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Abstract: In centrally planned economies state subsidies were the main instrument of
supporting the economic sector. Most of them had also social functions (e.g. through
subsidising the consumption of households). In the period of transition, with the withdraw al
of the state from economic decisions of the enterprises, new social problems appeared. The
paper analyses the process of granting state support to economic units - its scope and forms -
in the 90-ties.

Introduction

The purpose of this paper is to present the development of industrial policy instruments
implemented in Poland during the period of transformation. An attempt is made to assess the

scope and forms of the state support granted to enterprises by public authorities.

In financial terms the state support to economic entities can be expressed as a certain stream
of money, related to such measures of the Polish economy as GDP or state budget
expenditures. Two industrial policy indicators will be examined in the paper: state subsidies
and state aid. In the first section | will examine similarities and differences of these concepts.
In the second part | will consider forms of state support that existed in the 80-ies, mainly
because of two reasons. Firstly, since it is the last decade before the beginning of transfor-

mation, it seems interesting to start with the comparison of excessive subsidies typical for

*
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and comments.
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centrally planned economies (Foldi et al. 1992, vol. 11). Second, since the steps aiming at
reducing the process of subsidising enterprises took place in this pre-transition period, further

reforms had their starting point in the 90-ies.

The third section deals with the scope, forms and structure of state subsidies to enterprises
during the period of transformation. Section 4 presents the outcomes of researches on state aid

in the period of 1993-1996. The paper ends with some concluding remarks.

1. Explanation of Terms: State Subsidies and State Aid

The concept of state aid to economic entities has been introduced in Poland only recently.
Before the economic transformation the concept did not exist - this is due to financial laws,
budget reports and the theory of public finance. Instead of this term in theory and budget
reporting the term of subsidies for enterprises was used. However, these two concepts are not

unambiguous; it is worth then to clear out the differences.

The term "state aid"* is usually interpreted on the basis of the definition given by Western
European countries. Generally speaking, state aid includes different forms of financial support
of the state for various undertakings, selected in accordance with the priorities of economic
policy (Fornalczyk 1996). It can involve some kind of public expenditure (money or in-kind
transfers from the state budget or other public funds?), as well as disparagement of public
payments that reduce the budgetary revenues (e.g. tax exemptions, waiver or deferment of
payments, approval of payments in instalments). Selective character of the state aid can

actually or potentialy distort the conditions of competition on a given market. The market
position of economic entities, to which the aid was granted, is changed - public intervention
caused privileged conditions of operation in comparison to those firms that did not benefit
from state aid. Out of basic forms of state aid we can distinguish subsidies, loan privileges,
credit guarantees, tax allowances, capital investments, reduction of social contributions,

public procurement, etc.

! Some researchers use the term "state support". Cf. Zienkowski (1996).

2 In this paper the term state aid refers only to central government, that realises its socio-economic doctrine

through state budget and public funds administrated centrally (e. g. Social Insurance Fund). Local authorities
(communes - existing since 1990 - or counties and voivodships that will come into being in 1999) are not
included.
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"Subsidies’ are usualy defined as a specific public expenditure in form of transfers
earmarked for economic entities® granted by public authorities implementing economic
policy. Generally we can distinguish two types of state subsidies. The purpose of subsidies for
goods and services is to protect consumption-related decisions of households. In this case the
consumption of selected goods or services is subsidised. By means of subsidies for
enterprises the government gives financial support to certain economic units, usually state-
owned enterprises, in economic sectors regarded as crucial. There are also wider concepts of
subsidies that - apart from these expenditures- cover also some measures connected with
public revenues, e.g. preferential interest rates for credits (Foldi et al. 1992). However, for
purpose of better distinction and clarity of terms, the narrower meaning of subsidies will be

used in this paper.

The concept of state aid is wider than of state subsidies. The last ones constitute the term of
unified character, at least from the formal point of view, though numerous entities can be
subsidised. State subsidies-as a kind of public expenditure for enterprises placed in
budgetary reports - are of "direct” or "explicit" nature. The concept of state aid involves-
apart from disparagement of public payments-aso some “indirect” or "implicit"
expenditure. So called "soft loans’ (e.g. loans given with preferential interest rate) or capital
transactions (e.g. capital investment of the Treasury in certain undertakings) are good

examples.

