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Fevoder o preserve the character ol the present publication originally
srven ot byais Author, the "Package 20000 is presented here in
s mbial version, as was submiited o the Council's of Ministers
appaoval e March 19960 In Aprit 1996, the Council ol Ministers
approved the programon shghtly modified form. The linally aceepted
version changed the presentation mode of data underlying the
macrocconomic prognoses Tor the period tull 2000, Further, in the
chapter on Hiscal policy, the Council of Ministers, (ollowing the
dobate, adopted o compromuse solution on the pace and scope of
tamstormations o be mmplemented. This regarded, in particular, the
persenal meome tass Transitions o 20, 30 and 40 per cent rates
was o be divided into bwo steps (1997 and 1998), Corporate income
Lax allowanees for investment were limited to a smaller degree than
ariginally proposed. A number of personal tax allowances, originally
sugreested for elimination, were maintained.

Furthermore, with respect to the value—added tax, the mildest
aption of passage from sero rate o preferential rate (7% was
adopted. These omendments and modilications, however, did not
mbringe on peneral prnciples and rules of the "Package 2000,
(hditor's note



INTRODUCTION

"Strategy lor Poland” - the economic programme ol the SLD-PST
(Democratic Left Alliance and Polish Peasants Partv) coalition
government brings the expected results, In 1994-1995, the Polish
economy proved to be one of the world’s most dyvnamic
economies. A record rate o ceonomic growth and inercase o
exports were achieved. Inflation and unemployment fell considerabiy
There was areal growth in the population’s incomes and consumption
Those favourable trends have been noticed by Poland’s international
partners, this resulting in a rise in our ratines and in an morease
in foreign capital inflow,

But cconomic growth has not been piven to us forever, A ol
ol conscious endeavour and eftfor is necessary o advantagconshy
consolidate those trends. Lspecially much, though not cvervthing,
will depend on the guality of the Government's ceonamie polics,
This policy must avail itsell of new circumstances 1 an active and
creative way and should elficiently eliminate, or at leasl minimiz.
the emerging threats,

The debate on PACKAGE 2000 has proved that, in the
presence ol new challenges, a more detailed specification of the
“Strategy for Poland” is needed and expected, especially by the
ceonomic cireles. Despite a great number and variety of detailed
remarks, premises which constitute the Package have gained
support. Duc 1o amendments and supplements sugpested by various
organizations and institutions the programme has gained clarity and
become more specific.



The PACKAGE 20000 18 not a replacement for the "Strategy
for Poland” but develops it in new conditions brought about, on
the one hand. by our ceconomic success and, on the other hand,
By the already near perspective ol Poland’s accession 1o the
aropean Lo, The PACKAGH recommends measures related
v onfy bwo streams of cconomic policy, L, Macrocconomic and
Pescal policies. Soat vitally concerns both employers and employees,
producers and consumers. lts implementation will defuse political
teasions and conflicts about the present economic policy, thus
reducing the nisk of ceonomice destabilization.

The aim of the PACKAGE is not (o set detailed economic
tasks but to set up fundamental objectives. Ohjectives which are
Jiltrendt, ambitious and mobilizing, but at the same time feasible
and andispensable, That s the PACKAGL should not be perecived
ds wdifferent form of a hive-vear plan. The PACKAGE is a
prajection of problems which are leasible and must be achieved
and consolidated. Its success, will, in gencral, permit Poland's
poaning the LU the latter being the key element of the Polish reason
ol State at the tarn of the century.

The PACKAGE 200005 a proposal [or response Lo three basic
problems ol the Polish cconomy, llustrated by the [ollowing
uiesLions:

how Lo cope with the challenge of the integration with the
FL i about 20007

- how o consolidate the strong upward trend of 199319957
how Lo combat the ceonomy destabilization threat resulting
Irm the now growing group claims pressure”

Thus, the PACKAGE delines the way in which o cope with
challenges, take advantage of opportunitics and combat threats
Gwome Polish coonomy,

As far as challenges are concerned, the PACKAGE is
a sel of objectives conducive o macroeconomic consolidation of

-



the Polish ceconomy in a perspective of Poland's joming the Buropean
Union. It means that Poland not only has 1o meet eriteria laid down
for the Union’s members. Our condition at the moment of our
accession to the Union and our position within it, will depend on
the extent o which we meet these criteria,

As lar as opportunities are concerned. the PACKAGE
should be perceived as a set of means aimed o consolidation o
the hitherto achieved high rate of growth. This s a prerequisite ol
our achievement ol all our plans and intentions  social, cconomig
and political. Without a high and sustaimable rate of growth over
a long period, Poland will not be able o effectively solve the
problems facing it or will do it only partially, irrespective of which
kind of political {orce will be in power.

Finally, as far as threats are concerned, the PACKAGE is
a set of rules expected 1o protect the cconomy [rom destabilization.
The fact that the ceconomy has uncxpectedly well survived the recent
several month’s period of political upheaval witnesses o durahiiin,
and depth ol structural and systemie changes pomg onon the
ceonomy  and conlirms the rightness of the adopled polioy of
sustained, systemie reforms which are gradual, aceeptable to people,
instead of reforms forced against their will,

However, the threat of destabilization s a result not only ol
very acule political tensions but first of all o a growing pressure
Ly consume the achieved lruits of the ceonomie eronwth as well as
of the hight over ther distribution. Woe can avoud destroctive
developments of this Tight only by protecting the coonomy with
adequalely stable and toueh rules of macrocconomic and scal
policy. Those rules, while protecting the cconomy against populist
threat, will make 1t predictable for all participants of the cconomic
game by creating natural encouragement 1o mnovation and mitiative
as well as to inflow of foreign capital.



