149,4
	171,2
	425,1
	395,8
	333,9
	281,0
	1910,8

	Water protection and management
	4,6
	46,7
	139,3
	109,5
	192,6
	270,6
	445,0
	425,6
	465,6
	2099,5

	Land pollution control
	0,2
	8,7
	15,5
	19,3
	34,5
	44,8
	52,0
	92,5
	56,0
	323,5

	Protection of nature
	0,6
	1,2
	5,6
	9,5
	28,3
	27,6
	31,2
	38,4
	40,5
	182,9

	Monitoring
	-
	1,9
	10,9
	15,8
	16,0
	9,7
	11,1
	9,4
	9,6
	84,4

	Environmental education
	0,1
	0,7
	2,0
	3,8
	4,1
	9,7
	16,8
	17,7
	15,4
	70,3

	Environmental hazards
	-
	0,1
	11,7
	9,6
	26,2
	27,5
	42,5
	47,2
	17,9
	182,7


Source: Data of National Fund

Expenditures of the National Fund in 1990-1998 for pro-environmental projects according to fields of activities amounted to a total of 5,486.8 million PLN.

The environmental effects of the National Fund’s activities created as a result of agreements concluded between 1990-1998:

· Protection of the atmosphere

· Water pollution control

· Water management

· Land pollution control

The diminishing of the regional disparities is not the main priority of the Fund, as it is focused mostly on ecological effect. However we can say, that Fund’s activity leads to equalisation of the region development levels indirectly. Generally the rules for granting loans, donations/allocations used by Fund are consistent with EU Structural Funds principles, especially with programming, partnership and additionality. The concentration principle is realised by focusing on less developed communities, municipalities or cities when the loan is awarded. Transparency is assured as the ranking list of the “best projects” is created and announced.  “The best” means projects, which  assure best combination of price and ecological and material effect. 

3.5.2. Agency for Restructuring and Modernization of Agriculture

The Agency for Restructuring and Modernisation of Agriculture (ARMA, Agencja Restrukturyzacji i Modernizacji Rolnictwa)
 is a leading governmental institution in Poland whose mission is to support measures to accelerate the process of structural transformations in agriculture and rural areas. The Agency was established in 1994 based on the provisions of the Law of 29 December 1993, which together with other legal acts, provide for ARMA's main activities covering the support for: 

· investment in agriculture, agri-food processing and services for agriculture, 

· measures to create new jobs in the off-farming sector for inhabitants of rural areas, 

· development of technical and production infrastructure in rural areas, 

· improvement of the agrarian structure, 

· investment related to the establishment of commodity exchanges and wholesale markets, 

· measures to enhance or change qualifications by rural areas inhabitants, to upgrade agricultural advisory services and agricultural information and to implement and disseminate accountancy in farm holdings. 

The Agency is headed by the President appointed by the Prime Minister of the Republic of Poland upon the motion of the Minister of Agriculture and Rural Development and the Minister of Finance. The President's consultative and advisory body is the Agency Council. 

The Agency for Restructuring and Modernisation of Agriculture was established following the model of similar institutions operating in EU member states and it performs its tasks by providing payments reducing interest rate on credits given by banks, providing credit guarantees and guarantees of repayment of banking loans and credits. 

The common feature of all kinds of Agency's financial assistance, i.e.: payments to interest rate on investment and working-capital credits provided by banks from their own funds, guarantees and securities of repayment of banking credits, participation in financing investment projects related to technical and production infrastructure in rural areas, co-financing measures to enhance and change professional qualifications by rural areas inhabitants, is to combine public funds, managed by the Agency, with investor's own funds. This rule has contributed to effective utilisation of public funds and provision of borrowers' funds. 

ARMA's financial assistance, regardless of its form, provided from the national budget funds is always a supplement to investor's own funds as financial resources transferred by the Agency support and do not replace investor's own funds. 

Furthermore, ARMA offers financial aid for measures to create alternative sources of income in rural areas, to enhance or change qualifications and to create new jobs for the rural population without the necessity of changing residence in rural areas. It also provides support for the construction of technical and production infrastructure in rural areas. 

In addition to investment projects in agriculture, agri-food processing and services, credits may also be granted for the establishment and organisation of farms by young farmers, for the purchase of agricultural land and for the establishment and organisation of farm holdings under the agricultural settlement program. 

The main form of ARMA's assistance is supplementary coverage of a portion of interest  on investment credits to implement projects in agriculture, agri-food processing and services for agriculture. Credits are provided by banks from their own funds in accordance with the banking law in force, based on detailed rules developed by the Agency and accepted by the Ministry of Agriculture and Rural Development. There has been a great interest in preferential credits. 

Between 1994 and 2000, banks co-operating with the Agency concluded about 226,000 credit agreements (with Agency's supplementary payments to interest rate) for the total amount of PLN 10 103 million (around EUR 2714 million), out of which 75,000 (33.2%) credits were provided from main investment credit lines. 74,000 (32.7%) credits were provided for establishment and organisation of farm holdings by people aged below 40 years and 52,700 credits (23.3%) for the purchase of agricultural land. 

A large group of ARMA's financial assistance recipients are farm holdings, agri-food processing plants, entities rendering services for agriculture and operators interested in creating new jobs in rural areas. In addition, ARMA provides assistance for communities (communes) involved in implementing projects related to technical and production infrastructure in rural areas, universities, schools, agricultural advisory services centres, units involved in education or advisory services for the food sector and operators setting up agricultural commodity exchanges and wholesale markets. 

ARMA's financial assistance accelerates structural transformations in agriculture and agri-business by contributing to the improvement of quality and effectiveness of agricultural production, enhancement of its competitiveness on the domestic and foreign markets and supports preparations of Polish agriculture for integration into the EU. 

The procedure of applying for a loan usually provides for the development of a business plan of the undertaking, submission of an application for a loan to the Bank cooperating with ARMR, together with the business plan of the undertaking and other documents required by the Bank, and, finally, obtaining a positive opinion from the Agricultural Advisory Centre (Ośrodek Doradztwa Rolniczego) competent for the place of implementation of the undertaking. 

In the case of a surety or guarantee, during the period of duration of the surety or guarantee, the entity on whose request the surety or guarantee was granted is obliged to forward periodic statements and reports as well as documents and information necessary for the assessment of its financial and economic situation to the Agency. 

The role and significance of the Agency in supporting undertakings accelerating structural changes in agriculture and in the rural areas, explains why in the last years the great majority of budgetary grants for investments in agriculture and food economy were and are still transferred to the beneficiaries through the Agency. The scale of the financial aid realised by ARMA can be illustrated by the level of expenditures which in the previous 4 years (1997-2000) amounted on the year's average to PLN 1 661 million, including PLN 1 142 million for the basic activities. Detailed information on ARMA programs and support criteria is included in Appendix 1. 

The ARMA’s rules are based on concentration and additionality principles mainly. We can say, that Agency realised all three UE Structural Funds and Priority Objectives for programming period 2000-06, including promoting the development and structural adjustments of regions, supporting the economic and social conversion of areas facing structural difficulties and supporting adaptation and modernization policies and system of education.. The applicants have to prepare business plan in some cases, so it is also the element of programming principle. The ARMA’s activity leads to equalisation of the region development levels directly.

3.5.3. Industrial Development Agency

Industrial Development Agency (IDA, Agencja Rozwoju Przemysłu)
 plays in the Polish industry the role of the restructuring agent, provider of financing, strategic investor, institutional leader, and, on behalf of the State Treasury, the managing entity of the Special Economic Zones. IDA's mission is to actively participate in the process of the transformation of enterprises, adjusting them to the operation under the free market conditions. IDA started its activity on January 25, 1991 as the joint-stock company 100% owned by the State Treasurv. 

Major IDA’s activities are:

· Financial restructuring of enterprises - it consists in participation in bank conciliatory and court settlement proceedings. Within these actions IDA supports the restructuring programs by, inter alia reducing part of the debt, prolongation its repayment period, or the process of debt to equity swap. 

· Restructuring support (technical assistance) - IDA participates in the development of the individual enterprise, group of companies, and industrial sectors restructuring programs. These are mainly financed from the Agency's own or EC PHARE funds. 

· Providing financing - the support by lending financial sources to the enterprises is aimed to carry out restructuring and investments activities. It is financed from the IDA's own financial resources or within the EFSAL program. 

· Capital investor - IDA, in the result of the endebtment and investment activity supporting enterprise restructuring processes, is the shareholder of 114 companies (as of December 31, 2000).

· Regional development activity - One of the functions performed by the IDA through the intermediary of the Regional Development Agencies (RDA), is the development of the institutional infrastructure supporting the realisation of the state regional policy. 

· Special Economic Zones - IDA has been charged with the task of managing EURO-PARK Mielec and Tarnobrzeg EURO-PARK Wislosan Special Economic Zones. 

· Post-restructuring assets managing - IDA is the owner of two historical facilities. These are castle-and-park complexes in Krasiczyn and Baranow Sandomierski. The complex in Baranow Sandomierski is used as the representative and hotel facility for the Mielec and Tarnobrzeg zones. 

· Training activity - IDA carries out the training activity on the process of stimulating economic changes and adjusting the economy to EU requirements. This activity is financed from Agency's own and EC PHARE funds. 

Financing industrial restructuring

Industrial Development Agency SA fulfils its statutory duties by providing financial support to industrial enterprises undergoing various stages of the restructuring process, including financing preparation of the restructuring programs and business-plans, as well as providing loans for development projects and securing working capital while the company is implementing its restructuring program.

In 1999 the Agency has offered financial assistance to three large restructuring programs; those involving tractor works, aircraft and defence industries. For the most part the Agency financed these restructuring programs with its own equity, as well as with EFSAL funds, resources from the Phare fund and other international assistance facilities. In majority cases, financial assistance is addressed to companies in which the Agency has become a shareholder or stakeholder through debt conversion. These loans help improve economic and financial situation of the recipients and consequently increase the value of shares/stock of companies undergoing the restructuring process. The Agency recovers the funds invested earlier by selling its shares and stakes.

In 1999 the Agency has loaned 112,4 million zloty and in 2000 – 80,5 million zloty of its own funds. In 2000 39 companies have received IDA loans. EFSAL funds available under the World Bank Credit Facility are earmarked for loans and subsidies financing key restructuring projects or alleviating the consequences of closing down various companies. Thus far 75 companies have received EFSAL loans for a total of 410,3 million zloty. Most of these funds were used to finance restructuring programs of special industries in either social or economic sense, such as the defence and aircraft industries or tractor works. In 2000 14,2 million of EFSAL funds were received by 4 companies.

The assistance in the form of loans is distributed in individual industries as follows:

	· defence industry
	26.5
	Million

	· metal industry
	16.8
	million

	· metallurgy 
	14.0
	million

	· food industry 
	10.0
	million

	· tractor industry 
	8.7
	million

	· aviation industry 
	3.9
	million

	· paper industry 
	3.2
	million

	· other (rubber, chemical, furniture, automotive, cereal, textile, tool-making)
	11.6
	million


Source: Annual Report 2000, IDA.

Moreover, in 2000, the Agency, in implementing the INITIATIVE programme (PHARE funds), granted 22 loans for employees who were made redundant under the restructuring process in the metallurgical industry. The value of all financial resources granted in the form of loans constituted PLN 281.7 million at the end of 2000.

The Agency has allocated 117 million zloty for supporting the restructuring processes in selected defense industry companies. In the future these loans will be converted into shares/stakes in these companies. In 2000 6 defense industry companies have received loans for a total 26,5 million zloty. Apart of financial support, the Agency serves consulting. In the result IDA has allocated 83,2 million zloty for supporting the restructuring processes in 2000.

In 1998 the Agency became involved in the restructuring processes of aircraft industry companies based in Mielec in 1998, financing the development of the restructuring program for Zakład Lotniczy PZL Mielec Sp. z o.o. aircraft factory. The Agency participated in the creation of a new company called Polskie Zakłady Lotnicze Sp. z o.o., established after the bankruptcy of Zakład Lotniczy PZL MIELEC Sp.z o.o. aircraft factory together with some of Mielec; former employees, taking over commercial contacts of the bankrupt factory. The Agency provided financial assistance to the new company, including substantial loans and contribution of other assets worth over 20 million zloty. In order to ensure implementation of the contract for the delivery of aircraft to a Venezuelan customer, the Agency has issued a joint guarantee for nearly 20 million dollars. Under the aviation industry restructuring process, the Agency increased the company capital of Polskie Zakłady Lotnicze Sp. z o.o. (Polish Aviation Plant, a Limited Liability Company) by PLN 23.5 million in 2000. 

As part of the restructuring process at ZPC URSUS SA tractor works, the Agency has granted loans to four Ursus subsidiaries (based in Sulęcin, Chełmno, Nisko and Włocławek) using its own resources and financing provided by the Labor Fund.

Another form of financial assistance provided by ARP S.A. was sureties. In 2000, the Agency granted credit sureties to 5 entities for a total amount of PLN 31.6 million.