However, suggestion that al state subsidies make up the part of the state aid would not be
precise enough. It depends whether given instrument of economic policy has the influence on
conditions of competition. The explanation can be facilitated by two examples of subsidies:
(1) subsidies to inter-city transportation (bus tickets), and (2) subsidies to selected state-
owned enterprises that are indebted in Socia Insurance Office (restructuring of unpaid social
contributions). In case of the first ones public expenditure does not influence on the market in
question (services of bus transport). Subsidies of this type support consumption of
households - they stimulate consumers decisions (choice of means of transport). However,
they do not distort market competition - each company rendering appropriate services can be
granted such a subsidy. Subsidies to goods and services do not belong then to the category of
state aid, in which selectivity is vital. As far as second example is concerned, subsidies for

restructuring the debts of enterprises are selective by purpose. Thus granting them to specific

% According to Foldi at al. (1992), transfers to households are described as "grants' and thus will not be

considered in this paper.
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economic entities create better market position. Such instruments are then covered by term of
state aid.

Moreover, it should be noted that there are also some disparagements of public payments that
are not state aid. For the distinction the same "criterion of selectivity" can be used -
instruments of overall character, accessible to any economic unit, are not regarded as the part
of the state aid. Again, a couple of examples may be helpful: (1) alowance in corporate
income tax on investment expenditures and (2) tax allowance on investments realised in
enterprises that export a certain part of their turnover. While the latter case is atypical state

aid instrument, the first one is not considered as covered by this term.

State subsidies seem to make up less complex term than state aid concept also with respect to
an issue of measurement. State aid's elements are of different character and require various
approaches when the net element of aid is to be assessed. In case of subsidies, it is not
necessary to estimate the net aid element, since they are transparent element of the state aid.
However, as far as some other forms of the state aid are concerned, e.g. credit guarantees or

tax deferrals, these aid elements require more specific calculations®.

Until the early nineties in the European Union there was no clear definition of financial aid of
the state for enterprises (Podlasiak 1995b). There was a'so ho common agreement on how to
measure this phenomenon. As a consequence, the scope of identified state aid substantially
varied in results of different researches- within a given country as well as between EU
countries. On the other hand the liberalisation of economic co-operation within EU became a
crucial reason for verification of the attitude to state aid practices - protection of competition
has caused more restrictive approach to state aid (CDC 1998). There was a need for
standardisation of the research method and the European Commission has worked out the
methodology for measuring state aid. Due to different methods of net aid element calculation,
four forms of aid can be distinguished (Podlasiak 1996, MG 1998b):

(A) Subsidies and public dues exemptions are akind of aid for which the net aid element is
equal to the value of the transfer. The sub-group A1° includes different public expenditures
like subsidies and expenses to finance preferential credits. Sub-group A2 covers transfers
given at the cost of public claims: tax or social insurance contribution reductions, tax relieves,

tax exemptions, etc.

* For example, in case of preferential loans amounting L, granted at interest rate Ry, while market interest rate

ISR, , the net element of the state aid (NE) will be calculated asfollows: NE =L X (R - Ry).
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(B) Capital investment within sub-group B1 includes capital engagement of the state in
companies in order to overcome their difficult financia situation, while in sub-group B2 there
are conversions of long-term liabilities of state-owned enterprises (so called bad credits) into

shares.

(C) Soft loans consist of expenses in form of credits granted at specia favourable conditions
and conditionally deferred credits (sub-group C1), as well as favourable deferment of

payments of taxes or social insurance contributions (sub-group C2).

(D) Credit guarantees. These instruments of state support to enterprises are arranged to
facilitate their access to credit. Public authorities are guarantor of the future credit contract -
financia institutions would not probably give credit at certain financial situation without a

guarantee made by the government.

Most authors in Poland understand the differences between the terms of state aid and state
subsidies as it has been drawn above (cf. Fornalczyk 1996, Podlasiak 19954). However, there
are scientists who seem not to share this attitude (cf. Misiag 1996, Zienkowski 1996).
Nevertheless, as it will be shown in the fourth section, most of Polish researchers follow the
concept of state aid as well as the measurement methods worked out by the European
Commission (cf. CDC 1996, MG 19984, b).

