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Privatizing Poland’s economy requires structural changes of unprecedented
magnitude. In 1987, Polish state enterprises held 81 percent of all fixed non-
agricultural assets, employed 68 percent of nonagricultural labor, and accounted for
82 percent of nenagricultural value added. Cooperatives accounted for another 11
percent of fizxed assets. Thus, except for agriculture, the socialized mode of owner-
ship prevailed.

Privatization also raises difficult issues of equity and efficiency. Under social-
ism the means of production belong, in principle, to society as a whole implying an
egalitarian distribution of assets. Moreover, special-interest groups, in particular,
workers who acquired a significant share of property rights during the 1980s, are
now making claims on productive assets in addition to former property owners.
Efficiency considerations, however, suggest the need for a concentration of capital
and production assets.

Fmally, private ownership requires a transition from severe price distortions
which virtually preclude asset valuation, and constitute a serious deficiency, to
reliance on a market mechanism,

The remainder of this paper describes how Poland has met the challenge of
privatization. The first section describes the evolution of property rights under
Communism. The second section outlines the government program of 1989-1991,
and is followed by a description of its implementation. The paper closes with some
concluding thoughts,

THE STRUCTURE OF PROPERTY RIGHTS BEFORE 1989

Poland’s Soviet-type command economy system rested on three pillars — state
ownership of productive resources, a centralized-hierarchic administrative system,
and Communist Party hegemony. The bulk of Polish agriculture remained in
private hands, but otherwise private enterprise played a marginal role in the Polish
economy.

State-owned enterprises were subject to centralized, complex, and highly politi-
cized control. Decisions made by bureaucrats far removed from the production line
were executed at lower levels of the hierarchy. Even worse, the enterprises
supplying production information and the bursaucracy manipulated information to
change targets. Planning was a “game” between command givers, who sought to
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maximize target fulfiliment at minimum input, and plan executors, who sought to
minimize targets given the resources.

At the same time, enterprise governance was highly politicized. Only members
of the “nomenklatura” (individuals aceepted by the Party) could qualify for appoint-
ments and promotions. In addition, many economic decisions were considered to be
political and were made by political bodies. The command structure was very
complex, and the government administration was intertwined with the Communist
party apparatus. Since the Party monopolized power, there was no clear distinction
between Party and State autherity, or between Party and State ownership rights.
The Party-State as the sole owner could, and frequently did, intervene in the
management of individual enterprises.

Finally, the system was plagued by incentive problems. The State sector was
shielded from market pressures, while the confusion of lines of authority and the
politicization of gavernance reduced the effectiveness of administrative control. The
resulting inefficiencies helped precipitate the economie crisis of the late 1970s and
forced the Communist Party to seek reforms.

Under the State Enterprise Act of 1981, enterprises received considerable
autonomy. They were permitted to select sources of supply, make assortment
decisions, market their product, and even decide how to invest retained profits.

The Act provided for power-sharing between the Enterprise Manager and the
Employee Council. This arrangement reflects yet another compromise between
managerial control and worker management. In Poland the idea of worker manage-
ment first gained popularity in 19586, after the political changes which marked the
end of the Stalinist era, The movement was quickly suppressed by the Communists,
however, fearing that worker management would undermine their authority. Dur-
ing the pre-1981 martial law period, Solidarity sought to strengthen Employee
Councils by reviving the idea of worker management. Some Solidarity activists
viewed the Councils as a shield against the Party and its bureaucratic interference
in management, while others regarded them as a means of achieving “genuine”
socialism. Both rationales, though, contemplated less government control, thus
resulting in Party opposition to worker management. To defuse this issue, a
compromise law formalizing the division of power between managers and Employee
Councils was passed.

Prior to these reforms, enterprise managers were functionaries entrusted with
the execution of bureaucratically determined programs. The State Enterprise Law
granted managers wide discretion, but also subjected them to Employee Councils,
which had the right to amend annual enterprise plans, determine the use of net
profits, and make investment decisions. The Councils alse could decide to split or
merge enterprises in non-strategic industries, participate (with the Funding Organ)
in the appointment or dismissal of enterprise managers. Such autonomy gradually
was extended to virtually the whole economy.

In summation, the reforms of the 1980s defined State Enterprises as distinct
entities. By steering a middle course between advocates of the command system and
those of social ownership and of decentralization, the government failed to clarify

PRIVATIZATION OF THE POLISH ECON OMY 347

the issue O.f ownership rights. If anything, the situation became more complicated —
property rlght.s were shared by the State and by enterprises, while management was
made responsible both to the State and tg Employee Councils.