Since 1997 the Agency has been acting as the Financial Intermediary and Implementing Agency for the Ozone Depleting Substances Phase-Out Project (ODSP) based on the agreement to manage the project signed by Minister of the Economy and IDA SA. The project is implemented on the basis of grant agreement with “Global Environment Facility Trust Fund” signed between Poland and the International Bank of Reconstruction and Development. The donation of USD 6 million granted to Poland in support of the implementation of the national programme concerning the elimination of substances depleting the ozone layer covered the following enterprises: POLAR Wrocław, ZAMEX Żagań, INŻYNIERIA Warszawa, METALPLAST Oborniki, POLFA Warszawa, Zakład Produkcji Rynkowej Sp. z o.o. Poniatowa and the PROZON Foundation in Warsaw. Under the PROZON subproject, a Centre of Freon Regeneration was established, which was opened in mid-2000.

The Agency has allocated 5 million dollars from the Taiwanese loan on supporting small and medium enterprises (SME). In January of 1999 IDA has signed a loan agreement with The International Commercial Bank of China (ICBC), Taiwan, ROC. Thus far, 272 companies have taken advantage of the loans granted by the Agency from its own resources and from external funds. As of December 31st 1999 the Agency has loaned 351,4 million zloty to finance industrial restructuring. In 2000, the Agency concluded 5 loan agreements for the total amount of PLN 4.5 million. 

Financial enterprise restructuring

Despite Agency’s approach to repayment of rates and interest on its loans, financial situation of some debtors prevented them from making timely payments. The Agency was forced to restructure their debt, either through banking conciliation proceedings, court-managed composition proceedings, bankruptcy proceedings or bilateral talks. In 1999 the Agency participated in three court-managed conciliation proceedings and 76 bankruptcy proceedings, five of which were concluded. As a result of bilateral talks, the Agency has restructured debt of 19 companies, forgiving part of their liabilities and converting debt into shares/stakes or taking up other assets. Overall, as a result of financial restructuring of various companies the Agency has forgiven loans for 19,0 million zloty and converted debt into stock worth 27,0 million zloty. In 2000, under completed bankruptcy proceedings, the Agency redeemed loan-related debts for the amount of PLN 18.4 million. At the same time, by a decision of the Management Board of ARP S.A., debts of 10 entities were converted to stocks or shares for a total amount of PLN 55.1 million, whereas loan-related debts worth PLN 17.3 million were converted to other types of assets.

Technical assistance in industrial restructuring

IDA tasks associated with supporting industrial restructuring consist primarily of technical assistance offered to individual companies, groups of companies or the entire industries. This includes:

· participation in developing new projects and financing or redistributing financial resources for restructuring programs, 

· assistance in implementing approved restructuring programs, 

· supporting the restructuring processes by offering wide-ranging consulting, organizational and training assistance services. 

In terms of technical assistance involving projects financed by the European Union assistance funds (i.e. Phare’93 and Phare’94 funds and “Industrial Development Counterpart Funds” – IDCPF), the Agency cooperates with the Foundation for Industrial Restructuring (FIRE). Total value of the contracts to implement long-term financial projects using Phare funds (completed in the first half of 1999) reached 27,7 million Euro, of which 24,6 million Euro was actually spent, while the total value of contracts for financial projects with IDCPF reached 0,8 million zloty, out of which 0,6 million zloty has already been paid. Funds allocated for the implementation of tasks to which the financial assistance referred in 2000 came – as in the year before – from foreign financial aid (mainly IDCPF - „Industrial Development Counterpart Funds” and Phare), a loan from the World Bank, and the Agency’s own resources. In 2000, entities which benefited from the technical assistance provided in various forms by IDA included:

· ten enterprises from the food processing machine industry,

· three enterprises from the iron and steel industry,

· fifteen entities implementing the PIA - SF (Profitability Improvement Analysis - Success Fee) method,

· eight entities implementing restructuring programmes.

As part of its technical assistance provided to companies undergoing restructuring processes, in 1999 the Agency has participated in the following projects:

· continued efforts as part of the Managing Team which coordinated development of industry programs (project financed by Phare'93 and Phare'94): 

· Study of Agricultural Processing Machinery Industry, 

· Restructuring the Consumption of Fibrous Materials by the Paper Industry, 

· Analysis of Essential Pre-conditions to Implement EU Directives On Batteries Containing Hazardous Substances. 

· The Agency was a leader in implementing recovery programs with the application of PIA-SF method (Profitability Improvement Analysis-Success Fee) 

· The Agency supported the following efforts of the government authorities:
Developing Concept of Creation of Trust Security Mining Fund for Laid-off Employees from Closing Hard Coal Mines. 

Additionally, the Agency has developed a project called Utilization of Resources Allocated for Faster Closure of KWK NOWA RUDA Coal Mine.

· While participating in work of the Managing Committee, the Agency helped supervise a project called “Development and Implementation of a Permanent Monitoring System of the Type and Scope of State Assistance in Poland”. Pursuant to the Bill On Public Orders, IDA has prepared and conducted a bid to implement a project called “Situation on the Market for Home Appliances, Including the Market Shares of Specific Companies and Their Output” (IDCPF financing). 

· The Agency offered technical assistance in restructuring Warszawskie Zakłady Telewizyjne Elemis SA, a Warsaw-based maker of TV sets (using its own funds).

· IDA supported restructuring processes in the Polish steel industry. In 1999, just as in the previous years the Agency together with Foundation for Industrial Restructuring (FIRE) was offering consulting and organizational assistance on restructuring Polish steelworks. The project was financed by the Phare fund. 

Criteria of financing

USD credits for investment undertakings

Credit may be granted to eligible Polish SMEs for buying buildings or building, buying technical equipment and modernisation. Credit amount up to 1 mln USD and up to 70% of the value of investment outlays. Repayment – maximum 5 years, possible 2-year grace period in the repayment of capital, interest rate under negotiation, not higher than 8,5%, commission – up to 1,5% of granted credit. Guarantee is required.

Financing of undertakings related to new jobs creation or start-ups by ex-workers of metallurgy (by EU Phare PL Initiative Funds)

Loans may be granted to eligible legal persons and eligible legal individuals for buying, building or modernisation of buildings; buying of equipment, materials or resources etc. Loan amount for start-up is maximum 60 000 PLN, for new jobs creation - up to 35 000 PLN per job. One applicant can obtain one loan up to 210 000 PLN. The applicant contribution is required – minimum 25% of applied amount. Repayment – maximum 4 years, possible 1-year grace period in the repayment of capital, interest rate 5,5%, commission – 2% of granted loan. Guarantee is required.

IDA is engaged in supporting the economic and social conversion of areas facing structural difficulties – the one of EU Structural Funds Priority Objective - concentration principle. It covers financial and technical assistance. In this sense IDA tries to equalise of the region disparities directly.

3.5.4. Polish Agency for Enterprise Development

The Polish Agency for Enterprise Development (Polska Agencja Rozwoju Przedsiębiorczości)
 is a governmental agency established in the year 2001 as the result of transformation of the Polish Foundation for Small and Medium Enterprise Promotion and Development which has been active in the years of 1996-2000 on the basis of Act on Establishment of the Polish Agency for Enterprise Development from 9th of November 2000 (official gazette announcing current legislation from 2000 no 109 pos. 1158). The Agency is subordinated to the Minister of the Economy. The objectives of the Agency include implementation of economic development in programs, especially in the areas of development of small and medium-size enterprises (SMEs); exports; social and economic cohesion. The Agency is involved in a number of support programs and it provides grants towards co-financing initiatives supporting entrepreneurship development as well as a direct support to entrepreneurs. Activities of the Agency are financed out of country budget and European Union founds. The Agency co-operates with more then 150 local business counselling centres, which are grouped in the National SME Service Network (KSU). Above mentioned counselling centres operate under an accreditation system.

Table 13

Selected projects conducted by PARP

	Form of assistance

Type
	For whom
	Amount of assistance
	Comments

	Donations
	Training 
	SMES
	Up to 60% of net price of 1 training course, no more, however, than PLN 1,000 and up to PLN 5,000 annually for 1 entrepreneur
	

	
	For ISO certification
	SMES
	Max. 60% of net costs of advisory and training services, up to PLN 20,000 in the case of a small entrepreneur and PLN 25,000 in the case of a medium-size entrepreneur; up to 60%, of net costs of the certification audit, in the case of a small entrepreneur up to PLN 6,000 PLN, and in the case of a medium-size one – up to PLN 12,000. In the case of simultaneous planning and implementation of more than one management system the limits mentioned above are increased by 50%.
	

	
	For the preparation for participation in the capital market 
	SMES
	Max. 60% of those qualified


	

	
	For increasing the capital of loan funds of guarantee funds for small and medium-size entrepreneurs 
	Local guarantee funds 
	
	

	
	 information and advisory services
	SMES
	10 hours of free information and advisory services per 1 SME annually
	

	
	For the initiative supporting the development of entrepreneurship in 2001 
	Sounds 
	Up to 50% of documented costs of organisation of the undertaking or share in the undertaking; during one calendar year, max. 3 donations per 1 organisation, up to PLN 150,000
	For 2001, PLN 1.8 million was earmarked for donations for initiatives supporting the development of entrepreneurship

	
	Export Promotion Programme 
	Exporters from SMES sector 
	Min. EUR 1,500, Max. 60% of costs, up to EUR 10,000 
	Programme budget 

EUR 2,750,000 


Source: Own study based on information from the Polish Agency for Enterprise Development (PARP).

The implementation of the project under the INITIATIVE programme – preferential loans for the mining industry – was completed in December 2000. 142 SMEs and 224 eligible persons starting up businesses benefited from the loans. The assistance helped to create 577 jobs for former workers from the mining industry. By the end of July 2001, about 27 SMEs and 19 eligible persons starting up businesses used the preferential loans for the metallurgic industry. In this case, 88 jobs for former workers from the metallurgical industry were created.

In fact, the Agency carries much more programs. Unfortunately there is no public information about the efficiency of particular programs. Besides, the agency has not clear evaluation criteria and determined cost factors of appropriated assistance. Therefore it is impossible to monitor assistance costs per e.g.1 consulting hour, the cost of creating one workplace etc. Despite of these shortages, it is necessary to underline that the most of Agency projects are conducted on regional basis, in cooperation with local governments and NGO-s.  

The Agency procedures are consistent with UE Structural Funds principles. The majority of the funds come from UE so the requirements are like procedures functioning in UE.

Generally we observe that money disposed by the government agencies goes to organizations, bodies and individuals, which are better than others informed, are more entreprenerial and well know required procedures. In practice some strong regions draw new strong sets and weak regions stay weak.

3.6. Regional contracts

One of the relevant elements of the funding of regional investments in Poland is regional development support from the State budget. It takes place on the basis of the Act on Regional Development Support Principles of 12 May, 2000 which allows the conclusion of the so-called regional contracts between the Government and the regional administration.

Under regional contracts, funds from the State budget may be assigned for:

1. The development of entrepreneurship, mainly SMEs, business innovations, transfer of technology;

2. The restructuring of selected sectors of public services and of local and regional economy;

3. The creation of new jobs;

4. Investments in the technical and transport infrastructure, improving the conditions of implementation of business investments;

5. Undertakings in the field of education, including the education of adults;

6. Undertakings in the field of regional and local culture which are components of the national culture as well as the protection and development of cultural heritage;

7. Investments improving the condition of the environment;

8. The development of institutions undertaking actions aimed at stimulation of activity and supporting self-governing activities of regional and local communities;

9. Studies and research necessary to conduct the regional development policy;

10. Other tasks related to supporting regional development.

The regional contract specifies the scope, procedure and conditions of implementation of, firstly: tasks consequential to regional programs which have received the Government’s support and, secondly: tasks included among issues supervised by competent ministers, supported by local government units and other authorised entities. The parties to the contract are the Council of Ministers, i.e. the Government party, and the regional government – the local government party. In negotiations, the Government party is represented by a Minister, and the local government party by the  marshal – chairmen of regional board. The contract provisions and changes to those provisions take account of the national regional development strategy. The signed contract must be approved by the council of the particular region and by the Council of Ministers.

The administration of the region, when applying for support from the State budget, submits an application to the competent minister for the assignation of funds. The application must be filed within one month following the announcement of the regulation on the Government support programme by the Council of Ministers, specifying the scope, procedure and conditions of support for regional projects from the State. The application must contain:

· Purposes for which the support is to be granted (consistent with the directions and priorities of the State regional development policy contained in the strategy and their specification contained in the Government programme of support for the development of regions),

· The list of tasks for which the support is to be granted,

· Sources of financing of the tasks planned and the amount of funds from each of those sources,

· The expected results of the implementation of the tasks and indices for the evaluation of those effects,

· Expectations concerning the company and the amount of support,

· The specification of eligible entities (i.e. implementing tasks consequential to the regional contract),

· Information about the progress of consultations with institutions which have influence over the region’s economy, conducted in relation to the application.