2. State Support to Enterprises in Pre-transition Decade in
Poland

In centrally planned economy subsidies were the prevailing form of aid granted to enterprises.
This was a common form of support for state owned enterprises. In a highly centralised
budgetary system the process of subsidising was also highly centralised (Misiag 1996). Public
authorities, standing as a guarantor and guardian of the central plan, subsidised selected
sectors of industry. Consumer goods purchased by the households were also subsidised — this

kind of public expenditure was called subsidies to goods and services or price subsidies.

Other forms of aid, such as tax exemptions, were of no significance and thus were not
common. In the centrally planned economy the tax system did not constitute an important
element of redistribution - no tax was imposed on personal income (tax on wages was de facto

paid by the employer) and enterprises received large subsidies.

® Seedsotableb.



Table 1. Poland: State subsidies in the 80-ies (as % of the state budget current expenditure)

Item 1980 1985 1988

State subsidies for economic entities 61,2 39,3 425
- to goods and services 26,3 24,7 35,2
- to enterprises activities 34,9 14,6 7,3

Source: Own calculations based on Central Statistical Office (1990) data.

In the 70-ies both price subsidies and subsidies granted to state enterprises constituted a large
share of public expenditure. During the decade before the onset of the transition the
significance of these subsidies dropped down. In the 80-ies the drop in direct state
expenditure for subsidising enterprises was quite radical, from 35% to 7% of current budget
expenditure. Price subsidies, despite some liberalisation which had just started at that time,
were still very important and constituted over 35% of budgetary expenditure in 1988
(Sajkiewicz 1996). However, liberalisation of prices in that period caused a decrease in the
amount of subsidy to the price of goods (Golinowska 1988). Reduction of subsidies,
especially subsidies for enterprises, just before the period of transformation, gave Poland a
better chance to abandon the costly policy of subsidising state owned enterprises, so typical

for socialist economies.

3. State Subsidies for Enterprises in the Period of Transition

In this section an attempt is made to present the scale and forms of state subsidies for
enterprises in the period of transition. The description will by no means be exhaustive,
especially because no account will be given of non-budgetary means (public funds and
agencies of public authorities). However, the purpose of this approach is an attempt to
perceive certain trends in the management of public funds by the chief administrator of the

budget, i.e. the Council of Ministers.

The analysis has been divided into two periods: 1990-1993, when Poland moved from a deep
production crisis towards a moderate economic growth, and 1994-1996, which was a period
of a relatively good economic situation. Both periods are characterised by different trends

towards subsidising enterprises.

3.1. Reduction of Subsidiesin the First Phase of Transition (1990-1993)

Considerable changes took place in the first phase of transformation as far as the policy
towards enterprises is concerned. Direct subsidies for enterprises were radically reduced
already in 1990 (cf. Table 2). In comparison to 1989 the reduction was considerable,
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amounting to 4,8% of the GDP, especially as the decrease in production was the sharpest in
1990. Three main factors played the most significant role in the reduction of subsidies for

enterprises:

1. Liberalisation of prices of consumption goods and services. The limitation of the scope
of official prices, that took place mainly in 1990, resulted in a dramatic decrease in price
subsidies. In a number of cases this process of price liberalisation implicated that it became
possible to withdraw subsidies altogether. Only some kinds of subsidies were maintained to
the so-called social prices of public goods. Subsidies to goods and services did not improve
directly the financial sSituation of enterprises as they concerned mainly household
consumption, however price advance must have influenced some enterprises, reflecting

ineffectiveness of formerly subsidised entities.

2. Conviction that selected sectors of the economy do not need state support. Public
authorities, implementing liberal policy, assumed that various economic entities would be
able to adjust quickly to a new economic situation. "The best industrial policy of the state to
enterprises is no policy"®. Subsidies for enterprises intended to support new investments
decreased even more and remained at a very low level (Owsiak 1997, p. 374). The money was

allocated mainly to central investments that were under way.

3. Creation of the tax system appropriate to the market economy. In 1992 personal
income tax and corporate income tax were introduced. In July 1993 Value Added Tax was
introduced. The new tax system was characterised by a new attitude towards market situation.
However, it allowed certain alowances and exemptions for companies. In the first phase of
the transformation state aid to legal entities in the form of tax operations was limited. Only in
1994 these instruments were applied more frequently, e.g. investment allowances were
introduced at that time.