The above-mentioned set of objectives, means and rules
proposed for the macroeconomic and liscal spheres does not
mean pushing aside the structural reforms which make the core
of the "Strategy for Poland”. Just the opposite,

without retorm ol the ceonomic Centre,

without reform ol the social sceurity system,

without further, well considered but insistent privatization
of the public sector,

without mcasures aimed at ceonomic stimulation of
underdeveloped regions and restructuring ol strategic scetors
of mdustry,

without persistent investing in human capital,

without fegal protection of the sphere of economic avivity
and without obstipate effort o Lcvilize” i,

consohidation of the premises of Poland’s long—term development
will not be possible. All efforts already started in these fields
will be continued and accomplished by the third government
of the SLD—PSL. coalition.



1. MACROECONOMIC POLICY.
OBJECTIVES « MEANS « RULLES

Macrocconomic part of the PACKAGLH 2000 defines the most
important social objectives, basic means and tough rules o
economic policy.

T

The point of reference, and axis which orients the cconomic polics
for the next few years prior o Poland’s joiming the Union are two
primary social objectives:

- to reduce the level of unemplovment, and
~ 1o maintain a socially perceptible real consumption growth
rate.

2]

In order to reduce the Tevel ol unemploviment o the treet feved
ol about 1% by 20000 (Igure A, it wall be necessary o creale
about BN thousand new working places Tor those now unemploved.,
plus about one million places for the new age groups that will enie
the labour markel. Itis a very difficult objective requiring & consistent
and sustainable cconomie policy in the following four helds:

— stimulation of cconomice growth,



regtonal development policy aimed at gradual removal of
cxisting disproportions,

multifunctional development of rural arcas aimed al gradual
restructuring and consolidation of agriculture without adverse
tmpact on the level of unemployment,

hig infrastructural projects, especially construction of new
molorway networks without which Poland will be doomed
o stay on the periphery ol Hurope.

3]

The mam instrument of economic policy in the above-mentioned
lelds will be maintenance of high rate of capital investment which
will hring about increment in new working places, thus neutralizing
the elfeets of the processes which tend to increase the number of
e mploved, namely:

restructuring and modernization of industry which must
lcad 10 climinationn of excess employment,

cxpiry ol negotiated periods of  guaranteed level of
cmplovment 1n privatized enterprises.

E ST,

3

An additional but very important Tactor in reducing the level of
unemployment Gas well as in reducing this statistically high, but often
Nnettous, feved o its real dimensions) will be absorption of the
underground cconomy sector. According to estimations of GUS
(Central Staustical Othiee) and PAN (Polish Academy of Sciences)
cmplovment in the underground ceonomy is a permanent source
al inceme Tor about 8O0 thousand persons, A considerable part of

10



them are registered as unemployed and draw unemplovment benefi.
The Government will aim at legalizing this employment through;
= appropriate lscal policy (inter alia, reduction in indirect tay
rates, improvement in tax collection elficiencey ).
making the total duration of employment @ more important
lactor i assessment of the old-age penston,
~  hroadly understood reform of the social securitv svstem
aimed at the reduction in indirect labour costs,

5

i
£

Inorder 1o increase the number of permanent work places. a svsiemic
reduction in unit labour costs must be made, This means that o
19962000, the rise in real wages, together with other costs indesed
upon wages, will have 1o be kept below the productivity growth,
Meeting this requirement will permit to maintain the international
competitiveness of the domestic production,

Apart from efforts in the real sphere, measures will he taken to clear
the unemployment statistics ol fiction, thus bringing the statistical
dimension of the problem closer o its real dimension.

11



[ncrease e consumpiion (Figare By will be achicved mainly as
aoresult ol s merease e the popubation’s real incomes, especially
imcomes from emplovment. Also, an important Lactor of income
srovwth and improvement in the houscholds” lnancial situation will
he the pobicy of unemployment reduction.

3]

o heient naplementation ol social objectives will be conditioned by
dosuecessful o progress mocconomic processes. To o oreach  these
chpectives, the Government attnihutes g fundamental role o three
lines action:
~ mantenance of a high rale of economic growth,
maintenance of a high rate of growth in exports, fast growth
I nvestments,

o)

I arder 1o achieve the most important social objectives, a steady
and Tust ceonomic growth s necessary, leading 1o cumulative
ncrease 1 pross domestic product by about 13 by 2000, This means
thut over that period average annual rate of GDP growth should
not be fess than 534 per cent (Figure O,

12



10

It is also important o keep the growth rate rather constant ovel
successive years, 1U will permit to plan reformatory moves in o
rational and long—term way and 10 augment the resulting social
advantages,

11

Exports will remain the principal factor of the GDP growth, Tis
forecasted average annual 109 growth is high but possible. Factors
which will cnable high dynamics of exports include:

improvement in competitiveness of Polish products, bemg
La. a result of implementation of technological innovatons,
changes in the structure of Polish exports in favor o
processed goods,

reduction of protectionist barriers within the World Irade
Organization,

normalization of trade with countrics of the Commonwealth
of Independent States and with the Baltic Repuhlics,
development ol export credit insurance, in particular with
respect o Treasury—guaranted insurance of medium and
long—term export credits,

active exchange rate policy having a long-term anti-
—inflationary and effectiveness—promoting cflect.
subsidies o investment export credits,

corporate mcome tax allowances [or exporiers,

refund of value—added tax and custom duties fevied on
imported manufacturer’s goods intended Tor the purposes
of export production,

right of domestic cconomic bodics o hold foreign currency
account with a bank.