Together with the application, the administration of the region submits the regional development strategy as well as programs, or the regional programme. If the regional contract provides for the tasks of the local government unit, it is obliged to file an appropriate application to the regional government.

The contract provides for:

· The term of the contract,

· Tasks covered by the contract,

· The procedure and schedule of implementation of tasks, as well as the rules of the supervision of their implementation,

· The specification of eligible entities,

· The total expenditure on the implementation of tasks covered by the contract, as well as the scope, method and sources of financing of those tasks,

· The method of and deadline for financial settlements,

· The scope and procedure of reporting,

· The rules of evaluation and method of control of the implementation of tasks, including financial control,

· The procedure applied in the case where irregularities have been found in the implementation or the financing of tasks,

· The rules and procedure for the resolution of disputes and satisfying claims of the parties to the contract, including financial claims,

· The rules of termination of the contract and making amendments to the contract,

· The rules and procedure of satisfying claims of eligible entities in the case of an amendment to or termination of the contract, 

· The procedure of appointment, the composition, and the tasks of the regional monitoring committee which will be evaluating the effectiveness and the quality of implementation of the contract.

In accordance with the Act, within 30 days following the receipt of the application from the voivodship administration by the Minister, negotiations should commence, and they should be completed no later than within 30 days following the announcement of the Budget Act. 

The Act on Regional Development Support Principles also provides for the possibility of terminating the contract or introducing amendments to it. The contract may be terminated on the basis of the declared consent of the parties or as of the end of the notice period when the contract is terminated by one of the parties. The contract may be changed also on the basis of the declared consent of the parties or on the call of one of the parties after negotiations conducted after the expiry of the deadline for calling the parties to amend the contract. Unless the parties to the contract agree otherwise, the deadline for calling the parties to amend or terminate the contract shall be one month from the date of issuance of a call to the local government party by the Minister to amend or terminate the contract, or from the date of notification by the Minister about the call to amend or terminate the contract, the decision about which was made by the authorised body of the regional board.

The limit of expenditure on support for regional development is determined in the Budget Act. If the programme covers a period longer than one year, the Budget Act also specifies the limits of expenditure in the budget year and in the following budget years. In the second or following year of implementation of the Government’s regional development support programme, the limit of expenditure is determined i.a. on the basis of the analysis of effects obtained during the previous years of implementation of the Government programme and the performance of regional contracts.

The subsidising of local government units implementing the tasks provided for in the regional contract, as well as the subsidy delivered through their intermediacy – also to other eligible entities – is granted from the State budget on terms specified in the Act on Public Finance, allowing for provisions of the Act on Regional Development Support Principles. The funds are forwarded to those units by the Minister competent for public finance via voivods within deadlines and on terms specified in the contract. If the amounts consistent with the contract are not handed over to local government units within deadlines specified in the contract, the units in question are entitled to interest of the amount provided for in the contract and, if the contract does not state that amount, of the statutory amount.

The obtaining of funds from the State budget by the voivodship administration on the basis of the contract does not preclude the possibility of using other forms of funding for the tasks within the scope of regional development support for that voivodship, consequential to international agreements signed as well as separate provisions.

The Regulation of the Council of Ministers of 28 December 2000 concerning the adoption of the Support Programme for the years 2001-2002 provides for the funds for its implementation of the amount of PLN 5,906,920,000, including:
1) under funds provided in 2001 – PLN 2,686,380,000,
2) under funds provided in 2002 – PLN 3,220,540,000. 

The limit of budgetary expenditure of the State amounts to PLN 3 451 million  in total, including: under funds provided in 2001 – PLN 1 451 million, and under funds provided in 2002 – PLN 2 000 million
. These amounts must be spent in the years 2001-2002; they have been earmarked for the financing of the following activities covered by the support programme:

· Subsidies in support of tasks consequential to regional programmes, to be covered by regional contracts, including multi-annual investments of local government units, among them the Warsaw underground railway system, out of which: 
a)funds specified in the calculation of limits for regions to clear multi-annual investments of local government units, 
b)funds specified in the calculation of limits for regions as subsidies for investments and investment purchases implemented by eligible entities on the basis of agreements with Government administration bodies (the minimum support amount provided for this purpose in the years 2001 and 2002 jointly for a region, amounts to PLN 20 million),
c)funds specified in the calculation of limits for regions as subsidies for investments in the area of health protection for local government units,

· Subsidising of investments and investment purchases of local government units from funds which are at the disposal of voivods (representing the central government)  and implemented under tasks specified in Appendix 1 to the support programme.


Moreover, the limit of funds for the commitments of the State budget, amounting to PLN 2,455,802,000, including: under funds provided in 2001 – PLN 1,235,262,000, and under funds provided in 2002 – PLN 1,220,540,000 (where the amounts mentioned are declared in EUR, dividing them by 4 and multiplying the value in EUR by the current exchange rate of EUR to PLN). Those amounts may be spent after the end of 2002, until the conclusion of the PHARE Programme. The funds mentioned have been earmarked for the funding of the following activities:

· Subsidising of the PHARE Socio-Economic Cohesion Programme from the State budget,

· Subsidising of the PHARE cross-border cooperation programmes and the Polish Eastern Border Integrated Programme from the State budget, with the exclusion of tasks implemented within that scope by Government administration bodies, 

· Funding of the PHARE Socio-Economic Cohesion Programme from the European Community budget,
· Funding of the PHARE cross-border cooperation programmes and the Polish Eastern Border Integrated Programme from the European Community budget, with the exclusion of tasks implemented within that scope by Government administration bodies. 


The regulation provides that the amounts assigned shall be earmarked for individual priority objectives based on the following proportion:

· Development and modernisation of the infrastructure used for the enhancement of competitiveness of regions - 50 %

· Restructuring of the economic base of regions and creation of the conditions for its diversification - 15%

· Human resources development - 12%

· Support for areas requiring activation and threatened by deterioration - 18%

· Development of the cooperation of regions – 5%

The division of funds in individual regions may differ depending on the socio-economic situation and the regional development strategy implemented. Moreover, 80% of funds is divided among all regions proportionally to their population, 10% of funds is divided proportionally to the population among regions in which the level of the gross domestic product (GDP) per inhabitant is lower than 80% of the average gross domestic product per inhabitant, and 10% of funds is divided proportionally to the population in provinces in which the rate of unemployment exceeded 150% of the average national unemployment rate in each of the last 3 years.

The Regulation provides that shares of individual region will be as follows: 

	Lower Silesia 
	7.72 %

	Kujawsko-Pomorski
	5.68%

	Lubelski
	7.30%

	Lubuski
	2.79%

	Łódzki
	5.69%

	Małopolski
	6.67%

	Mazovia
	11.27%

	Opolski
	2.71%

	Podkarpacki
	7.04%

	Podlaski
	3.99%

	Pomerania  
	5.84%

	Silesia 
	10.19%

	Saint Gross  
	4.62%

	Warmińsko-Mazurski
	6.49%

	Wielkopolski
	7.05%

	West Pomerania
	4.96%

	POLAND 
	100.00%


The legal solutions used in the regional contracts are completely consistent with the UE Structural Funds principles. As we can see above, the shares of individual region are differentiated: the lower percentage the poorer region. So state budget supports that regions whose development is lagging behind. 

3.7. Capital investment financed through service fees (by infrastructure companies)

In Poland significant part of local and regional development is effected through the operation of commercial infrastructure companies which provide supplies of electricity, heat, natural gas, water and sewage treatment. In all communities properties of infrastructure enterprises are separated form property of community (municipality, city, county, etc.). The prevailing legal form of organizing infrastructure companies is limited liability company or joint stock company. Nearly all of them are 100% possessed by communities or their unions In water supply and sewage treatment only one enterprise is in 51% owned by private owner  (Saur Neptun Gdańsk), the percentage of private ownership of infrastructure companies grows in electricity, heat distribution. Natural gas distribution is managed by state company PGNiG which now is in the process of privatization. Another issue is postal service and telecommunication, which also should be considered as important infrastructure services – significant for local and regional development. Postal service is a joint stock company owned by the state and Polish telecom TP SA is a joint stock company owned jointly by France Telecom and his allies and the state treasury. The telecom TP SA is under the process of privatization.     

Within the period of 1990-2000 huge improvements were observed in providing infrastructure services for population. Below there is a table showing changes in Polish infrastructure within the period of 1990-1999. 

Table 14

Changes in infrastructure services in 1990-1999 in Poland

	Infrastructure services or parameters
	1990
	1993
	1994
	1995
	1996
	1997
	1998
	1999
	1999

1990=100

	Water consumption in hm3
	14247
	12277
	11978
	12065
	12008
	11799
	11313
	11274
	79,1

	Waste water not cleaned or not fully cleaned in hm3
	5457
	3995
	3992
	3719
	3524
	3369
	3225
	3041
	55,7

	Emission of air pollutants (gases) in tons
	4115
	3001
	2941
	2785
	2672
	2460
	2267
	2169
	52,7

	Length of water lines in kms
	93187
	126527
	142179
	154688
	168879
	183353
	194711
	203626
	218,5

	Length of sewage lines in kms
	26515
	30087
	31368
	33511
	35866
	39223
	42962
	46752
	176,3

	Length of gas lines in kms
	45827
	67981
	74595
	79352
	83699
	87544
	91289
	94676
	206,6

	Wire telephone subscribers in thous.
	3293
	4416
	5006
	5728
	6532
	7619
	8808
	10076
	306,0

	Post offices
	8041
	8110
	8189
	8303
	8361
	8398
	8387
	8379
	104,2


Source: Main Statistic Office, Statistic Yearbook 2000

The data presented in the above table show significant progress in infrastructure in Poland. In 90-ties water consumption was decreased by about 20%, the quantity of not cleaned waste water decreased by 45% and emission of gas air pollutants by 48%. In the same period the length of water lines increased by 118%, sewage lines by 76%, gas lines by 106%. The number of wire telephone subscribers increased three times. Only the increase of postal offices was limited to 4,2%. 

The data presented above show that the infrastructure progress was very important. This progress was effected thanks to massive capital investment in infrastructure companies. The patterns of effecting capital investment in Polish infrastructure changed significantly within the period of 90-ties. 

Table 15

Capital investment expenditures of infrastructure companies in million PLN (current prices )

	Capital investment expenditures of infrastructure companies
	1993
	1994
	1995
	1996
	1997
	1998
	1999
	2000

	Supply of electricity, gas, heat and hot water,

Water supply and purification

ECU/Euro equivalent
	3570

1492
	4869

1637
	6768

2140
	8770

2464
	10026

2586
	10255

2497
	10606

2544
	9138

2361

	Post and telecommunications

ECU/Euro equivalent
	1482

619
	1723

579
	2590

819
	3938

1107
	6474

1670
	8402

2046
	9446

2266
	10320

2667

	TOTAL in M PLN

ECU/Euro equivalent
	5052

2111
	6592

2216
	9358

2959
	12708

3571
	16500

4256
	18657

4543
	20052

4810
	19458

5028


Source: Main Statistic Office

Accordingly to data presented in the above table, in the period of 1993-1999 the capital investment of infrastructure companies increased about 4 times in current prices and in real terms, measured by ECU/Euro these values increased from 2021 million ECU to 5810 euro. It means that capital investment increased by 187,5% within the period of 6 years. In 2000 there was a slight decrease of capital investment observed (but in PLN, in euro the capital investment increased by 4,5%). It was mostly caused by the fact that Polish economy slowed down and the demand for new capital investment was reduced. Another factor was the decrease of euro exchange rate. The discussed data present how broad the progress was in 90-ties. Capital investment of infrastructure companies allowed significant part of population, mostly living in rural areas - increase their living standards. 

The rules of effecting capital investment in favor of infrastructure companies changed significantly within the period of 1990-2000. At the beginning of the decade the most of capital investment was effected by local governments and after completing particular projects the new property was transferred to infrastructure companies as a gift. This solution is still broadly used by local governments in purchasing transportation means for local transportation systems. When a property is freely transferred to the communal company - it allows for fiscal depreciation of property and is very beneficial because allows for VAT withdrawal. However the role of this method of financing is decreasing. 

In the first part of 90-ties the operation of infrastructure companies was heavily subsidized by local governments. There was a high preference to maintain low prices for water, waste water purification, electricity, commercial heat (warm water) and natural gas. Only telecommunication and postal services were organized in the way which allowed to bring profits. With time the approach to municipal services provided by infrastructure companies changed significantly. Local governments  had growing financial needs (both for current and investment purposes) and decided to reduce the subsidizing ratios. Despite of the fact that electricity and natural gas deliveries were effected by state owned companies the same approach was presented by the central government. As the result subsidizing prices of energy, water, gas and water purification disappeared and prices for these products and services increased many times. In the second part of 90-ties the central government increased rates of VAT for energy means form 7 to 22%. It made the process of price increases stronger. 