Table 2. Poland: Subsidies for enterprises in relation to GDP in the period 1989-1996.

Item 1989 1990 1991 1992 1993 1994 1995 1996
Subsidies for enterprisesin % 13,5 8,7 2,4 1,7 1,2 1,2 11 0,7
of the GDP

Source: For years of 1989-1995: Owsiak (1997), p. 354; for 1996: own calculations.

In the period 1990-1993 product subsidies dominated - these were mainly subsidies to the so-

called socia prices (railways and buses, meals in cheap self-service restaurants, selected

® A famous comment made by Mr. Tadeusz Syryjczyk, the Minister of Industry and Commerce in that period.
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school and university handbooks). Subsidies to coal mining were gradually, but firmly,
liquidated and disappeared altogether after the first quarter of 1992. Some commitments
which resulted from galloping inflation were met by means of product subsidies, such as
subsidies to reimbursement for people who could not purchase cars as the value of the

advance payment they made has declined.

Subsidies for enterprises covered mainly the costs of restructuring of industry and the costs of
railways (cf. Table 4). Tendencies to subsidise defensive industry became stronger. Thanks to
effective lobbying in the Parliament, the share of funds earmarked for the defensive industry

in relation to total amount of subsidies increased.

Table 3. Poland: The Treasury dues as % of the state revenues in the period 1991-1996.

Item 1991 1992 1993 1994 1995 1996
Tota dues of the Treasury 20,2 22,8 30,7 27,3 28,5 215
Outstanding tax and non-tax related 14,9 13,9 14,3 11,2 91 8,0
payments
including: - 1,6 21 1,6 1,6 1,2
- corporate income tax

Source: Data derived from State Budget Reports (Council of Ministers 1992, 1994-7).

Due to the reduction of subsidies, enterprises began to liquidate their socia infrastructure:
company hotels, créches, nursery schools, holiday centres, company flats, dining halls
(Glogosz, Kurowski 1998). However it is difficult to assess the scope and character of this
process, it seemed to be very common’. Receiving no more subsidies to production and
facing rapid market fluctuations, state owned enterprises, instead of launching structural

changes, cut their costs regarded as essential for survival.

As aresult of such policy towards enterprises, the state soon faced a serious problem: in the
period of a sharp decrease in production (1990-1991) the ineffective sector of state owned
enterprises did not manage to adjust itself to new economic conditions. Income tax receipts
fell down due to lower profitability of enterprises. Outstanding tax and non-tax public dues
increased - in the period 1991-1993 they constituted 14-15% of the budgetary revenues (cf.
Table 3).

" A questionnaire survey on subsidies, social benefits and economic strategy, which is led currently in more

than 170 Polish enterprises, will probably allow examining this phenomenon in more detail.




3.2. Continuation of State Aid to Selected Monopolies and Branches (1994-
1996)

Growing public dissatisfaction, which manifested itself (inter aia) in a high number of strikes
in the period 1992-932, forced public authorities to revise the economic policy, including the
method of financing economic entities. The amount of subsidies related to GDP was
maintained in 1994-95, when it did not exceed a relatively low level of 1,1%. In 1996 the
relative scope of state subsidies decreased to 0,7% of GDP.

In the period from 1994 to 1996, apart from keeping the mechanism of subsidies unchanged,

new elements of indirect support to enterprises were introduced, including (Misiag 1996):

tax allowances and exemptions, both general and individual,

o deferment of tax payments,

e amortisation of accumulated interest on outstanding tax payments,

¢ alowances and exemptionsin relation to non-tax public payments,

e theright to accelerate the amortisation in regions with risk of high unemployment,
e amortisation of budget dues on credits guaranteed by the Treasury.

Some experts express the opinion that such instruments of supporting the industry have
undermined the effectiveness of the tax system, which was becoming more and more
inadequate. On the other hand, introduction of them caused that further reduction of subsidies

was possible.