1)

AL the same time, in 19962000, Tactors of strong pressure lowards
srowth i oamports wall be present. The most important of them wall
b

uitlateral reduction ol tand !l rates by Poland (the LU
countries have done it already before),

reduction i import tax rate i 1996 and 1ts total abolition
heginming with 1997,

strong coonomic growth and  the resulting  increased
vestmoent suclion,

eronvth i Toreign direet investments which, however, will,
at the same time, be a factor of balancing the current
account, and 1n g longer perspective — ol stimulation of
cxports and reduction in import of producer goods,

)

[ P96 20000 the Government’s policy in the sphere of ceonomic
relutions with abroad will be aimed at atopping the deterioration
i the trade balance: this means that the rate of the import growth
should be approximate to the high rate of export growth. One
al the instruments of protection against a substantial fall in foreign
vachange reserves will continue to be the exchange rate policy
allowing changes in the exchange rate within a determined band
of Muctuations i aceordance with current situation in the forcign
cachange market.



i

Proper relation between exports and imports (Figure 1) will make
less onerous to Poland gradual discharge of its external deht,
scheduled by accepted agreements mainly for the beginning of the
21st century. Owing to regular repavments, the country’s
creditworthiness in international markets will improve, thus resulting
in an increased inflow of foreign capital which, in turn, will further
stimulate the economic development.

15

Apart from the exports, investment growth will be another facton
dynamizing the economy. It should rise by about 11 per cent on
annual average (Figure 1.). Investments will strengthen the
competitiveness of the Polish economy and lay solid foundations
of its further growth in the future,

16

Investment growth will be promoted by the followine cconomic
policy measures:

— introduction of sectoral restructuring and modernization
programimes,

- regional programmes of competitiveness promolion. support
for multifunctional development of rural arcas,

— construction of motorway networks,

- housing development projects,

— stimulation of development of small and moedium business
sector with the help of an adequate contral bank™s interest
rate policy as well as through development of the mstitution
of credil guaraniees,

15
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The main limiter of the policy ol cconomic growth stimulation by
mcans of mvestment will be scarch after balance of trade equilibrium.
[mproved equilibrium, in turn, will permit to continue the anti-
~inflavionary policy of moderate devaluation of zloty against foreign
cirrencies, I this case, however, an additional instrument of
stimulating ivestment should be gradual reduction in interest rates
in accordance with declining rate of inflation,

R

18}

I pursiiny the policy of ceonomie growth stimulation which will
permit tooimplement the most important soclal objectives, it s
abwolutely necessary o observe certaim rules being a prereguisile
vl suceess i all the arcas outhmed above, The Government identifics
four such Nirm roles:

sradual reduction in inllation,

gradual reduction in the level of budget delicits,

- pradual reduction in the level of public debt,
gradual limitation of the State budget’s redistributional
function.

1]
The task of steadv reduction of inflation (Figure [9) 15 &
preveguistte for keeping Poland on the path of sustainable cconomic
eromvih, for social peace as well as tor reaching Luropean standards
it the soctoeconomic sphere. At the moment ol joining the EU,
Poland will have 1o meet the requirements of the Maastricht Treaty
and give evidenee of one-digit rate ol increase in prices. That is
why by the end of December 2000 our annual mflation rate

16



must not be higher than 5-7 per cent. Such an objective s feasible
and should be sct by the Government as a prool of s determination
in combatting inflation and as a factor of curbing the iflationary
expectations.

20

Alter a pertod ol anti-inflationary destruction of the cconomy in
198992 and the [ollowing penod of the cconomy-restructuring
policy accompanied by further reduction in inflation, continued fighi
against inflation requires to—day application of a more and more
complex package of coordinated lscal and monctary mstruments
as well as effective contral of demand 1a. through creation ol
appropriate encouragement of investment and savings, targeted hoth
on enterprises and for houscholds,

e,

21

Increase in savings in the corporate sector will be promoted La. by

- wreation of structural conditions Tor growth m profits and
for high accumulation as the only mechanisms which can
secure (irm market position [or companics.

-~ maintenance of tax allowances for mmvestment, while
making them conditional on the level of proftahiliy,

- increase in the importance of depreciation i the process
ol reproduction ol assets.



)
Struegle against inflation will now be carried out in conditions of
erowing complexity of the economic environment, characteristic of
a developing market ceonomy. Leonomic policy aimed at securing
g high and cquilibrated growth as well as deep restructuring and
modernization of the industry will generate conflicting impulses
which will cither curb or objectively feed inflation. Thus, the
effliciency of this policy will depend, first of all, on a proper
halance between the means that stimulate and those which curb

inflation.
23

————

Among factors apt o generate rise in prices over the next few years,
the following ones are particularly worth mentioning:
~ the need o raise prices ol energy carriers in order o
rationabize ther conswmplion and accumulate Tinancial
resources Tor the indispensable, expensive modernization
ol the power industry,
- the need lor gradual adjustment of VAT rates w0 U
stundards,
- maintenance  of  protectionistic agricultural  policy,
indispensable for the restructuring and modernization of the
PPolish agriculture,

reapprarsal of fixed assets which will have o be done in

| UUR.

Whereas the main Tactors which tend 1o reduce inflation will be;

- consisient demonopohization of the economy,

- peduction o the number of permancntly non—profitable
Cnlerprises,

18



- policy ol production capacity growtlh promotion with
respect 1o sectors and firms capable ol coping with the
challenge of international competition,

- creation of conditions for conclusion of stable, long-term
wage seltlements between emplovers and  workers
representations,

- consistent but flexible monetary policy of the central bank.