There were three main ways of effecting capital investment by, or in favor of, infrastructure companies:

1. The first method based on financing the capital investment by the community or by future consumers. After completion of the construction the property was transferred as the gift to infrastructure companies for maintenance. This method decreased significantly. However the rule that the future consumers invest their own money in building infrastructure remained. The organizational form of financing infrastructure investment by future consumers is based on so called social investment initiatives. Local people build e.g. waterline on their own: they employed professional designer, who prepared technical design, applied for construction permit and built the waterline on their own (also through their personal input of work). These activities of local people were usually subsidized in 30-50% by local governments. In fact these infrastructure investments were effected very cheaply and local governments were very willingly to support such initiatives. After completion the waterline is transferred freely as a gift to infrastructure companies for maintenance. Usually short connections of networks (e.g. from main line to particular houses) are financed by future consumers. If we consider this way of capital investment financing it is possible to admit that it is decreasing.

2. The second important way of capital investment financing is borrowing of infrastructure companies and increasing prices of products during repayment of loans and bank credits. This way is mostly used when infrastructure company borrows money for new investments form the bank and increases the value of capital investment. To some extend this way was dominating in improving technology procedures of distribution of heat to housing. Significant credits were taken from international institutions and Polish banks. 

3. The third way of financing capital investment by infrastructure companies is financing investment from gross margin, what always requires the increase of prices. It is important that increases of prices are immediate, what is not popular amongst population. 

In fact all three methods are used pararelly.

In post and telecommunications the same methods were also used but the role of local governments in effecting capital investment was significantly lower. The state treasury was the owner of these companies and was responsible for their development. Both Polish Post and telekom TP SA financed numerous investment both form prices increases and from borrowing (also bonds issuances). The role of local governments was to facilitate the development of this infrastructure. 

Summing up, it is necessary to underline that the value of capital investment effected by infrastructure companies was higher than the value of capital investment of local governments. It shows that enterprise sector plays the most important role in developing local and regional infrastructure.       

Analyzing the compliance of financing capital investment through service fees with the principles of EU Structural Funds it should be underlined that infrastructure companies in general do not benefit form public aid and therefore such compliance is not required. However the prices for energy, electricity and natural gas require acceptance of the Office for Regulating of the Energy Sector. Prices for water supply and sewage treatment require  acceptance of relevant communities and municipalities. Other prices in infrastructure sector are free. 

3.8 European Union Programs 

Presentation of main programs

Financial Assistance of the European Union remains important source of capital investment funding in Poland. Currently pre-accession assistance, planned till 2006, is provided within the framework of three programs: PHARE, ISPA and SAPARD. PHARE provided assistance to Poland, staring from 1990 and its main objective during 1990-1997 was to support transformation process towards market economy and democratic society. However also in these years PHARE assistance was used to support the development of infrastructure and besides to support the changes in the legislation, development of civic society and build strong SME sector. It was also used to develop local and national administration.

PHARE - New orientation  

The beginning of the negotiation process with EU in 1998 influenced the change of the PHARE orientation. The main objective of the new PHARE was to prepare Poland to membership in EU structures. Support provided within PHARE framework is focused on issues described in the Accession Partnership and in the National Program of Preparation for membership in EU. Within the new orientation it was decided that 30 percent of yearly allocation would be contributed to Institution building and 70 percent for investment project

Institutions building projects are focused on public administration, responsible for implementation of acquis communautaire.  Special attention is put on the preparation of the human resources in regional administration for participation the EU structural policy. It is oriented on institution building in the areas presented in the Accession Partnership documents like e.g. agriculture, environmental protection, judiciary system, social policy, consumers protection. The basic form of Institution Building programs is twinning with EU institutions. Most of the funds are used covering the costs of EU experts working in partner institution in Poland. Besides programs cover the costs of conferences, seminars, study tours, internships. 

The main objective of the investment projects is to adjust infrastructure in Poland to EU standards. Starting from year 2000 investment is conducted in following forms:

· Investment in infrastructure necessary for implementation of acquis communautaire  and EU standards. This includes investment in e.g. judiciary system, border control, sanitary control, regulations, work safety.

· National Aid Schemes. Investment in development of selected regions, presented in Draft National Development Plan. Those include especially projects related to environmental protection, SME development, food safety standards.

· Investment in Social and Economic Cohesion, which supports similar projects like EU Structural Funds.

According to Financial Memoranda, concluded on December 31 1999 the value of EU support within PHARE 1999 would be 287,1 MEUR. Project of PHARE 1999 could be contracted till September 30th, 2001, and they would be executed till September 2002. Payments should be completed till September 30th, 2002. PHARE 1999 are presented in following table:

Table 16. Allocation of PHARE 1999 in Poland 

	Program
	Allocation in MEUR

	National Operational Program  PHARE 99
	213,5

	Large Scale Infrastructure Facility . Part 4 and 5
	 29,1  

	PHARE 2000/2001 Facilitation of the Project preparation
	   4,5

	Consensus III
	   2,0

	Cross Border Cooperation  Poland - Czech Republic
	    3,0 

	Cross Border Cooperation  Poland - Germany
	   32,0

	Cross Border Cooperation  - Baltic Region
	    3,0

	TOTAL
	  287,1 


Source: IPED on the basis of Financial Memoranda

Besides mentioned programs Poland obtained also 10 MEUR for Participation at the 5th Framework Program on research and technological development; Additional 12 MEUR for other Community programs and 5 MEUR for TEMPUS Program. Total amount of EU contribution within PHARE , Multinational and Community programs amounted to 314,1 mln EUR for 1999. Among the most important investments financed within PHARE 1999 following project should mentioned:

· Modernization  of the Railroad  Legnica, Opole, Wrocław                     38 MEUR

· Construction of the Highway A-4                                                            20 MEUR

· Support to public administration and border control                               17,5 MEUR

· Veterinary Control on the borders                                                            8,15 MEUR

· Modernization of the Milk processing                                                     8,0 MEUR

In Agenda 2000 EU implemented further  reorientation of PHARE programs, focusing investment support on two areas:

· Investment in infrastructure necessary for implementation of acquis communautaire and EU standards

· Investment in Social and Economic Cohesion, which supports similar projects like EU Structural Funds. Beneficiaries of the this part of programs are 5 regions, mentioned in Draft National Development Plan, with main economic indicator significantly below the average or with structural problems.(Podlaskie, Lubelskie, Warmińsko-mazurskie, Podkarpackie, Śląskie )

Originally allocation for Poland within PHARE 2000 was planned at the amount of 398MEUR. However after the negotiations those amount was increased to 484,37 MEUR. Main programs are presented in following table:

Table 17. Allocation of PHARE 2000 in Poland 

	Program 
	Allocation in MEUR

	National Operational Program part I
	183,0

	National Operational Program . Part II
	130,0

	Cross Border Cooperation Program Poland- Germany
	44,0

	Cross Border Cooperation Program , Poland -Czech Republic
	5,0

	Cross Border Cooperation Program, Poland –Slovakia
	4,0

	Cross Border Cooperation Program , Baltic Sea Region.  Modernization of the Sewage Water Treatment Plant in Krynica Morska
	2,0

	Special Actions in Favour of the Baltic Sea Region - Small Projects up to 50 thousands EUR
	1,0

	Supplementary Investment Facility for Poland (East Border)
	40,7 0

	Participation in:  5th RTD Framework programme, and community programs  Leonardo da Vinci II, Socrates II, Youth and Culture 2000
	37,47

	ACESS (Program Supporting development of Civil Society)
	5,85

	Participation in:  5th Framework programme on research and technological development,  Leonardo da Vinci II, Socrates II, Youth in 2000 
	30,43



	Participation in SAVE II for SMEs
	0,92

	TOTAL
	484,27


Source: IPED on the basis of Financial Memoranda

Among the PHARE 2000 programme, the most important are two operational programs. Their contents is presented in the Annexes. PHARE 2000 programs are currently in the early stage of contracting. Most of these programs would be completed till the end of 2003. PHARE 1999 programs are executed in 10-80 percent. 

SAPARD

SAPARD  - Support for Pre Accession Measures for Agriculture and Rural Development would provide the funds for capital investment, especially in small rural communities. Program would be focused on priorities presented in the National Program of Preparation for Membership in EU, especially for setting up structural policy for rural areas and their implementation. It would also posses components oriented on modernization of the selected food processing industries, like e.g. milk , meat, fruit and vegetable processing.

Basic document - SAPARD - Operational program for Poland was accepted by the Committee of the EU Integration in December 1999. Later it was discussed with EU Commission during relatively long procedure. Finally Multiyear Financial Agreement was signed on January 25th, 2001. Program is focused on two General Objectives and on Complementary Components, which is development of Human resources:

· Priority I. Improvement of the efficiency of agriculture and food processing sector, including food processing and marketing of food products and investment in farming. This component would be available to all regions in Poland

· Priority II. Improvement of the Conditions for Economic activity and creation of the new jobs in rural areas. This component would include especially investment in rural infrastructure. Priority II would be focused on rural areas and small towns, up to 7 thousands inhabitants. Larger cities would be excluded from the program

· Complementary Components - Development of the Human Resources. Those part would be used for professional training and technical assistance, development of local communities and afforestation. 

Following table present the break down of SAPARD fund between different priorities

Table 18   Break down of SAPARD fund between priorities and tasks 
	Priorities and tasks
	Allocation in EUR

	Priority I     Improvement of the efficiency of the agriculture and food processing sector


	

	Task 1. Improvement of the food processing manufacturing and marketing


	448 320 000

	Task 2 . Investment in farming


	208 084 148

	Priority II Improvement of the conditions for economic activity and creation of the new jobs in rural areas
	

	Task 3 Development of rural infrastructure


	327 780 000

	Task 4 Differentiation of economic activity in rural areas


	136 040 000

	Complimentary Activities 
	

	Task 5. Pilot project supporting local community and afforestation


	22 920 000

	Task 6 Professional training


	25 610 000

	Task 7 Technical Assistance and access to beneficiaries
	8 659 686

	
	1177 413 834

	Technical Assistance in accordance with § 7 no 1268/1999 SAPARD input 100%
	23 803 764

	TOTAL 
	1 201 217 598


Source: Agency for Restructuring and Modernization of Agriculture

Due to significant problem with accreditation of the Agency for Restructuring and Modernization of the Agriculture, responsible for program implementation, SAPARD is still in early stage. Currently institutions involved in its implementation are passing through the audit. Year Agreement concerning EU commitment for y. 2000 was concluded on March 29th, 2001. This agreement set up the EU financial obligation at the level of 171 570 075 EUR. Originally those fund should be distributed till December 31st, 2002. Due to the program delay, those date would be prolonged till the end of 2003. The program would start after SAPARD Agency accreditation would be completed
.

ISPA

During the years 2000-2006, another important element of capital investment funding would be ISPA - Instrument for Structural Policies for Pre-Accession program.  It is anticipated that ISPA would provide Poland with the amount 312 - 384,8 millions EUR yearly for investment in transport infrastructure and environmental protection. Its main objective is to prepare Poland for EU membership in the area of transportation and environmental protection

· In the area of transportation ISPA support projects, which facilitate inclusion of the Polish transportation system into Trans European Network (TEN)

· In the area environmental protection ISPA support investment in sewage water treatment, waste treatment, project scaling down air pollution or improving drinking water.

· ISPA can support project, group of project and project phases.

Currently following ISPA project are implemented in Poland, with total value of ISPA support at the amount of 991 175 188 EUR. Current ISPA projects in Poland are presented into Annexes. 

ISPA finance generally large projects, starting from  5MEUR,  to assure significant impact on the improvement of the infrastructure. Transportation projects have generally maxim  ISPA input (75%) and they are prepared by National Administration. For the road project it is General Directorate for Public Road and for Railroads projects - Polish Railroads.

Application for environmental project are prepared by local government units. Agency responsible for those projects is National Fund for Environmental Protection. Generally speaking ISPA is oriented for large projects, especially in transportation, while PHARE is focused on regional issues and SAPARD on the municipality/community level. 

Rules and Procedures of Distribution

PHARE programs are prepared on the basis of two years programming process. Draft projects are sent to EU Commission  prior to budget year by national and regional administration. Later after the negotiation, final PHARE programs are concluded in the form of financial memoranda. This complete programming phase and start implementation phase. List of projects, included in Financial Memorandum is executed through implementing agencies. Detailed procedures concerning projects execution are standardized in Practical Guide to PHARE, ISPA, SAPARD Contract procedures
. Manual includes eligibility criteria, especially concerning rules on nationality and country of origin, exceptions from those rules, contract award procedure with different tender procedures, methods of contracts modifications, Rules concerning co-financing. 

PHARE funds can be distributed to public administration units. Proposals from national administration and its regional branches should be send to respective Ministries. Ministries prepare project fiches and through Office for EU Integration they are send to the EU Commission. Local governments prepare project fiches and send them to Marshall Office (Regional Government). Project should have feasibility study and impact study. Regional government is responsible for evaluation if the proposal meet the set criteria. Projects should meet the criteria set up in the National Programme of Preparation for Membership in EU
 and should be in line with Regional Development Strategy. Selected projects are accepted by Regional Parliament. Selection process is conducted with participation of PARD representative (Polish Agency for Regional Development). Selected projects are transferred to EU Commission through Ministry of Economy or through Office for EU Integration. 