Forms and structure of government subsidies are presented in table 4. The share of subsidies
to goods and services in total amount of state subsidies fluctuated. Nevertheless, with the
exemption of the year 1993, a tendency of decreasing their share up to 1994 is noticeable. In
1995 this relation reached its minimum amount of 18,1%, afterwards a renewed increment is
observed. Subsidies to building co-operatives, after rapid growth in 1992 tend to decrease in
total amount. They include covering charges of modernisation of central heating system, hot
water transmission, installation of water-meters, etc. Subsidies to economic entities present
rather distinct tendency - their share in total state subsidies keeps rising. In 1991 they
amounted only 27% of the state subsidies, while in 1996 they constituted majority i.e. 55,6%.

Inthe period 1992-1994 the number of strikes was, respectively: 6351, 7443 and 429. Cf. Zukowski (1997).
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Table 4. Structure of state subsidies to economic undertakings in the period 1991-1996 (in %).

ltem | 1991 | 1992 | 1993 | 1994 | 1995 | 1996
1. Subsidies to goods and services | 424 | 258 | 359 | 218 | 181 | 273
a) to codl 253 3,7 0,0 0,0 0,0 0,0
b) to public railway transport 10,1 12,2 16,6 13,8 11,8 19,9
c) to inter-city transport 4,6 59 8,0 6,7 4.8 57
d) to agricultural fuel and fertilisers 2,0 25 10,9 0,0 0,0 0,0
€) to mealsin cheap self-service restaurants 0,2 0,2 0,2 0,2 0,3 04
f) to advance payments for cars 0,0 1,3 0,0 0,8 1,0 1,0
g) to specialist handbooks 0,2 0,2 0,3 0,3 0,3 0,3
2. Subsidiesto entities& other subsidies | 271 | 291 | 368 | 591 | 654 | 556
a) restructuring of industry 7,9 8,1 10,3 26,4 12,1 25,5
b) restructuring of agriculture 59 0,0 0,0 0,0 0,0 0,0
¢) restructuring of indebtednessin ZUS 0,0 0,0 0,0 0,0 26,3 8,7
d) maintenance and overhaul of the railway 7,1 12,2 16,6 13,8 12,2 0,0
infrastructure
€) maintenance of production potential 0,0 3,9 5,6 5,6 49 6,0
(defensive industry)
f) subsidies to credit interest rate for farmers 0,0 0,0 0,0 10,1 8,3 13,3
g) other subsidies 6,2 49 43 31 15 21
3. Subsidies to building co-operatives | 279 | 441 | 273 | 191 | 149 | 141
4. Other subsidies | 25 | 10 | o0 | o0 | 17 | 29
Total | 1000 | 1000 | 1000 | 1000 | 100,0 | 100,0

Source: Own calculations based on the data derived from Sprawozdanie z wykonania budzetu panstwa (State
Budget Report) (Council of Ministers 1992, 1994-7).

Changes in the structure seem to be quite meaningful - price elements tend to decrease while
government takes more attention to support specified economic entities. However, if we look
at the structure of subsidies in terms of different sectors, it is noticeable that changes are
actually not as radical as the structure of forms would suggest (cf. table 4). Let us take two
sectors as examples: coal mining and transport. If we would take into account only subsidies
to goods, it would seem that government provides a very liberal policy towards the mining
industry. Although in 1992 price subsidies to coal were withdrawn, in the following years this
sector received subsidies in other forms, such as subsidies for restructurisation (amounting in
1996 25,5% of total subsidies), including liquidation of mines and mining damage and social
allowances for dismissed workers. The most important beneficiary aid of this kind is the coal
mining industry -in 1996 it absorbed 51,8% of the subsidies granted for industry
restructuring (NIK 1997).
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A unigue form of subsidising was developed in 1995 - a subsidy for restructurisation of the
indebtedness in ZUS (Social Insurance Fund) due to outstanding social insurance
contributions. Although an element of restructuring was mentioned in relation to this subsidy,
the process of granting was not conditional on restructuring. The debts were partly reduced,
however no guarantees were given or steps taken in order to prevent similar situations in the

future.

One of the major beneficiaries of state aid is also the transport industry. Subsidies to railway
tickets and inter-city bus transportation, which are the most important part of subsidising
household consumption, are not the only form of aid targeted to transport sector. It also
benefited from large subsidies to maintenance and overhaul of the railway infrastructure. This
form of subsidies increased most in the period 1992-1993; afterwards it remained a relative
high position up to 1995. In 1996 this kind of subsidy disappeared. But this could be
explained by shifting these expenses to a form of more extended subsidies to railway
transport that amounted almost one fifth of total subsidies. The last ones increased by 6
percentage points in the period of 1995-1996. Government subsidies granted to inter-city bus

transportation have amounted 5,7% in 1996.