- increase in the labour productivity and reduction n uni
production costs,

— reduction in custom tartdl rates on industrial goods il thew
complete abolition by January 1, 1999 {except rates on
imported passenger cars},

— aboliton of import tax from 19497,

23]
28

When starting negotiations about joining the LU, Poland should by
prepared for a serutiny of its cconomy by the Luropean Commussion
from the point of view ol meeting the Maastricht critenia. Such o
scrutiny s likely to take place in 1998 alrcady. It wiil be particularly
detailed with respect 1o the level of budget defieit and public deht.
as the 15U has been applying similar procedures o its membae
countrics since 1994 alrcady. So, Poland can pot count on any
prelerential treatment in this respect and must continue Lo further
reduce the deficit and the deb.
26,

As to the policy of financing the budget deficit, the fact has w be
taken into account that the U regulations forbid Tnancing the
deficits with loans contracted with the central bank and prohibal
privileged access of the public sector to Nnancial institutions - Thas



restricion can, in a longer perspective, mean the necessity 1o
climinate budget deficits,

2

[hus, the second important rule of economic policy in 19962000
will be gradual reduction in the level of budget deficit. Thanks
tor the high rate of cconomic growth, the budget deficit o GDIP?
relation must decline cach vear so as to become in 2000 by at least
vne pereentage point fower than in 1995 (Figure G). The reduction
i budget dehiat will he obtained, in the first line, through:
cllective restructuring of the ceonomy, in particular of
permanently loss—bearing sectors and firms which now
must be supported by the budget in one way or another,
privatization of the public sector resulting in accelerated
development of privatized enterprises and, conseguently,
mncrease in their tax cffectiveness,
—  hmitaion of the underground economy sector and,
conscquently, enlargement of the taxpayer base,
reform of the soctal seeurily system in order to rationalize
the State’s expenditure in this Deld.

)

Simultaneously with the pohicy of gradual reduction in budget deficit,
reduction in the level of public debt in relation 1o GDP will go
on (Frgure Hic T will be a result of hoth strong cconomic growth
and Polund” s clhicient fullilment of agreements concluded with the
ondonand Pans Clubs, Due o these developments, the international
credibility of the Polish ceconomy will be strengthened which, in
turn. will be a substantial Tactor of sumulating the growth,

20



9]

In 1996-2000, the fourth tough rule governing the Polish cconomy
will be gradual hmitation of the redistnbutional funchion ol the
hudget (Irgure 1), This will become possible due to turther
improvement i the condition of the Polish ceonomy and in the
population’s standard of lile, and at the same time will set a standard
the compliance with which will secure us a suitable position among
the most developed nations ol the contemporary world.

0]

The budget—-related tasks ormulated above {(gradual reduction in
deficit and redistributional function of the budget) require rational
changes in the sphere of public expenditures, the more so because
the Government [irmly intends to gradually reduce the tax burdens
on individuals and firms. At the same tme, effective cconomic policy
will produce a steady and perceptible growth in budget expenditures
which will enahle implementation of important structural reforms
and better satislaction of social needs.,

21



Projection of macroeconomic indicators for 1996-2000
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2. FISCAL POLICY, DIRECTIONS
OF CHANGES IN TAX SYSTEM

The primary objective of changes in the tax system, suggested in
the PACKAGE 200K, s such a Tormulation of regulations that
thev be comprehliensible to taxpavers and easy to comply. This
will make tax system cheap and readable.

Procise definttion ol the scope and schedule of changes in the
bax svstem il 2000 will secure stability and predictability of the
level of tax burdens, [t will bring aboul increase in the safety of
ceononue operations and houschold keeping and will contnibute to
rationalization of behaviour of all the participants tn the cconomic
i,

Suggested changes are also aimed at making all the liscal
solutions as Tar as possible neutral {rom the point of view of
ceonomic competition. Therefore, tax burdens should be common,
while possible allowances must be available to all entities clearly
tulfilling  well-delined criteria which  exclude discretional
inlerpretation.

An important objective of introducing the PACKAGE 2000
15 o general reduction in tax burdens which will be a stimulus to
development and will cnable reduction in the redistributional
function of the State budget. High vield of fiscal revenue sources,
necessary [or eilicient functioning of the State, should be, W ahigher
and higher degree, denvative of economic effectiveness and
universality of burdens rather than of their high rate. Together with
stimulation ol savings and investment, this will induce a strong
growth 1n domeste product.
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Changes which are now being initiated have 1o take mto full
account conditions and requirements of our membership ol
international organizations, in the first line the World Trade
Organization (WT0), Oreanization for Economic Cooperation and
Development (OECD) and the European Union (12U,

Suggested changes give an opportunity Lo set in order the whole
system of tax law and to eliminate a number of revealed inaccuracics,
errors and gaps. As their glohal result, the changes will lead to further
absorption ol the underground ceconomy scetor 1e., on the one hand,
to reduction ol the scope ol tax avoidance practices and, on the
other hand, 1o a considerable inercase in the elfectiveness ol tax
collection.

Although the PACKAGI: 2000 does not directly wouch upon
these 1ssues, 1L 1s obvious that introduction ol 1ts Discal part s ughtly
linked o implementation ol key structural reforms and, at the same
time, conditions them. This mainly concerns the social security and
health insurance reforms, the reform ol the local self-eovernment
[inance and of Tnancing ol non=prolit organizations,

2.1. Tax law

The Government's dralt proposal for Tax Law 1s now subject of
parliamentary proceedings expected to be completed by mid- 1996,
Such a code of tax proceedings will reduce the scope of
interpretation in assessing taxes and granting allowances~ will
make tax avoidance more difficult and improve tax collection.
It will, thus, contribute o limitation of the underground ceonomy,
while, al the same time, prolecting the interests ol law -ahiding
laxpayers.