Part of the fund is distributed through so call grant schemes. Those funds are mostly targeted to NGOs, research organizations, companies and also parts to local authorities. Grant schemes  are targeted to generally described beneficiaries. They describe individual criteria for project selection, methods of evaluation, time schedule, eligible organizations/persons. 

In case of SAPARD, detailed criteria are connected with each program task. Criteria concerning priority 1, Improvement of the efficiency of the agriculture and food processing sector,  include:

 in the area of meeting the program objectives:

· Impact on adjustment to EU Sanitary and Veterinary requirement

· Improvement of quality of food processing, implementation of the new technologies, innovations, cost reductions

· Positive impact on environmental protection

In the area of impact on program efficiency

· Amount of co-financing of applicant

· Management quality 

· Subvention for the unit of agriculture product, processed according to EU requirements

In the area of impact on local development

· Creation of the new jobs

· Input to development of local manufacturing

Support to farm development is planned for those farms which meet the criteria set up for each branch of farm production. Those criteria include

· Level of production 

· Target level of production 

· Contracts for delivery of farm product to processing company

· Farm should meet. EU standards  after the investment process

Criteria concerning priority II, Improvement of the Conditions for Economic activity and creation of the new jobs in rural areas include:

· Level of Municipality/community Income per capita. (Preferences for municipalities with lower income)

· Investment costs per target beneficiaries. 

· Number of potential beneficiaries. (Preferences for the projects proposed by the group of municipalities)

· Number of inhabitants with access to water supply. (Preferences for Municipalities with  access to water supply lower than average)

· Adjustment of the investment with Regional development strategy

· Level of co-financing by beneficiaries

· Demographic situation of the municipality/community. (Preferences for Communities with high birth rate in 1989-1999)

· Unemployment rate. Preferences for municipalities/communities with high unemployment rate

· Investment impact on the creation of the new jobs

· Preferences for Municipalities/communities investing in both: water supply and in sewage water systems

As regards ISPA program, it allows for financing feasibility studies, planning and design with environmental impact assessment, site preparation, building and construction, plant and machinery installation, testing and training, project management, compensatory or mitigation measures of the of the environmental impact. Environmental projects are selected on the basis of following criteria:

· Consistency with EU environmental policy objectives (Art.130 R of the Maastricht Treaty), in particular with objectives of preserving, protecting and improving the quality of environment, protecting human health and assuring prudent and rational utilization of natural resources

· Consistency with the EU environmental principles, in particular with precautionary principle, preventive action principle, elimination of pollution at its source and Polluter pays Principle

· ISPA project should be focused on priorities listed in National Programme of Preparation for membership in EU

· Effect of scale. Level of reduction in pollution for a maximum number of people

· Impact on implementation of the new national Environmental Policy 

· Potential to stimulate partnership between regional and local authorities, aimed at fast development of regions through utilization of regional characteristic of human and environmental resources. Regions of special focus are Białowieża Forest, Drawienski National Park, Podhale region, the green belt around Warsaw. 

· Contribution to protection of ecosystems of extraordinary value from the point of view of nature protection

· Potential to contribute to gradual achievements of economic and social cohesion of Poland with EU. Projects showing the highest economic and social benefits

Criteria for ISPA transportation projects include:

· Location of the project. Projects should be located on international roads, which after Poland integration with EU would be the part of TEN. List of those roads (TINA) was agreed with EU Commission

· Impact of integration of the Polish transportation system  with TEN

· Impact on modernization of the Polish transportation system

· Continuity of the previous activities, oriented on modernization of the Polish transportation system

All investment supported by ISPA must be economically efficient, however it does not mean that it should assure financial profitability. The efficiency needs to be proved by social costs and benefit analysis.

All three programs play a special role in Poland. Their UE origin determines the procedures and criteria concerning investment spending. These programs meet UE Structural Fund main principles: concentration, programming, partnership and additionality, but it does not assure smooth distribution of the UE funds. The main problems are described below.

Main problems of distribution

Problems with distribution of EU funds for capital investment are related to lack of knowledge and cost of project preparation. Knowledge on  preparation of the project fiche on municipality level is not very wide spread and only part of municipalities are familiar with the procedures. Cost of hiring external consultants is too high, especially for municipalities with low budget. Also the cost of elaboration of feasibility study are high. Additionally  municipalities with low level income have problems with matching funds. Investment projects require at least 25% co-financing. However average co-financing for environmental project in ISPA is 40 percent. Also SAPARD sets the preferences for larger than minimum co-financing. 

Next group of problem is related to targeting the beneficiaries. Information about the availability of EU funds is distributed by regional authorities. They are also accessible on web pages of EU Information Centers and Implementing Agencies. However still not all municipalities have access to internet and knowledge how to find the information on potential programs. Therefore new programs like e.g. SAPARD reserved part of the funds to improve access to potential beneficiaries. 

4. Regional policy and regional disparities 

4.1. Regional policy in Poland

After the World War II Poland was relatively highly centralized country. Before 1990 all administrative units were subordinated to the central government. In 1990 the first self government units were created in the form of communities and municipalities. In 1999 two next levels of self government were added: counties and regions. The shortage of regional self-governing units before 1990 does not mean that the Polish government did not effected regional objectives. The most spectacular process of reducing regional differences was a program of massive industrialization which developed new industries on basis of county capitals locations. This process took place in 50-ties and 60-ties. As the result in nearly all county capitals large factories were constructed. In 70-ties this process was continued, however since 1975 the most important focus was placed on new capitals of  administrative regions.  

The reform of administrative division in 1975 changed a system of 17 administrative regions and over 300 counties into 49 smaller administrative regions and over 2800 communes. The shift of 1975 allowed for better lobbying of local communities to attract investment financed form the central budget to smaller cities. In 1990 self governing communities and municipalities replaced administrative communes but 49 administrative regions remained. These regions were fully dependent on the central government. However, in the first part  of 90-ties the central government economic policy was mostly focused on the economic transformation instead of reducing disparities. The regional policy objectives were obvious victims of such change. In mid 90-ies the awareness on the regional issues increased with regard to expanding regional disparities. Large inefficient factories built in 50-ties and 60-ties suffered a lot of problems connected with low competitiveness, and the massive process of  collapsing of “old” industries begun the process of de-industrialization of less developed regions. In the second part of 90-ties the general economic development was located in 5-6 large metropolies which boomed thanks to a massive brain drain process and inflow of foreign capital. The differences between metropolitan cities and rural areas increased significantly. 

In the second part of 90-ties the public discussion took into consideration of two types of administrative reforms which would better enable to run regional policy in Poland. “Model A” provided for changing the 49 administrative regions into self governing regions. The regional policy would be done through small regions. “Model B” proposed to come back to counties and larger regions. Finally the model B won. Political forces started auction on the number of new large regions. The initial number of 12 large regions was finally changed to 16 (like in Germany) as the result of strong lobbying pressures. 

Coordination of the Polish regional Policy was located in different governmental bodies in the period of 1998-2002: 

Ministry of Economy 1998-2000

Ministry of Regional Development and Construction Industry 2000

Ministry of Economy (2001 - now)   

In years 1997-1998 the strongest legislative effort was placed on the preparation of administrative reform and on listing the competences and financing sources of new self government units. 

In May 2000 the first important document concerning regional policy was prepared. The Parliament accepted the Act on the principles of supporting the regional development.  The Act provides that supporting regional development is aimed at:

1. Development of different areas of the country, improvement of life standards and level of satisfaction of needs of local communities, 

2. Creating conditions for increasing competitiveness of local governments

3. Equalizing differences in the level of development of particular areas of the country and equalizing chances of citizens with no regard for place of living, and reducing backwardness of less developed areas and which have less favorable development conditions. 

 The Act defines also main tasks in the area of running regional policy. Accordingly to the Act the role of supporter is played by the central government and roles of beneficiaries by regional and local governments. 

In November 2000 the National Strategy of Regional Development 2001-2006 was prepared. The preparation of the strategy was enforced by requirements of European Integration. The Strategy provided  the following objectives:

1. Increase the average level of GNP per capita in relation to EU average form 38% in 1999 to 47% in 2006. The regional minimum should amount to 33% of EU average and regional maximum to 71%. 

2. Acting against excessive increase of regional disparities through reducing unemployment, stimulating competitiveness potential of less developed areas.

3. Preparation of human capital working in central and regional administration to effective implementation of regional policy, co financed by EU

4. Utilization of administrative reform for increasing the pace of development. Increasing the value of own revenues of local governments and reducing public resources.

5. The strategic objective of the Strategy is creating conditions for increasing the competitiveness of regions, acting against margining of less developed regions in order to support long-term economic development, social, economic and territorial cohesion and integration with EU. 

The Strategy provided that the main activities tasks which could be used for fulfilling the above objectives should focus on: the development of infrastructure, restructuring and diversification of economic base of regions, supporting human resources development supporting problem areas, providing co-operation of regions (cross-border, transnational). 

It was provided in the Strategy that the list of areas requiring support would be created in special support programs, which would be adjusted to financial possibilities of the State. The National Strategy will be effected in two phases: before accession to EU and after accession. The Council of Ministers provides the general co-ordination of the Strategy but the Minister of Economy is responsible for the Strategy implementation. Parallely Regional Steering Committees were created to co-ordinate the implementation particular regional strategies. All regions prepared their regional development strategies which constitute the base for conducting the regional policy by the State.  

 The implementation of regional policy described in the Act and National Strategy is in the initial stage. Accordingly to the Act, regional contracts were awarded to regions and in 2001 first regional projects were started. However the size of these projects and financial allocation for this purpose is still far ahead to regional development needs.

4.2. Changes in regional disparities in the period of 1990(91)-1998

As it was mentioned in chapter 4.1. in the first part of 90-ties central governments rather neglected regional policy issues and concentrated on current issues of economic transformation. The only equalizing mechanisms could be: 

· General subsidies mechanism

· Local government borrowing 

· Capital investment of infrastructure companies 

· State agencies donations, preferential loans and grants 

· Moderate foreign aid 

The functioning of these mechanisms was generally not included to any concrete and objective framework which would e.g. state the expected final results. In reality the size in which each local community managed to use 4 last mechanisms depended mostly on the entrepreneurship of community mayor and on political connections. Important part of capital investment was effected because of business interest. Therefore the results of such functioning of mentioned mechanisms of capital investment funding are very diversified. 

We decided to measure changes in regional disparities in four areas: regional incomes, infrastructure, environment quality and employment. In order to present the changes in regional disparities we decided to compare the following categories: 

· Total capital investment in 49 regions in zlotys

· Average monthly wages in 49 regions in zlotys 

· Labor income in 49 regions in zlotys

· Density of roads per 100 sq. km

· Stationary phone subscribers per 1000 inhabitants

· Untreated waste water in hm3

· Reduction of air pollutants – particulates in %

· Reduction of air pollutants – gases in %

· Unemployment ratio in %

· Employment in particular regions in thousands

· Employees per 1000 inhabitants

The base for comparisons was a group of 49 administrative regions. They better show regional disparities than present 16 large regions
. The selection of analyzed categories was due to data availability. This was why we did not compare regional GNP but regional labor income. In 1990 Polish Main Statistic Office counted national income in Material Product System and only since 1993 GNP has been counted accordingly to SNA standards. 

In relation to all specified categories we counted the following measures:

· Minimum – the lowest value of the given category in regions

· Maximum – the highest value of the given category in regions

· Range – the difference between Maximum and Minimum in all regions

· Mean – the arithmetic average value of the given category in all regions

· Median – the value of middle item when all items are arranged in either ascending or descending order of magnitude amongst regions

· Standard Deviation – measure of the extent of variation in the group of items, measure which considers how far from the mean each of the items in a frequency distribution is located

· Standard Deviation/Mean*100 – as above in relation to the mean in percentages

· GINI – value in points equal to measured area between the diagonal line of equality and the Lorenz curve, divided by the area of the triangle under the line of equality, multiplied by 100

· Decile ratio – the share of labor income (and other similar categories) received by the richest tenth of the regions divided by the share received by the poorest tenth of the regions.

We consider that the counted measures are sufficient to judge about changes in regional disparities in Poland. Before presenting the results of the functioning of the capital investment mechanisms it is worth to present changes in regional capital investment distribution in years 1990 and 1998. The data are presented below. 

Table 19 

Capital investment in regions of Poland. Dispersion and inequality measures

	Measure
	1990
	1998

	Min
	72,0
	405,7

	Max
	1509,9
	23263,0

	Range
	1437,9
	22857,3

	Mean
	236,4
	2302,3

	Median
	164,5
	1329,3

	Standard deviation
	244,2
	3613,8

	SD/mean*100
	103,3
	157,0

	GINI
	33,4
	46,4

	Decile ratio
	9,0
	57,3


Source: own computations on basis of Main Statistic Office data. The data presented 

in table 1 are in new zlotys and in current prices. Data contain all types of capital 

investment: public and private.