It is noticeable that within the subsidies for enterprises, the maintenance of production
potential of defensive industry is of steady growing share-in 1996 it amounted aimost 6

percent of total subsidies.

We can also notice that one of the sectors subsidised by the state is agriculture. It also benefits
from such forms of public support as. price subsidies to charges of fuel and fertilisers,
subsidies for the restructuring of agriculture and preferential interest rates of credits (soft
loan). Two forms that existed in first years of transition (subsidy to prices and for

restructuring of agriculture) were later replaced by surcharges to preferential credits.

To summarise, we can say that changes in forms of subsidies can then be misleading - apart
from changes in the structure of forms we should take into account also beneficiaries of
granted state support. In this regard, the phenomenon is harder to estimate - budget reports do
not contain detailed information where directly public resources are spent. There are some
opinions and information, however they are partial and not always proved by exact data. For
instance, there is a conviction that subsidies are mostly granted to state-owned enterprises
(Misiag 1996). However instead of systemic view only several examples are available in this
guestion: restructuring social security contribution indebtedness in ZUS were granted only to

state-owned enterprises and companies held by the state. The same matter with industry-
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restructuring subsidies. Price subsidies to transport are targeted to monopolists in railway
section (PKP) as well as in bus inter-city transport (PKS). Another aspect is that
governmental subsidies are in fact preserving old structures. Most of them are spent on
operational expenses, they are very rarely used on investments. Subsidies do not seem to

correct the market failures.

4. The Evolution of Researches on State Aid in the Period of

Transition

In this section several research findings will be presented, however they are not fully

compatible, since the scope of research and the time period are different.

Researches and anayses on the state aid were started in Poland relatively late. The first
attempt to measure the scope and forms of state aid was done for the year 1993 (MPiH 1995).
It is worth asking, why the research of that approach was launched so late? It seems that the
main reason of the delay was the resistance of public administration as well as political
authorities. Bureaucrats did not want the mechanism of subsidising to be deeply examined
since it would narrow down their discretional decisions. On the other hand, it was not
politically correct to open the discussion about evaluation of suitableness of different forms of

public support to the enterprises.

One political factor contributed positively to state aid researches. the European Agreement
with Poland that came into force in February 1994. In the perspective of joining the European
Union, Poland is expected to harmonise the law in different areas, including public finance
and state aid (CDC 1998, MPiH 1995). Researchers have adopted the term of state aid and

methods of measuring it as the European Commission worked it out.

As aready mentioned, first research of state aid examined the situation in 1993 (Podlasiak
1995a). The research project was commissioned to the Ministry of Industry and Trade. The
aim of the project was to measure the aid targeted only to industrial sector. Most of the
information was given by institutions of central administration (ministries, central agencies,

etc.), in case of lack of data, estimations were done.

The identified state aid targeted to all economic units contributed about 2,8% of GDP. It
amounted 49% of state aid directed to the economy from public sources. Budgetary transfers

(subsidies, tax allowances, tax exemptions etc.) constitute in fact only 57% of state aid (cf.
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table 5). It should be noted that within the group A, there is also a subsidy for the
indebtedness restructuring of state-owned enterprises in banks®. Seven state-owned banks
were given special government bonds for the remission of bad credits. Another interesting
form of state aid was remission of tax liabilities. Credit operations, including soft loans and
deferred taxes (group C - soft loans) have also meaningful share of 34%, however they do not
congtitute the unified element. Poland has a relatively high share of government guarantees
(7,5%), what fits to the opinion of relatively higher political engagement of the state towards

problems of the industry sector.

Table 5. Poland: The Scope and Structure of State Aid. Researches in 1993-1996 (in %).