In the amended general Discal law, the scope of the nghts and
obligations of all the parties o tax proceedings Le. laxpavers, lax
withholders, tax collectors and tax authorities alike, will be defined



e a prectse way, Priinciples of thewr mutual relations, clearly defined
by the law, will minimize the possible contlins in the taxpayer budget
(Stale budget or local budget) relation.

Under the new law, payers and colleclors of taxes will be given
additional rights which will induce all the participants of tax
proceedings to behave in accordance with the law, Fiscal authorities
will be eguipped with instruments permitting them effective assessment
and collection of taxes from persons or companies reluctant to meet
thew Nscal oblipations towards the State or the local budgets,

2.2. Tax consultancy

In the first guarter of 1996, parhiamentary proceedings on the
Ciovernment’ s drafl proposal for Tax Consultancy Act are expected
Lo come Lo an end.

Creation of institution of tax consultancy will make 1t possible
Les Laipravers Lo avail themselves ol qualified advice in meeting their
Lax abligations. Bhigible for perlormance of tax consultancy will be
cxclusively persons or institutions having appropriate qualilications
and being in possession ol sulticient funds which guarantee coverage
ol loss sullered by a taxpayer through the consultant’s fault.

2.3. New svstem of real estate taxation

The main objective of the planned relorm is Lo create a stable and
cliective revenue source for local budgets. Owing 1o 1, the system
of focal government will be able turther to develop in Poland.

Taxation of real estate on the basis of its value is a solution
generallv applied in EU countries and used as a source of local
government or local administration financing. The new tax, being
an exclusive local budeet revenue, will strengthen the autonomy
ol local sell-governments, this being consistent with directives of
the Buropean ocal Government Charter ratified by Poland.
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The main principles underlying the introduction of the new
real estate tax are as follows:

)

2)

3)

4)

3)

6)

the new ad valorem tax on real estate is intended to replace
three types of taxes which are now in force: real estate
tax, rural tax and forest tax;

revenues from the new tax will continue to be the revenues
of local budgets, while the State budget will have no share
in  then;

under the new tax system the scope ol allowances and
exemptions will be very limited. It will not be enlarged
either compared to the current one or to that provided in
separate draft bills now being subject of parliamentary
proceedings. But as a result of enlarged taxation base an
increase in revenues from real property taxation will take
place without increase in unit tax burden;

for objects on which the tax has already been levied on
the basis of their value (buildings used for economic
purposes) the tax amount will remain on the same level;

local self-~governments will have the right to set the tax
rates, allowances and exemptions. Allowances and
exemptions introduced by local self-governmenmis will
be neutral for the State budget, as they will not create
ground for claiming any additional subsidies;

at least till 2005, institutional solutions concerning taxation
of agricultural and forest lands will not be substantially
changed; the target form of the wxation system of
agricultural and forest activities (VAT, income tax and real
estate taxe), will depend on the pace and the scope of
changes in the agrarian structure, resulting from
implementation of the agricultural policy.

The Government proposes the following schedule of steps
leading  to introduction of the new real estate iy
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Ly tormulatoen and adoption by the Parliament of a set of laws
introducing an ad valorem tax on real estate - 1997,

2y formulating and issuing executory ordinances — 1997,

3 introduction of new institutions related to taxation and
registration of real estate (general appraisal of real estate,
establishment and launching ol property cadastre - 1998,

4y creation ol organizational structures needed o administer
the new real estate lax -~ 1998-99,

Tasks mentioned under 1) to 4) will be carmed out gradually
and their scope can be modified as a result of decisions made in
the course of legislative proceedings. The deadline for implementation
ol the new real estate tax throughout the country is scheduled for
alter 2000, However, possibility of carlier voluntary introduction of
the Tatter tax by local governments will be foreseen, provided they
are prepared for il

2.4. Indirect Taxes

At present, the following indirect taxes are in foree:
~ import tax and custom tantfs,
- wvalue added tax (VAT

—UXUING ldx.
Al

Import Tax

It was introduced 1n December 1992, at 6 per cent ad valorem rate
and was levied on all imported goods. In 19935, the import tax rate
wis reduced e 5 per cent, and in 1996 — 1o 3 per cent. From 1997,
the nnport tax is to be abolished.
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Abolition of this tax 1s an important factor of reducing inflation,
Imports of investment and manufacturers goods will become
cheaper. Pressure towards rise in consumption prices will be
weakened. On the other hand, competition will become sharper tor
Polish producers. However, graduality in abolishing the import tax
has left some time for domestic producers (o adjust 1o more severe
competitive environment. So, eventually, the abolition will contrnibute
o increase in competitiveness of domestic production, which is one
of the prerequisites of adjustment of the Polish economy to
conditions of a liberalized market. Thus, abstention from levying
the import tax is also a necessary step on Poland’s road 1o OECD
and the European Union. In spite of the fact that abolition ol this
tax can for a short ume affect the State budget revenues, the
Government considers it to be an investment in development mstead
of being a budgetary cost.

B

Custom Tariffs

Successive reductions in custom tanff rates should be perceived in
a similar way (Figure I).