The data contained in the table show that dispersion in capital investment amongst regions increased, what especially was demonstrated by the increase of the SD/mean*100 index (increase by 53,7%). Also inequality measures increased significantly: GINI from 33,4 to 46,4 and decile ratio from 9,0 to 57,3. The data included in the table show that within the period of 1990-1998 regional disparities in effecting capital investment expenditures increased significantly in Poland.   

4.2.1. Changes in regional income distribution

With regard to the shortage of suitable data (especially regional GNP values) we decided to check disparities in two categories: 

1. Average monthly wages in 49 regions in zlotys 

2. Labor income in 49 regions in zlotys

Both categories were counted in old and new zlotys in current prices, respective to the each year.  The results of counting dispersion and inequality measures are presented in the table 20. 

Tab1e 20

Average wages in regions of Poland. Dispersion and inequality measures
	Measure
	1990
	1998

	Min
	858,0
	983,6

	Max
	1263,0
	1676,5

	Range
	405,0
	692,9

	Mean
	980,4
	1115,0

	Median
	967,0
	1073,1

	Standard deviation
	71,3
	127,0

	SD/mean*100
	7,3
	11,4

	GINI
	3,3
	5,1

	Decile ratio
	1,3
	1,7


Source: as in table 19. For year 1990 wages in thousands of old zlotys and for 1998 

in new zlotys. Monthly wages.

The most striking information coming form the table 20 was very low level of dispersion of average wages amongst regions both for 1990 and for 1998. For year 1990 regional differences were very slight. In 1998 they were larger, but still not excessive. It is very important to underline very low values of SD/mean*100 index, extremely low values of GINI and decile ratio. However it should be understood that that average wages is a statistic category with was averaged. This may strongly influence on low levels of inequality measures. Below we present computations of dispersion and inequality measures of labor income which is counted as multiplier of the average wages and average number of employees and 12 months.   

Table 21

Labor wage income of regions in Poland. Dispersion and inequality measures

	Measure
	1990
	1998

	Min
	131
	1350,9

	Max
	2472
	26312,5

	Range
	2341
	24961,6

	Mean
	409
	4640,3

	Median
	341
	3355,6

	Standard deviation
	368
	4785,1

	SD/mean*100
	90,0
	103,1

	GINI
	31,0
	34,6

	Decile ratio
	7,2
	19,5


Source: as in table 19. Data in new zlotys, current prices.

The data contained in the table 21 show that regional disparities in relation to labor income grew significantly faster than disparities in average wages amongst regions. Index SD/mean*100 was also relatively high and grew by 13,1%. GINI index show growing disparities, but the achieved result for 1998 34,6 points is only 3,6 points higher than in 1990.  Despite of relatively smooth increase of GINI index marginal differences boomed between 1990 and 1998. Decile ratio increased form 7,2 to 19,5 – by 170% in relation to the initial value. It informs that labor income opportunities changes significantly in favour of richer regions. 

4.2.2. Changes in  infrastructure

To present changes in infrastructure we decided to analyze changes in two categories: density of roads in regions of Poland and the number of stationary phone subscribers. Roads and highways are the responsibility of public authorities. In opposition communication is a domain of business sector. The results of counting regional dispersion and inequality measures are presented in tables 22 and 23.  

Table 22

Density of roads in regions of Poland. Dispersion and inequality measures

	Measure
	1991
	1998

	Min
	41,7
	42,7

	Max
	168,4
	183,8

	Range
	126,7
	141,1

	Mean
	77,9
	84,5

	Median
	69,4
	77,8

	Standard deviation
	30,5
	33,4

	SD/mean*100
	39,2
	39,6

	GINI
	18,0
	18, 4

	Decile ratio
	3,3
	4,3


Source: own computations on basis of data of Main Statistic Office. Density of roads 

is measured in kms per 100 sq kms.

The data included in the table 22 show a very slow process of road system improvement amongst regions, but this process is faster in better regions (with higher roads density). Counted measures show that disparities are nearly unchanged, however some changes were observed in decile ratio. Changes in decile ratio are the evidence that in regions with better highway system improvements in this system are faster.  

Table 23

Stationary phone subscribers in regions of Poland per 1000 inhabitants. 

Dispersion and inequality measures 

	Measure
	1990
	1998

	Min
	50,8
	137,0

	Max
	189,0
	418,9

	Range
	138,2
	281,9

	Mean
	77,4
	208,9

	Median
	70,2
	196,1

	Standard deviation
	26,5
	50,6

	SD/mean*100
	34,2
	24,2

	GINI
	15,0
	11,3

	Decile ratio
	2,7
	3,1


Source: as in table 22 

The table 23 present significant changes in regional disparities of communication amongst regions of Poland. Despite of the fact that range and standard deviation increased in absolute values, they decreased in relative terms. The index SD/mean*100 decreased form 34,2 to 24,2. Also positive changes were observed in GINI index which was fallen by 3,7 points form 15,0 to 11,3. Decile ratio increased form 2,7 to 3,1. It again confirms that regions with relatively very good communication improve this sphere faster than regions less equipped with communication infrastructure.  The reduction of regional disparities in communication infrastructure was effected by the business sector which had to work accordingly to regulations favorable for rural areas. 

The data presented above show that in some elements of infrastructure disparities are reduced and in some they are even slowly growing.  It is very important to underline that disparities between rural and urban areas are continuously reducing. We do not dispose regional data but only data in division into urban/rural areas. For example within the period 1990-96 the percentage of households with current water increased in urban areas form 95,3% to 96,9% in urban areas (by 1,6%) and from 67,6% to 77,8% in rural areas (by10,8%). In the same period the percentage of households using natural gas increased in urban areas form 71,8% to 75,4% (by 3,6%) and from 6,3% to 13,1% (by 6,8%) in rural areas. Similar changes were observed also in the other installations. It shows that regional differences, especially between rural and urban areas are being reduced. The most of changes in this area were effected by infrastructure companies and financed form service fees. 

4.2.3. Changes in environmental protection  

Massive industrialization and fast development of urbanization caused huge environment pollution in Poland. After economic change serious stress was placed on reduction of the size of environmental pollution mostly in relation to water and air pollution. Below we present the dispersion  and inequality data of Polish regions in 1991 and 1998. The table 24 contains data on untreated waste water in regions of Poland.   

Table 24

Untreated waste water in regions of Poland in hm3. 

Dispersion and inequality measures 

	Measure
	1991
	1998

	Min
	3,1
	6,7

	Max
	794,2
	646,7

	Range
	791,1
	640,0

	Mean
	52,6
	57,2

	Median
	18,36
	30,6

	Standard deviation
	127
	94,5

	SD/mean*100
	241,4
	165,3

	GINI
	64,3
	49,0

	Decile ratio
	91,5
	96,5


Source: as in the table 23

The presented values of dispersion concerning untreated waste water show that dispersion decreases. Unfortunately it is effected through increasing the lowest values (minimum) and (favorably) through decreasing maximum regional value. Very positive is decrease of standard deviation from 127 to 94,5 and the decrease of relative index SD/mean*100 form 241,4% in 1991 to 165,3 in 1998. Positive changes are also observed in inequality measures: GINI index decreased form 64,3 to 49 points. Decile ratio slightly increased from 91,5 to 96,5. Such a high decile ratio shows that in Poland there are regions with huge water pollution and regions relatively very clean. In general the main direction of changes are rather positive. Regional disparities in treatment of waste water are decreasing in most of measures.

Another analyzed factor was air pollution by particulates. It was especially important problem with regard for the fact that the most of heating was (and is) based on burning coal and Poland developed so called dirty industries as well. In the below table 25 we present the level in which particulates polluting air are eliminated. The level of 100% reduction of air pollutants is the most favorable.  

Table 25

Reduction of air pollutants - particulates in regions of Poland in %. 

Dispersion and inequality measures 

	Measure
	1991
	1998

	Min
	67,1
	74,2

	Max
	99,0
	99,2

	Range
	31,9
	25,0

	Mean
	89,7
	93,3

	Median
	91,4
	96,3

	Standard deviation
	7,6
	6,7

	SD/mean*100
	8,5
	7,2

	GINI
	4,2
	3,5

	Decile ratio
	1,4
	1,3


Source: as in table 23

The measures counted in the table 25 show that reduction of particulates polluting air grew in Poland in the period of 1991-1998. Also dispersion and regional disparities decreased. The mean reduction of particulates pollution increased from 89,7% in 1991 to 93,3% in 1998. Median increased, standard deviation decreased. Also inequality measures decreased: GINI form 4,2 to 3,5 and deci8le ratio form 1,4 to 1,3. The data included in the table is an evidence of slow reduction of regional disparities in this area.  Another issue was the polluting air by gases. The data on the dispersion and inequality are presented in the table 26. 

Table 26

Reduction of air pollutants - gases in regions of Poland. 

Dispersion and inequality measures

	Measure
	1991
	1998

	Min
	0,1
	0,2

	Max
	84,2
	83,7

	Range
	84,1
	83,5

	Mean
	9,9
	14,0

	Median
	1,0
	5,3

	Standard deviation
	18,9
	19,7

	SD/mean*100
	189,6
	141,1

	GINI
	72,7
	30,2

	Decile ratio
	531,0
	418,5


Source; as in table 23. Only industry gases are en into consideration.

Accordingly to the data on reduction of gas polluting air the situation in this area is significantly different to reduction particulates polluting air. The mean value increased within the period of 1991-1998 form 9,9% to 14,0%  but is relatively low. It means that the rest of polluting gases (in 1998 86%) come to atmosphere. Despite of the fact that improvement in this area is not satisfactory – regional disparities decreased in the analyzed period. Despite of the fact that minimum and maximum values did not change significantly, relation of standard deviation into mean decreased from 189,6% to 141,1%. Also inequality measures decreased their values: GINI from 72,7 points in 1991 to 30,2 points in 1998. Decile ratio decreased from 531 to 418,5. These results are evidence of slow reducing regional disparities in emission of gases polluting air. 
4.2.4. Changes in employment

Equalizing employment opportunities is one of the most important principles of the present Polish regional policy. New employment is strictly connected with improvement of business conditions and general economic situation of the country. The unemployment ratio in Poland amounted to 6,9% in 1990, 10,4% in 1998 and 17,4% in December 2001. This problem is now significantly sharper than in 1998. Analyzing the employment changes amongst regions we took into consideration three categories: 

1. Unemployment ratio in %

2. Employment in particular regions in thousands

3. Employees per 1000 inhabitants

Table 27

Unemployment ratio in regions of Poland in %. Dispersion and inequality measures

	Measure
	1990
	1998

	Min
	2,1
	2,6

	Max
	11,5
	20,5

	Range
	9,4
	17,9

	Mean
	7,0
	12,0

	Median
	7,3
	11,8

	Standard deviation
	2,1
	4,1

	SD/mean
	29,9
	34,5

	GINI
	16,0
	18,2

	Decile ratio
	3,1
	7,9


Source: as in the table 23

Accordingly to data contained in the table 27 it is possible to admit that both dispersion and inequality measures in Polish regions are growing in relation to unemployment ratio. It is especially visible in relation to standard deviation which grew form 2,1 to 4,1 in the period of 1990-1998. Also range doubles and maximum value rose form 11,5 to 20,5%. The minimum value increased slightly and in result the decile ratio grew form 3,1 to 7,9 in the period of 1991-1998. Also GINI index increased form 16,0 to 18,2.  The growth of decile ratio informs about increases of marginal values of the unemployment ratio. It is important to underline that when the unemployment ratio grows it grows faster in regions with the worst (highest) ratios. The change in the regions with relatively small unemployment is relatively small. 

In the below table we characterize dispersion and inequality of employment in years 1990 and in 1998. 

Table 28

Employment in regions of Poland. Dispersion and inequality measures

	Measure
	1990
	1998

	Min
	116,4
	106,3

	Max
	1631,2
	1493,6

	Range
	1514,8
	1387,3

	Mean
	336,2
	324,9

	Median
	251,2
	260,6

	Standard deviation
	251,2
	254,2

	SD/mean
	74,7
	78,2

	GINI
	28,4
	29,6

	Decile ratio
	5,9
	14,1


Source: as in the table 23.

The data included in the table 28 show decreases of minimum, maximum and range values. Also mean decreased. Median increased slightly and standard deviation remained nearly unchanged. Interesting situation is observed in relation to inequality measures. GINI ratio nearly remained unchanged (grew slightly form 28,4 to 29,6 points) but decile ratio increased significantly from 5,9 in 1990 to 14,1 in 1998. The analysis of data allows to set up the following conclusion: general dispersion structure of employment in Polish regions remained nearly unchanged, but with regard for the general decline of employment in Poland the most suffered regions which once had low employment and changes only slightly touched regions with high employment. As the result the decile ratio increased significantly.  

The last analyzed category was an index of  employment per 1000 inhabitants. This index presents labor opportunities in different regions in relative terms. A part of the value of this index is explained by the willingness of labor force to accept jobs which are offered on the labor market. The counted dispersion and inequality measures are presented in the table 29. 