Years 1993 1994 1995 1996
Research Centre MPiH CDC MG MG
State aid as % of GDP 2,8 3,8 3,2 25
A (subsidies and public dues exemptions) 57,0 38,3 63,9 63,2
B (capital investment) 15 43 1,7 0,5
C (Soft loans) 34,0 38,2 30,1 339
D (Credit guarantees) 7,5 19,2 4,3 2,3
Tota 100,0 100,0 100,0 100,0

Source: For 1993: MPiH 1995, for 1994: CDC 1996, for 1995-96: MG 1998a, b.

Note: Classification as used in section 2.

Although the task of estimating the scope and forms of state aid turned out as possible, the
study did not explore the specific mechanisms of granting it. The attempt to examine the
nature of the Polish state aid granting process was made in a research project commissioned
by the Office of Protection of the Competition and Consumer, realised by Competition
Development Centre (CDC) for the year 1994. However, main budgetary institutions - the
Ministry of Finance and Social Security Fund - responsible for granting most of state aid, did
not answer on specific questions. Thus the outcomes of the research are burdened with
uncertainty and are not representative. Nevertheless, key findings of the study seem to reveal
some tendencies (Fornalczyk 1996):

e Total identified state aid in Poland in 1994 amounted 3,8% of GDP.

e 40% of the state aid was granted to the industrial sector, 15% was given to the transport

sector.

e State support was mainly directed to large state-owned enterprises, located in big and

middle cities. Most of the granted resources had operational character (they covered

®  For the CDC research project for 1994, this kind of support was not regarded as an element of state aid, since
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current expenses of the enterprise), although in legal declarations the restructuring aims
were underlined. The realised policy was clearly inconsistent with explicit goals of

economic policy.

e It is interesting that unpublished interna instructions established by different offices
contributed 6% of all acts on which the process of granting aid was based. In many legal
acts goals of granted support are missing. This reveals how unclear the situation was in
the Polish law system in this respect. There was a weak control on how in fact public

resources are spent in the field of state aid.

e Almost half of the granted aid directly distorted market competition by privileging its
beneficiaries by financing current costs of operation. Such a policy causes protection of

old ineffective units, of which transport and mail sectors benefited most.

The CDC report was very influential on the attitude of the authorities towards further
activities. After a diagnostic part a proposal of state aid regulation was prepared. The
authorities did not realise the project of act. Nevertheless, in 1996 at the Ministry of Economy
a Team for Rules of State Aid was created. It is responsible for monitoring the scope and

forms of granted aid as well as for preparing legal regulation on the state aid.

Table 6. Poland: Structure of Granted State Aid in 1994-1996 (in %).

Years 1994 1995 1996
Forms of state aid Sub-groups CDC MG MG
A (subsidies and public Al 25,8 21,7 17,4
dues exemptions) A2 12,5 42,2 45,8
B (capital investment) Bl 43 0,1 0
B2 1,6 0,5
C (Soft loans) Cl 1 15,6 5
C2 37,2 14,5 289
D (Credit guarantees) D1 19,2 4,3 2,3

Source: For 1994: CDC 1996, for 1995-96: MG 1998a, b.
Note: Classification as used in section 2.
It should be underlined that the Team was in a much better situation than the former ones.
First, because it was a governmental institution specially delegated towards the task of
measuring the aid of state. CDC, athough realising the research project for central
administration unit, did not manage to get most questionnaires filled out in detail. The second

reason is because of the better experience of the respondents.

it had non-selective character. Cf. Fornalczyk (1996).
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Both reports for 1995 and 1996 (MG 1998a, b) examine the state aid granted to the following
sectors: industry, mining, housing, retail and wholesale trade, transport, communication,
hotels and restaurants. The share of state aid in GDP amounted 3,2% and 2,5% respectively.
The structure of instruments identified in that period suggests that subsidies as well as
reductions or exemptions from public dues are of key importance, totally amounting 63,9% in
1995 and 63,2% in 1996. Within this group two elements are meaningful: tax exemptions and
tax alowances (37,5% and 34,2% respectively), and subsidies (21,7% and 17,4%), while
amortisation of taxes and other public dues makes up a small fraction. In the period of 1995 -
1996 soft loans constituted a important part of the state aid - 30,1% and 34% respectively. A
structural change is noticeable within this group. While elements of the expenditure side -
preferential credits, conditionally deferred credits and not paid fees- prevailed in 1995,
instruments that reduce public revenues- postponements, deferrals of taxes and social
insurance contributions - seem to dominate in 1996. However, thisis not because of systemic
change in the state aid, the reason is that tax deferrals, amounting in 1996 14,3% of the state
aid, were not assessed for 1995 (MG 1998b). State guarantees to credits tend to decrease
(from 4,3% to 2,3%), while the share of the capital engagement of the state is practically
diminishes (0,5% in 1996).