Customs policy is predominantly determined by Poland’s
agreements signed with the EU, CEFTA and EFTA countnes, but
first of all by the WTO agreements. In virtue of them, custom tantfs
on industrial goods are to be gradually reduced beginning with
January 1, 1995, each year by 20 per cent. Custom tanffs on
industrial goods are to be totally abolished by January |, 1999,
except on imported cars; here the tariffs will be abolished by 2000,
The reduction in custom tariffs on imported agncultural products
is to be carmied out at a slower pace. As far as this group of zoods
15 concerned, reduction n taritfs started on July [5) 19495, and has
been taking place at the pace of 10 per cent annually.
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C

Tax on goods and services (VAT)

The several years” period since the introduction of VAT has revealed
the weak and strong points ol the adoptled solutions, Lrrors which
have been noticed in regulations and in practice must be corrected,
while at the same better adjusting our solutions to the U standards,

Changes within VAT belong to more important and delicate

adjustment processes awaiting the Polish economy, The most
important of them are:

[.  Abolition of zero tax rate on domestic sale ol goods and
services, since such a rate 15 contrary Lo LU directives, At
present, zero rate is applied o medicaments, books,
newspapers and magazines, means of production for
agriculture such as farm tractors. Tarm machines and
equipment, lertilizers, feeds and pesucides.

Threc options For passage from zero o 7 per cent axation
rate on medicaments, hooks, newspapers and magazines
have been proposed lor consideration (rates in per coents):

Year Option 1 Option 11| Option 11
!
1
1997 7 2 ! 3
e S A — 1__ .
1998 7 4 A
I UT R 7 7 7

e —

el
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b

Permanent  preferential (7%) VAT rate on the above-

-mentioned poods will be consistent with accepted priontics
ol the sociocconomic policy and will be an indirect form
ol subsidizimg production and consumption of these goods.
Sale ol unprocessed agriculiural products will continue to
be tax-cxempted at least ull 1998, since abolition of the
cremption must be preceded by establishment of appropriate
institutions making seltlement of the lax possible for the
tarmers. In order 1o strike a balance ot will be necessary
t maintaim cero VAT rate on means of production Tor
agriculture, as well, Dilemmas of the system ol agricullural
products have o be overcome, at the Fatest, prior to Poland’s

qoining the uropean Union: otherwise the Polish agriculture

will be harred {rom the Union funds needed lor the

indispensahle restructuring and modemization,

T 2000, preferential rate (79%) on building materials and

services will be maimtaimed.

L accordance with EU directives, VAT levied on goods

bought and exported by foreign tourists should be

refunded. Introduction of this solution in Poland requires:
o define the mimmum purchase value which will
entitle a tourist o ask for VAT refund:

- to work oul a mechanism lor handling this fiscal
operation, as at present the tax offices operating in the
harrder arcas would not be able to provide an efficient
service 1n this respect o many millions of tourists
crossing the frontier cach year (an allemative could
consist in handing over this operation W a specialized
Frrm or 1o customs ol Tices):

Lo introduce solutions protecting against lampering
with sale documents which entitle to have VAT
refunded.



]

An undoubtful advantage of the introduction of VAT refund
for tourists will be reduced attractiveness of operating and
buying n the underground cconomy  scclor and,
conscguently, o push wowards fegalization of that sector, The
resulting taxation of [irms hitherto operating in the
underground sector will compensate for the gap in budget
revenues caused by VAT refund o wourists,

In the EU countries, the 1ax on insurance 1s levied on
revenues of insurance companies from premiums, Rates of
this tax are very differentiated. The lowest ones are applhied
to life insurance and rural insurance as well as on maritime
and air transport insurance. In Poland, revenues of imsurangee
companies are exempted Trom indirect taxes, whereas the
insurance intermediation s taxed. The latter taxation should
be abohlished as soon as tax s amposcd on ainsurance
companies, such a solution being in accordance with that

adopted in the LU

2.5, Direct taxes

A)

Corporate income tax

[n 19972000, the rate of this tax will be gradually reduced, with
stmultancous imitation of the whole range of existing tax alloawances
and cxemplions, in particular those for investment. As a result, the
amount of funds left at the disposal of investors and available for
tvestment will i principle remain unchanged, while the budgel
revenues from this tax will not be reduced. Investment allowanees
will be equal for all the ccononue entities, includmg those operating
in arcas threalened with high structural unemplovment.

41



I order Lo enlarge the number of economic entitics eligible
for investment allowances aimed atl accelerating increase in the
number of new working places in high—unemployment arcas, a
reduction from 8 o 4 per cent will take place in the income-to-
proceeds ratio heing the eligibility condition for the allowance.
Within the above context, the following schedule of changes is

propeosed:
!
| Maximmm amounl of investmend i
| eipenditures deductible from faxable meoome
| . - . . . R 1
i Poden varinge af o] oo Mogesters Uhrilinange |
1 ]
i of Famuary 23 19 as perceniagy al
1 i B .
E eIl taxable income.
Soar Pomiceane fax e .
Le rat Hoductioy s smas s deducnisfe aw o
I g
th e from the present level of
| S
2 : W
fda
erdins 141 25 ! il
{ juad b i E
! !
i Py L | 5 I Bin
|
S -
| i [ 141 i M
i T :
: ATICE i $2 11 0

[ntroduction ol these changes will require amendment o the
existing law and issutng in 1996 of a new Council of Ministers
ordinance on investment allowances, effective from 1997, Unda

this ordinance:

= the system solutions provided in the Council of Ministers,
Chrdinance of January 25, 1994 on deduction of investment
expenditures from laxable income and on reduction in
ncome tax rates will be maintained;
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~ the following ordinances of the Council of Ministers wall
be rescinded (while respecting vested nightsi:

¥ the above-mentioned Ordinance of January 25, 1994

* o Ordinance ol January 24, 1995 on deductions of

investment expenditures from taxable icome and on

reductions in income tax in localities threatened with
exceptionally high structural unemployment.

Al the same time, tax privileges provided by the Special
Economic Zones Act will be respected.