Table 29

Employees per 1000 inhabitants in regions of Poland.

Dispersion and inequality measures

	Measure
	1990
	1999

	Min
	369
	317,2

	Max
	506
	540,4

	Range
	137
	223,2

	Mean
	435,0
	409,0

	Median
	437,0
	420,7

	Standard deviation
	31,5
	47,5

	SD/mean*100
	7,2
	11,6

	GINI
	3,8
	6,1

	Decile ratio
	1,3
	1,7


Source: as in the table 23

Counting dispersion and inequality measures allows to admit that regional disparities of labour opportunities increased significantly within the period of 1990-1998. Minimum value decreased and maximum value increased. Range increased form 137 to 223. Mean an median decreased with regard for the general decline in employment. Standard deviation increased and the index  SD/mean*100 also increased. As the result the GINI index grew from 3,1 to 6,1 and the decile ratio increased form 1,3 to 1,7.  The data included in the table confirms the significant growth of regional disparities amongst Polish regions in relation to employment.

4.3. Conclusions on the regional policy and changes in regional disparities

Accordingly to the presented analysis of regional policy and regional disparities it is possible to set up the following conclusions:

1. Distribution of capital investment amongst Polish regions was done in the way which increased disparities and inequality amongst regions.

2. In infrastructure positive changes were observed in areas which were under responsibilities of local governments and commercial companies: water supply, water treatment, communication – in these areas regional were disparities reduced. In road infrastructure which was under the prevailing responsibility of state authorities – disparities increased. 

3. Positive changes were observed in reducing pollution – regional disparities decreased. It was mostly due to the reduction of dirty production and environmental investment of companies.

4. Significant growth of regional disparities was observed in labor incomes and employment. Weak regions became more weaker in both fields, what increased their social problems. Position of the strongest regions became stronger (wages) and remained unchanged (employment). As the result economic disparities amongst Polish regions increased. 

Surprisingly despite the general reduction of  regional disparities in infrastructure, economic disparities amongst regions significantly increased. Probably improvement of infrastructure was too weak factor to attract commercial investment, business and employment to rural and less developed areas. The state and business became even more centralized (the government liquidated 7 out of 9 large regional commercial banks), the headquarters of numerous important companies were moved to the capital. Only in 4 regional capitals there are headquarters of significant financial institutions (Cracow, Katowice, Wrocław, Warsaw). Through the process of mergers and acquisitions the government moved headquarters of regional banks from: Szczecin, Gdańsk, Lublin and Poznań. Two of the four mentioned regional capitals were located in problem regions.  

The concentration of wealth in large metropolitan areas creates the problems for provincial and rural areas as well as for metropolitan areas (mass transportation and traffic). The creation of 16 large regions joined in one unit metropolis, average developed areas and rural and less developed areas. The present regions do not constitute homogenous territories with prevailing similarities instead of differences. It makes regional policy, especially equalizing or reducing disparities, more difficult. It is necessary to conduct subregional policy within regions. To catch similarities and avoid differences the Main Statistic Office created a new category: 44 subregions, but this unit has only a statistic character, however it may be used for conducting policy aimed at reducing regional disparities.

Equalizing mechanisms in capital investment funding in Poland allowed for significant improvement of infrastructure in rural and less developed areas but sector policy of all governments in 90-ties and close relations between business and politics on the central levels facilitated centralization of the economy, labor market and incomes.

5. Evaluation of sectoral and regional funding mechanism

Local government budgets remain more important source of capital investment in Poland than sectoral allocation of the central government. Local governments spend on that purpose over 3,5 billions of EURO in the year 2000, while capital investment expenditures of the central budget break down by sectors remain on the level  of about 1,4 billions of EURO. The most important source of capital investment remain infrastructure companies, which invested over 5 billions EURO  in 2000. Current funding mechanism allowed for significant improvement of the infrastructure . During last decade total length of water supply lines and gas lines was doubled. Number of wire telephone subscribes increased three times. Length of sewage water lines increased by 76 percent and quantity of not cleaned waste water decreased by 48%. 

Considering importance of local government spending on infrastructure investment one may say that funding mechanism created  with the implementation of local self government prove to be efficient. Local governments budgets need to secure the funding for covering the costs of  their tasks and later they may decide on the level of capital investment on the basis of local needs. Relatively small amount of capital investment funding is decided by the national administration
 in the form of  donations for designated investment projects. Local governments, especially those authorities which elaborated local development strategies are more familiar with local needs and preferences. Besides, they spend the funds more efficient than national authorities and have more opportunities to build public - private partnership to execute investment projects. All this factors contributed to larger efficiency of the regional funding mechanism  in Poland. 

Changes related to implementation of the self government counties and regions in 1999 increased the scope of funds distributed on regional basis. Efficiency of regional funding mechanism decided about transfer of the part of sectoral investment to regional level and  regional contracts replaced partly central investment programs,  financed by the state budget. Those changes allow for better adjustment of investment programs to local needs. Regions, with participation of municipalities/communities, counties and social partners prepare  local development strategies, which include the most important investment projects, necessary for economic development. Later regions, within the framework of regional contract obtain the funds to cover part of the cost of planned investment expenses, which previously were distributed on sectoral basis.

The scope of capital investment, executed by local governments depends in large extend on the disposable revenues. Local government funding in Poland include mechanism oriented on scaling down regional/local disparities however its is not sufficient to speed up the development of poorer regions. Partly disparities are diminishing by the preferences for low revenues regions set up in the framework of EU programs . However still current  regional mechanism is more vulnerable to regional disparities. On the other side it supports the initiative of local governments in their efforts to increase the local revenues through attracting investment and new taxpayers. 

Disparities in revenues are also diminishing by the functioning of the state agencies, focused on designated sectors like agriculture, environmental protection or heavy industry. In this case efficiency of sectoral mechanism depends on  the criteria and selection process of beneficiaries. Generally those mechanisms are more vulnerable to discretion of the agency administration. Funding mechanisms based on the decisions of local authorities are more efficient in meeting the local needs. 

Annexes

Appendix 1 

The projects conducted by ARMA

	Field 

Form of Assistance
	For whom
	Amount
	Interest
	Repayment

	Agriculture 

	Credit for the implementation of investment undertakings in agriculture, agri-food processing and services for agriculture
	Eligible private individuals, with the exception of pensioners and disability pensioners, legal persons, organizational units without legal personality 


	Up to 80% of the value of investment layouts per undertaking, on activities within the field of agrotourism and veterinary practice, no more than PLN 2 million; up to 70% of the value of investment layouts for off-farming sectors and for agricultural services, no more than PLN 4 million; up to 70% of the value of investment layouts for agri-food processing, no more than PLN 8 million
	Floating, currently between 9.78% and 10.63%  p.a.


	Max. for 8 years, possible 2-year grace period in the repayment of principal 



	Credit for the purchase of farm land 
	as above
	Up to 80% of the contractual price of farm land, no more than PLN 2 million
	Floating, currently 4.25% p.a.
	Max. for 15 years, possible 2-year grace period in the repayment of principal

	Credit for the establishment or organization of farms by persons who are under 40 years old
	Eligible private individuals, 

Eligible disability pensioners 
	Up to 80% of the value of investment layouts per undertaking, no more than PLN 2 million, up to 70% of the value of investment layouts for off-farming sectors, no more than PLN 4 million


	as above
	as above

	Credit under the "milk industry programme"
	Eligible private individuals, excluding pensioners and disability pensioners, legal persons, organisational units without legal personality, starting or already producing cow milk/  conducting milk processing
	Up to 80% of the value of investment layouts per undertaking, no more than PLN 2 million; up to 70% of the value of investment layouts for agri-food processing, no more than PLN 8 million
	floating currently between 4.89% and 5.31% p.a.


	Max. for 8 years, possible 3-year grace period in the repayment of principal 

	Credit under the “Industry programme of common utilization of farm machines and equipment”
	Eligible private individuals, excluding pensioners and disability pensioners, eligible legal persons
	Up to 80% of the value of investment layouts per undertaking, no more than PLN 2 million per group, up to 70% of the value of investment layouts for undertakings implemented by private individuals operating off-farming sectors and forming groups of common utilization of farm machines and equipment, as well as individuals, no more than PLN 4 million
	as above


	as above

	Credit under the “Industry programme of development of fishing in Poland for the years 2000-2006 – Investments in inland fishing”
	Eligible private individuals, excluding pensioners and disability pensioners, eligible legal persons and organisational units without legal personality 
	Up to 80% of the value of investment layouts per undertaking, no more than PLN 2 million


	as above


	as above

	Credit under the “Industry programme of restructuring the processing of potatoes into starch in Poland ”
	Eligible private individuals, excluding pensioners and disability pensioners, legal persons, organizational units without legal personality
	as above


	as above


	as above

	Credit for the creation or organization of a farm under the farm settlement program on the land of the State Treasury 
	Eligible private individuals, excluding pensioners and disability pensioners
	Up to 95% of the value of investment layouts per undertaking, no more than PLN 2 million
	Floating, currently between  4.25% and 10.63% p.a.
	Max. for 15 years, possible 3-year grace period in the repayment of principal

	Credit for the implementation of undertakings in agriculture in off-farming sectors, aimed at using the existing production base of farms and off-farming sectors by starting or increasing production in those farms and off-farming sectors 
	Eligible private individuals, excluding pensioners and disability pensioners, legal persons, organisational units without legal personality
	Up to 80% of the value of investment layouts per undertaking, no more than PLN 2 million, up to 70% of the value of investment layouts for off-farming sectors, no more than  PLN 4 million
	as above
	Max. for 3 years, with the exception of credits for undertakings concerning the production of milk which may be contracted for 4 years. Grace period in the repayment of principal up to 1 year

	Investment credit for the elimination of the effects of flood, investment credit for the resuming of production in farms and off-farming sectors located in areas affected by a natural disaster 
	Eligible entities 
	May not exceed the replacement value of fixed assets, no more than PLN 2 million per undertaking or PLN 4 million for off-farming sectors 
	Floating, currently 4.25% p.a.


	Max. for 5 or 8 years, possible grace period in the repayment of principal up to 1 year or 2 years

	Revolving credit for the resuming of production in farms and off-farming sectors located in areas affected by drought, hail-storms, excessive rain and snow, freezing, flooding, hurricane, fire or infestation with rodents
	as above


	May not exceed the estimated value of losses of a farm or of a special sector of farm production in farm crops, livestock or assets used for farm production, no more than PLN 2 million per undertaking or PLN 4 million for off-farming sectors 
	as above


	

	Revolving credits (credits for purchasing assets for farm production)
	Eligible domestic entities conducting farm production 
	
	6.8%
	12-24 months

	Credit guarantees and sureties 
	Eligible private individuals and legal persons as well as other entities which are not legal persons 
	The surety is a fixed-term one and may be granted for up to 60% of the utilized amount of the credit awarded and interest on the amount covered by the surety, no more than PLN 1 million; guarantees are fixed-term ones and may be granted for up to PLN 1 million
	One-off commission -1% of the credit amount covered by surety or 2% of the credit amount covered by guarantee
	

	Entrepreneurship 

	Credit for the creation of new permanent jobs in non-farming sectors in rural and rural-urban communities, and in towns with population up to 20,000 inhabitants
	Eligible private individuals and legal persons 
	Up to 70% of the costs of the undertaking, no more than PLN 200,000, where for each PLN 20,000 of the loan granted one job must be created


	0%


	In instalments payable monthly or quarterly. Term of repayment up to 4 years, grace period 12 months

	Loan granted for the creation of jobs in non-farming activities in rural and rural-urban communities, and in towns with population of up to 20,000 inhabitants
	as above
	as above
	as above
	as above

	Infrastructure

	Construction of water supply systems, sewerages and sewage treatment plants in rural areas; construction and modernisation of roads in rural and rural-urban communities 
	Local communities (gminas) and inter-gmina unions, as well as towns with population of up to 5,000 inhabitants
	Each unit had the right to file in 3 applications in 2000 for financial assistance. 
The amount of financial assistance (jointly with donations from the State budget) may not exceed 50% or 75% of the costs of investment eligible for financing, up to PLN 300,000 for all applications filed 
	
	

	Education 

	Financial assistance for activities related to the upgrading and changing of professional qualifications of inhabitants of rural and rural-urban communities in 2001 
	Agricultural advisory centers, science institutes, experimental institutes, universities and schools 
	Up to PLN 15,000 and up t o 80 % of expenditure on the undertaking implemented – regardless of the number of courses organized 


	For 5 years from the date of purchase, teaching equipment may not be sold or transferred to another entity without the written consent of the President of the Agency
	Required accounting for the amount received 

	Agri-food processing 

	Credit for the implementation of investment undertakings in agriculture, agri-food processing and in services for agriculture 
	Eligible private individuals, excluding pensioners and disability pensioners, legal persons, organisational units without legal personality
	Up to 80% of the value of investment layouts per undertaking, for activities in the field of agrotourism and for veterinary practice, no more than PLN 2 million, up to 70% of the value of investment layouts for off-farming sectors and agricultural services, no more than PLN 4 million, up to 70% of the value of investment layouts for agri-food processing, no more than PLN 8 million. 
	Floating, currently between 9.78% and 10.63% p.a.