In summary: we can say that the outcomes of identified forms and structure of state aid vary
in presented researches. Especially the CDC research is outstanding in this respect - only in
this report public guarantees amount nearly 20% of aid. Also capital engagement of the state
treasury is ranked relatively high in this study (cf. table 5). It is not possible to identify the
factors causing such a big differentiation - it depends in part on the scope of research and the
method of collecting data as well as on the period of research. Nevertheless, a genera

remarks on the state aid forms in Poland can be drawn from these research results:

e Subsidies and reductions of public dues are the most common forms of state support,
amounting in 1994-95 from 38% to nearly 64% of the total granted aid. However, the
internal structure also changes: while subsidies decrease relatively, tax and non-tax
operations (deferrals, exemptions) are more important amounting in 1996 nearly 46% of
the whole state aid.

e Another common instrument of granting aid are soft loans- their share in total state
support is aso meaningful amounting from 30% in 1995 to 38% in 1994. It is hard to
conclude on the structural changes of soft loans. It seems that operations reducing public

revenues - tax and non-tax postponements, deferrals of taxes and non-tax payments - are
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prevailing (14,5% in 1995, 37% in 1994). On the other hand, "soft loan™ operations made
at expense of the budget or public fund, with the exception of 1995, tend to make up small
fraction (form 1 to 5% of the state aid).

e Other forms of aid - capital investment of stare resources and public guarantees - do not
constitute a large part, however the latter ones were also essential part of aid in 1993-
1994,

The comparison of Polish state aid forms with European Union countries is hardly possible,
since available data for EU reflect earlier period of time (1992). Nevertheless, it is worth to
mention that for Poland in comparison with European patterns, differences are most
noticeable in two respects (cf. Podlasiak 1996):

e In the European Union countries (treated as a whole) subsidies and public dues reductions
constitute actually main instrument of the state aid amounting more than 90% (1992),
while in Poland the share of group A is 63,2%,

e Both in the European Union countries and in Poland operations on capital have second
largest share. However in Poland it is relatively essential share amounting almost 34%,

while in Western Europe it does not exceed 4%.

Concluding remarks

The scope of governmental subsidies and state aid presented here reflexes to some extent the
character of industria policy in Poland. Before the transition state subsidies have been
successfully reduced in the 80-ies, what allowed further changes in first years of the 90-ties.
However from 1993 the scope of subsidisation related to GDP remained unchanged.

Apart from attitudes to the industria policy, state subsidies illustrate also socia policy goals
fulfilled by the state support targeted to economic units. Looking at state subsidies it is not
difficult to find examples of the economic support granted for social reasons: prise subsidies
play social role- their purpose is to support households - as well as some other subsidies

targeted to entities with economic problems - e.g. restructurisation of indebtednessin ZUS.

State aid in Poland has become an issue for research relatively late. Its scope is much wider
than of subsidies. In 1996 government subsidies related to GDP constitute not more than
1,1%, while state aid granted from central administration to economic entities amounted
2,5%. The results of identified the state aid and its structure allow us to conclude that
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although state aid in Poland has become an interesting issue of scientific research, it ishard to

find out and monitor the actual processes and mechanisms of granting it.

Despite of the fact that Poland is thought to be one of the pioneers of transitional economies,
the state aid system is yet based on not reformed legal acts (CDC 1996). A systemic approach
to the process of granting the state aid means its institutionalisation - there is a need to create
a unit that would co-ordinate and approve projects of the state support. The government has
already accepted such alegal proposal, worked out mainly by the Team for Rules of the State
Aid at the Ministry of Economy. In this proposal the Ministry of Economy would be
responsible for granting state aids programmes, in co-ordination with the Ministry of Finance
and the Office of Protection of the Competition and Consumer. It is probable that a new
ingtitution of state aid monitoring will be established by the end of this year. However, one

can not forget about potentially strong resistance from public administration.
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