In addition, the following measures are sugpested:

tll the end of 2000 - successive harmonization of reeulations
on corporate income tax with LU directives:

from 1998 or 1999 « change in the deliition of the subject
of taxation for taxpavers obliged o keep account books.
The subject of taxation will be gross profit and not income
as it is wday, Profit will he evidenced on the basis ol orderly
kept books, and will be dimimished by imcomes rom non-
taxable or tax—lree income sources and avemented by costs
and expenditures other than costs ol carmings the moome
(in the understanding of Coprporate Income Ty At

5]

Personal Income Tax

Beginning with 1997, the rates will be reduced to 20,
30 and 40 per cent, with preservation ol the principle of
indexation ol the costs incurred n carming imoome Trom
employment contract or similar contracts as well as ol the
eencrally applied income-deductible amount.
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1.

Tad

The mode of application of legally provided imcome
deductions will be maodified,

some deductions and allowances will be abolished
gecordmg o the following criteria:

i order o eliminate abuse, the amount of allowances
will have to be documented with receipts for payment
and/or with VAT invoices:

allowances and deductions which have lost ther
ceonomic importance or those which can not bhe
properly controlled and, at the same time, are abused
hv taxpavers will be annulled;

tll the end of 2000, the Tollowing incomes will
contimue o be tax-exempled:

from the sale of shares in companies established
(i virtue of provisions of the Act on Privatization
of State~Owned Linterprises) in order o take over
- against payment - exploitation of an enterprise
or of an organized parl ol ils assels,

from the sale of Treasury honds issucd alter
lanuary 1, TURY,

from the sale of shares admitted o public trading,
purchased through public offer or at stock
vxchange, and

Irom sale of shares in trust {unds:

the mode of making use ol allowances for donations
and cxpenditures on housing investment, renovation
and modernization will be modified. The cexisting
made should be replaced by night to tax deductions
uniform for all the tax—schedule brackets: with respect
to renovation and modernization expenditures, the
Lmit on deductions will be set for three vears” periods;

b

the rules ol making use ol investment allowances
refated to cconomie activitics will be changed in the



same way as described above with respect (o corporate
Lax;

ull 2000, the existing level of lump sum costs of
carning the income from copyrights and short work
contracts will be maintained; whereas from 1997 lump
sum costs of earning income from similar rights will
be reduced from 50 to 20 per cent; however, laxpayers
who draw incomes from these nights will be able, when
determining laxable income, to deduct costs actually
incurred, provided they can prove them:

Fromm TOOE or T99Y icomes oblamned rom commereal,
eeneral and hmited partnerships will be taxed i the
same way as eomes falling under the Corporate
Income Tax Act.
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2.6. Schedule of changes in tax systems

o

% Dt of adoption |Crite of appeival [Die of passage lidufe of

L 1 sanwe of soegnibaion by e Minisiry by Conncsl of - Jehrouph bcormung
| of Fismnce st !,'Fiwlj.‘unaﬂ iedlectre

Pyl 2 1 ] 1 5 | I

actoyuen] il

:{l fr il :|I'l-|.'l'

i Bl 1 esmasltnimsy s fowwaariled 1y ill pruad- 1M [

| _ [pronmiigsion

| ; Parliammend i

i ' . Il quaner

i} sl i ahowy lamaary |, 19
! an L ® ! o 10 .I ry

| I

| Progeeriy (axes

2wl sty o

hid |';|"_-.|-.'

Vo R e
Sl e o

LTS [RI?

bl sl

; TR B 1| -:=hi|r_'.|||'r§.

FHECTEW R TITR TR s TITHRTEL b
]

E.h‘d it oo
'EE'.i"F-

Spaf opaaetar o
L

{

Al oprarter of

1<

Ard qpiwner of
| ZK1T

:f:muirrg.' P

O s e

u'l:'nlu!r.::lipc'm

Il ddavs aller

P 2o quarter of Al epipier of Al quranier of
T TN R TR Y . ; i .
f_ ip'-'-n!l!h:lll.d ligabanay sk v ad e §.|K“I.‘-IIIHg?HHlt
i | bastrne s i
! { [
. At o conhitons Lo celey Jod quacter of Sl gparter o 4th quitnter of ] [ ckivs after
Iiatreedinter o soal esmate 957 R | T o galion
i L e e S S . S SO .
Inciread Taxes
T v anmdnd 1o | i
;1'|"|l||h' S Tivw ik eneise il
"an Swi pwovnling g e | b
' Eoovaueetlate v o aower eoilas | é
Totow i ool werveees March PR |"'-’L|'. RLE S gﬂqmd-u:r PR damiaey 1FEFT
TN TR TRy AT i :
' drepilnar il clenigas i | i
E-‘Iu' appedicatiov of sipchons 'I
fon Banzdls e WO selllenimnirs ! il
A T T T LT i:"-'tlﬂh !

Jopugary JUET

45

Fot

iitu:-: 14

.|;|||||.;u"|.__' [, |uws



=

EEEE ST}

-5.-'-.L1 v asrerEich el for Wik

[

e el Facee s Adl

R T— [ m———— |

s
|
1

B T TT S —

L

b e e L s e e i

o iAo of

aranlenn

Mt Laoes

AT o e nch el 10
Feroneal [noorme Tax Act,
COMH RS b1
Frchimge i o sohwedhbe.
2 changy @ Gefirtion of
12x atlowaces - [ron
cedhisctibabiny Froen taxabhle ¢
o T e lary larcdr [HEA
fron tas s '
A bkl o A
[rrasiEr I choaeges
Muarictwsd siecher 1
i 2.
1o reckelunal e of somwe

mm———

T priyisHHIY

ULl

!"-E;P_-' [re

W fucongrising wiroducteon of  faonary PR i."rl.im'll Jami? ?.iuu-' [ Janeary 1, |
VAT refimd 100 loreign ; '
TOTISES i
Acl g ameshnem o Vahe-
eliber] dok Faoes Tax Aqcr, | )
iy | Wdrch 198 i 1O