	Max. for 8 years, possible 2-year grace period in the repayment of principal



	Credit under the "Milk industry programme" 
	as above
	Up to 70% of the value of investment layouts for undertakings in the field of agri-food processing, no more than PLN 8 million


	Floating, currently between 4.89% and 5.31% p.a.
	Max. for 8 years, possible 3-year grace period in the repayment of principal

	Credit under the “Industry programme of development of fishing in Poland for the years 2000-2006”
	Eligible private individuals, excluding pensioners and disability pensioners, eligible legal persons and organisational units without legal personality
	Up to 80% of the value of investment layouts per undertaking, no more than PLN 2 million; up to 70% of the value of investment layouts per undertaking implemented by the entity, no more than PLN 8 million. 


	as above
	as above

	Credit under the “Industry programme of restructuring the processing of potatoes into starch in Poland ”
	as above
	
	
	

	Credit under the "programme of support for the restructuring and modernization of the meat processing industry in Poland" 
	Eligible private individuals, excluding pensioners and disability pensioners, legal persons
	Up to 70% of the value of investment layouts per undertaking implemented in the field of slaughter, partition of carcasses or processing of meat, no more than PLN 8 million
	as above
	as above

	Services for agriculture

	Credit for the implementation of investment undertakings in agriculture, agri-food processing and services for agriculture
	as above
	
	
	

	Credit under the "industry programme of common utilization of farm machines and equipment" 
	as above
	
	
	

	Credit under the "Milk industry programme" 
	as above
	
	
	

	Other forms of assistance

	Credits for central purchasing 
	Eligible domestic entities 
	
	Between 7.65 and 11.9% p.a., depending on the type of credit 
	Between 6 and 12 months


Source: Own study based on information from the ARMA.

Appendix 2 

Poland National  Program . Part I. (million EUR)

	Title
	Total Phare budget
	Institution building (indicative)
	Investment (indicative)

	Objective 1: Strenghten institutional and administrative capacity
	65.01
	38.35
	26.66

	Integrated cadastre system
	
	
	

	National Bank of Poland
	
	
	

	Public Finance
	
	
	

	Internal financial control at regional level
	
	
	

	Tax administration
	
	
	

	Parliamentary law procedures
	
	
	

	National SME development
	
	
	

	Fisheries administration
	
	
	

	Transport administration and acquis
	
	
	

	Social dialogue
	
	
	

	National vocational training system
	
	
	

	National export development
	
	
	

	Strengthen regional policy administration
	
	
	

	Regional statistics
	
	
	

	Strengthen acquis implementation at regional level
	
	
	

	Objective 2: Internal Market
	21.00
	9.12
	11.88

	Customs
	
	
	

	Certification phase II
	
	
	

	Competition and consumer protection
	
	
	

	Intellectual and industrial property rights
	
	
	

	Telecoms universal service
	
	
	

	Objective 3: Justice and Home Affairs
	48.00
	8.52
	39.48

	Twinning for border and visa policy
	
	
	

	Integrated eastern border management
	
	
	

	Border crossing in Dorohusk
	
	
	

	Border crossing in Kuznica
	
	
	

	Border crossing in Kroscienko
	
	
	

	Eastern border small projects fund
	
	
	

	Twinning for the police services
	
	
	

	Fight against crime
	
	
	

	Fight against drugs
	
	
	

	Objective 4: Agriculture
	41.60
	16.70
	24.90

	IB for rural development
	
	
	

	IB for agri-environment and afforestation
	
	
	

	IB for early retirement
	
	
	

	Veterinary system for laboratories and disease control
	
	
	

	Border inspection posts phase II
	
	
	

	Phytosanitary administration
	
	
	

	Food control administration
	
	
	

	CAP common market organizations
	
	
	

	Preparation for selected CAP instruments
	
	
	

	Objective 5: Environment
	7.39
	3.99
	3.40

	Strengthen environmental impact assessment
	
	
	

	Air quality assessment systems
	
	
	

	Pollution prevention and control at regional level
	
	
	

	Total Phare contribution (million EUR)
	183.00
	76.68
	106.32


Source Financial memorandum

Poland National Program. Part II. Economic and Social Cohesion. Budget in millions EUR 

	Title
	Total Phare budget
	Institution building  (indicative)
	Investment (indicative)

	
	
	
	

	Operational programme of Warmia-Mazury
	20.33
	
	20.33

	Human resources development
	3.40
	
	3.40

	SME development
	2.20
	
	2.20

	Modernization of road 16 around Olsztyn
	5.58
	
	5.58

	Road access to bridge over Elblag river
	2.70
	
	2.70

	Environmental protection of Mazury lakes
	3.75
	
	3.75

	Small scale infrastructure investments
	2.70
	
	2.70

	
	
	
	

	Operational programme of Podlaskie
	19.60
	
	19.60

	Human resources development
	2.58
	
	2.58

	SME development
	3.00
	
	3.00

	Modernization of road 61
	3.80
	
	3.80

	Road tunnel on bypass of Bialystock
	4.32
	
	4.32

	Upgrading and marketing of Augustow channel
	3.00
	
	3.00

	Small scale infrastructure investments
	2.90
	
	2.90

	
	
	
	

	Operational programme of Lubelskie
	25.42
	
	25.42

	Human resources development
	7.55
	
	7.55

	SME development
	5.90
	
	5.90

	Preservation of the waters of the Bug river
	2.60
	
	2.60

	Modernization of road  698
	2.80
	
	2.80

	Renovation of old town of Lublin
	2.25
	
	2.25

	Small scale infrastructure investments
	4.32
	
	4.32

	
	
	
	

	Operational programme of Podkarpackie
	24.50
	
	24.50

	Human resources development
	4.00
	
	4.00

	SME development
	5.12
	
	5.12

	Upgrading of road infrastructure in the region
	13.18
	
	13.18

	Environmental protection in Rzeszow
	2.20
	
	2.20

	
	
	
	

	Operational programme of Slaskie
	37.15
	
	37.15

	Human resources development
	5.78
	
	5.78

	SME development
	4.85
	
	4.85

	Business infrastructure in Silesia
	4.75
	
	4.75

	Road to airport of Katowice
	17.45
	
	17.45

	Small scale infrastructure investments
	4.32
	
	4.32

	
	
	
	

	Engineering, supervision and monitoring support 
	3.00
	
	3.00

	
	
	
	

	Total Phare contribution (million EUR)
	130
	
	130


Source: Financial memorandum

Appendix 3 

Current ISPA Project in Poland  

	Project; Environmental protection
	Acceptance
	Total Costs in EUR
	ISA input in EUR and %

	Modernization of the sewage water system in Bydgoszcz
	June 2000
	66 240 000
	32 457 600 ;    49%

	Waste treatment in Krakow
	October 2000
	22 730 000
	14 092 600;     62%

	Modernization of Sewage system in Torun
	October 2000
	79 111 000
	47 466600;      60%

	Waste water treatment plant in Kraków Plaszow
	October 2000
	79 976 000
	55 983 200;     70%

	Modernization of the waste water system in Szczecin
	October 2000
	46 397 000
	30 622020;      66%

	Program for waste treatment in Wroclaw
	October 2000
	20 402 000
	13 465 320;     66%

	Pipe line for Pila
	Nov.  2000
	 8 501 659
	  4 335 846;     51%

	Modernization of the waste water treatment in Wroclaw
	October 2000
	65 250 000
	36 540 000;     56%

	Modernization of waste water treatment plant in Olsztyn
	October 2000
	12 716 400
	 6 866 856;      54%

	Waste processing plant for Municipality Association "Reda and Chylonka"
	October 2000
	20 852 955
	15 014 127;     72%

	Technical assistance for Environmental projects preparation for 13 municipalities
	November 2000
	 4 500 000
	 3 412 500;      75%

	Waste treatment in Łodz
	October 2001
	21 640 000
	12 984 000;     60%

	Waste water treatment plant in Łodz
	October 2001
	45 799 000
	22 899 500;    50%

	Waste water treatment in Warsaw
	October 2001
	42 242 000
	27 457 300;    65%

	Purification of water in Suwalki
	October 2001
	12 468 000
	 6 234 000;     50%

	Technical assistance in project preparation
	October 2001
	 4 550 000
	 3 412 500;     75%

	TOTAL Environmental protection
	
	553 376  014
	333 243 969;    60%

	Transport 
	
	
	

	Road KA4E Kleszow -Sosnica
	 
	112 282 000
	84 211 500;     75%

	Railroad E-20 Minsk mazowiecki - Siedlce
	
	124 595 625
	93 446 719;     75%

	Railroad E-20 Rzepin- Polish Border
	
	62 233 000    
	46 674 750;     75

	Modernization of the road 717
	
	32 761 000
	24 570 750;     75%

	Modernization of the road 7, Gdansk -Jazowa
	
	82 832 000
	62 124 000;     75%

	Modernization of the road 4, Krakow - Tarnow
	
	62 233 000
	46 674 750;    75%

	Technical Assistance Warsaw Transportation System
	
	    940 000
	      705 000;    75%

	Road Bielko Biała - Cieszyn
	
	138 185 00
	103 638 750;   75%

	Training in project management in transportation
	
	      400 000
	     400 000;    100%

	Technical Assistance for Modernication of the Railroad E65
	October 2001
	14 900 000
	  5 960 000;     40%

	Modernization of the road A4
	October 2001
	 252 700 000
	 189 525 00;    75%

	Total - Transport
	
	884 061 625
	657 931 219;   74%

	TOTAL ISPA
	
	1 437 437 639
	 991 175 189;   69%


Source www.cie.gov.pl
Beside mentioned project, also four new projects were currently approved for waste water plants in Gliwice, Katowice, Przemyśl and Poznan. Financial Memoranda concerning those project would be concluded during next months. 
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� Description is based on the legal situation in 2001. 


� "Dziennik Ustaw no 150 z 1998  with changes in "Dziennik ustaw" no 160, 2000 and Dziennik Ustaw no 55, 39 and 95 2001 .


� Report on the budget execution of the territorial self governments Units in 2000. Ministry of Finance 2001. 


� Law on revenues of the territorial self government units, chapter 46.


� For the year 2001. In years 1999 and 2000 these figures were different


� Report on the budget of territorial self government units in 2000. Ministry of Finance 2001.








� It does not mean that this amount was spent on local capital investment.


� In this chapter we present regulations for 2000, because we have data form this year. Unfortunately methods of counting general subventions are changing very often.


� The fundamental and educational parts of general subsidies are subordinated to real budgetary incomes. Because central budgetary incomes are fluctuating, it is necessary to change local budgets many times in the fiscal year.  





� Gilowska Zyta: Sources of Financing Local Governments in Poland, Warsaw 1999, p. 10  (in Polish). This also a functional division of capital investment allocations granted by the central government to local  governments. Allocations form target public funds are described in the chapter 3.5.


� E.g.  Zyta Gilowska. 


� Law on public finances, Nov.26, 1998 with further changes,  § 27 p.3 , 2001.  


� Law on public procurement with changes dated June 22nd, 2001, Dz.Ust nr 76, 2001. 


� Finanse Samorządów. Ministry of Finance www.mofnet.pl.


� It is however compulsory for regions


� The specification is based on the press coverage of “Rzeczpospolita” – a quasi official governmental newspaper


� In 2000 this act was changed what generally increased legal opportunities for bonds’ issuances.      





� Elaborated on the basis http://www.nfosigw.gov.pl.


� Elaborated on the basis of http://www.arimr.gov.pl.


� Elaborated on the basis of � HYPERLINK http://www.arp.gov.pl ��http://www.arp.com.pl� and IDA Annual Report 2000.


� Elaborated on the basis of http://www.parp.gov.pl.


� In the 2001 Budget Act the same limits were specified for the years 2000-2001 as those provided for in this Regulation, in the 2002 Draft Budget, the amount of PLN 1,000,000 was allocated for the financing of tasks covered by the Government’s  regional development support programme.


� Information based on www.cie.gov.pl/fundusze/sapard/actual.


� Practical Guide 2001, p.170


� National Programme of Preparation for membership in European Union Approved by the Council of Ministers of the Republic of Poland, June 12, 2001. Document include 30 group of priorities divided by tasks which correspond with negotiations areas. 


� SAPARD. Operational Program for Poland. September 2000, pages 59-81


� Op.cit, . 83-140


� Strategy for using ISPA funds as a subsidiary Instrument for Implementation of the national Environmental Policy, Ministry of Environment 2001, p. 19-21


� National Strategy for Transportation System in Poland, p.10-14. 


� To avoid problems in analyzing regional differences in present 16 large regions, the Main Statistic Office divided Poland into 44 subregions in 2000 what would facilitate planning  and conducting reliable regional policy. 


� In the year 2000 it was 91,5 millions EURO
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