]
]
1
ilk--:.'ru-r: e Bgmpey 1. MEND
i

B LT T I . L.l

;"i-u;pm'nl:\'l Iveae By | FiEn

H

%
i
!
.

g::"u':l o Arvencnenn s

]f"iiql:lmh: Increre Thx Aae,

T [T T

(1F change in 1ax rale,

2b amwen e ng o oV ey
oH Irsfer peies, an onker
ey Dnrvewmei o Hweine wath

et ] RaG

S —

SRS S ———— S

|
Ny 190

!Ha._'|:h'r|:d'h;:' Timmy dapmbary | BUEET

47



"

1

E': carwal o Pelinii 1ais
E!.:lll.llll.llll':' vl akeckbncons o
;>I='I-I whrean) fuparnahEure Froms

PELS TR TR TS EERFTRE TN F T FTST T 1Y

|.| PhHens Toaw e ekie? e

ETE FPRCT R

vhoanme PR Tt Bk bl

e o el T dis flnd

| Fetvic e ix o e R Pl
iy w2 b Ll Toek
! LI T 51 R FENANIER
1m = 1ok gl Iia
| H HLH I | RS DL BT ] T
sk
i |
i H ] 1l
Pe BRSO T g
: I B L] FELAE T TEH Al e Gy
1 tHarwibvzisd werhi bl
i R LT ST T T T
1
| Ui datis Tncimrie ok At

v AL el d) will g

a

HLURU 1% BT

44 Rt A SESINY R S

Ve aer s -
Pooazn Me i

BFcn prred ik wikugb weld
I et fos o sk d il

LETRE FLETEET [FRTCRET T

Bt T o wiakeng agn;
{1 s 2o with the
I:1i EI|':I:='~||ill|||::-

IR EU RS RHEEETS B T

k e hiveg,
I |

[ S TR

. |
. Forsoggh fontinee i

ik bk

45

thme PSS Al

Al fewdioay By

he U onpscil
Finisters of by
ilraft aws
Hiciglia ey in
[riads T iml

T U R

g (i

= o ———

U ———
{ q 1 5 f Ey

L LR S R
Gl passing
b Lo Loy

M s

R e of
15957

Pt Tt o

U

R _.E-.
¥
§
[}
i
|
1
H
!
|
\
1
i
|
—— 1

figst faall of 1oy

i

fm e m— e e

Firsd heal [ oo 100K ..|,|||I1;||'_I.

Fawiaey &, 1007

ey §, 10U

P




By the same Author

Development Objectives versus Economic Macroproportions, 1sl
cdition by Warsaw School ol Economics (SGPIS), Warsaw
1984; 2nd edition by State Scientific Publishers (PWIN),
Warsaw 1986, 212 p.

Poland in the World of Inflation, Book and Knowledece Publishers,
Warsaw 1987, 312 n.

RKeform, Stabilization Policies, and Economic Adsiments in Poland,
WL, Helsinki TUBY, 132 po + IV

Crisis, Adjusoment, Development, State Feonomic Pubhishers (PW1Ey,
Warsaw 1089 148 p,

Inflation, Reform, Stabilizanon, Alma-Press, Warsaw (90 136 p,

Hyperinflation and Stabilization in Postsocialist Economy (co-
author), Ist cdition by State Beonomic Publishers (PWE),
Warsaw 1991, 2nd cdition by Institote of Finances, Warsaw
1941, 184 p.

Financial Policy - Stabilizanion - Transformation {co -author and
scientific editor), Institute of Finance, Warsaw 1991, 448 p.

Hvpermflarion and Stabidization in Postsocialist Foonomites (co-
author), Kluwer Academic Publishers, Boston —~ Dordrecht -
London 1992, 186 p. + XVIIL

Financial  Policy - Transformation - Growth (co—-author and
scientific editor), Institute of Finance, Warsaw 19920 36K p,

Polish Economy Transformation. Success or Fatlie? Polish Printing
House (Polska Ohicyna Wydawnicea BOW 5 Warsaw, 19492,
200 p.

45



Sejunring of the Pentagon. From Recesston to Continumg Growth,
Poftest Publishers, Warsaw 1993, 144 p,

Economiee Transitton m Eastern Enrepe (co-author), Blackwell,
Oxtord UK & Cambridge USA 1993, 102 p. + X,

Fhe Poliical Feonomy of Transformation {co-author), Physica
Verlap/A Springer - Verlag Company, Hewdelberg — New York
JHYUA 242 p

Fastern Furopean Development and Public Policv (co-—authaor), S
Martin's Pross, New York (994, 244 p.

Muacroccononire Problems of Transformation. Stabilization Policres

and Econonic Restructuring  (co—author), Fdwar Rlgar
Publishing, Alderhot (GH) - Brookheld (USA) 1994 304 p,

Strategy for Poland. Poltext Publishers, Warsaw 1994,
A Year e Polines, Real Press, Warsaw, 1995,
Two Years o Polines, Real Press, Warsaw, 1996,

Eguitalle conomic Transformations Comments on John Flemming
feorauthory ins Vito Tanzi (ed.), Income Distribution and
Sustatnahle Growth, MIT Press, Cambridge, Mass (forthcoming ).

50



e
bkt

%
++++:'.+:“‘

it
&wﬂ R
."mm-.._#ﬂh.-.ﬂ.rﬂ S

ok
e

i