THE STRATEGY OF PRIVATIZATION

From' 1986-89 the Communist Party allowed a lively academic debate on possible
ch.anges in the structure of ownership. Various solutions — including the laissez-
faire al_aproach, returning all state-owned property to its original owners, the trans-
formation of state-owned enterprises into government-held Jjoint stock ;ompanies
and the development of employee-owned companies — were contemplated Thi;
debate centi’nued after Solidarity took ovér, but was largely foreclosed by tIlle new
fg;il;;u;l::; Z ;lriclaratmn that restoring private property was an integral part of the
. The strategy ultimately adopted was a compromise between the various posi-
tions advanced during the privatization debate. Its legal framework is contained in
the Act on the Privatization of state-owned Enterprises, which stipulates that a
state-owned enterprise is to be transformed into a corporation, with the Treasury as
TI:he so.le owner of all shares, before transferring the employees to private ownersriip
éei;lzi,r;éshmn, any monies from subsequent privatization would belong to the

. Co_mmercialized enterprises must be privatized within a two-year period. Upon
privatization, employees lose the right to appoint directors to the board b1.1t the
may buy up to 20 percent of their company’s stock at 50 percent of the public offeriny
price, provided that the subsidy element does not exceed the average annual pay irglr
the public sector. Thus, if employees exercise their rights, they may retain a
substantial influence over management, ’

The Act also provides for privatization-through-liquidation. The Funding Ox-
gan may ask the Minister for Ownership Transformation to liquidate a State
enterprise. The assets of a liquidated company may be sold, used for the formation
of a new company, or leased to a company. The successor company must have
among 1t's sh.areholders a majority of the employees of the liquidated company.

. F01:e1g:‘1 investors are permitted to freely purchase up to 10 percent of the shares
In a privatized enterprise. Larger purchases of stock and preferred shares require
approval of the Agency for Foreign Investment. This clause is the result of yet
a'nother compromise. The need to attract foreign capital, technology, and manage-
rial skills is widely recognized. At the same time, though, there a;'e widespread
fears (strongly articulated by certain political groupings) that foreigners will buy u

Polish industry for next to nothing, v

The privatization program drawn up to implement the Privatization Act was
approvled by Parliament in February 1991. Tts aim is to transfer half of state-owned
a.ssgts into private hands within three years and to achieve an ownership structure
similar to that of Western Europe within five years,
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Selected medium-sized or large financially sound enterprises with good export
prospects are to be privatized on a case-by-case basis. These enterprises will be
carefully valued by independent consulting firms, and their shares may be offered to
the public by prospectus. The Ministry for Ownership Changes intends to retain a
block of shares in each enterprise, which it will sell to a “core investor” able to
exercise managerial control. In some instances, all the stockina firm may be sold to
a foreign group or a single foreign investor. This is likely to occur in cases where
foreign capital, management, and technology are deemed indispensable. A swap of
Polish debt for equity in privatized enterprises is also possible.

The novelty of the February 1991 scheme lies in its proposed mass privatization
of large enterprises. (The 500 largest enterprises account for about 40 percent of
State enterprise employment and 65 percent of the total value of output.) The
proposal outlines the distribution of privatization vouchers to the entire population,
as foreseen by the Privatization Law. The vouchers were to be used to purchase
shares of (yet to be formed) closed-ended Privatization Funds. These, in turn, would
use the vouchers to purchase enterprise shares from the Treasury. Sales would be
arranged so that every enterprise would be under the control of a Fund. A payment
scheme was to induce Fund managers to improve enterprise profitability under
their tutelage and to sell them off. Having served their purpose, the Privatization
Funds would convert to open-ended Mutual Funds.

The idea behind the scheme was to provide for a widespread distribution of
ownership and concentration of control. The population would use the vouchers to
acquire diversified portfolios rather than shares of individual enterprises, thus
reducing the risk to Polish investors. This is important given the lack of information
on the worth of individual enterprises and the lack of investor sophistication. Under
the scheme, the problem of initial valuation would be minimized, since the
Privatization Funds would use vouchers, rather than money, to pay for enterprise
shares. Privatization could proceed rapidly, without regard to the absorption
capacity of the financial market. The Privatization Funds eould bring in foreign
managerial expertise, but the productive assets would remain in Polish hands.

The government of Krysztof Bielecki, which succeeded that of Tadeusz Mazowiecki
(who resigned after being defeated by Lech Walesa in the presidential election),
accepted the general idea of the mass privatization scheme and undertook to make it
operational. Some of the original ideas — e.g., that voucher holders could choose to
exchange their vouchers for shares in the Fund of their choice — proved to be
impractical thow would a voucher holder know which fund to invest in, if the funds
had no track record?). Approaches having desirable economic and social features
(social equity, wide freedom of choice, safeguards against manipulation and fraud)
were found to be too costly to implement. Workable schemes, however, often were
unacceptably arbitrary or potentially unfair. Many other issues barely touched
upon in the February 1991 document proved to be extremely thorny. For example,
what should be the structure of the Funds, and how should their activities be
supervised?

The final version of the “Mass Privatization” program, issued in June 1991,
retains the principal features of the earlier proposal, though it calls for a simplified
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institutional stru(-:tl.‘lre. ‘Speciﬁcally, instead of vouchers, all Polish citizens over 18
}(I;ars old and residing in Poland will receive one share in each of the Tnvestment
Groups thgt are to be f.orm.ed. The Groups will obtain about 60 percent of the shares
;n enterprises to be privatized (10 percent of the shares will be given to the workers
or free, gnd 30 percent Wi'll be retained by the Treasury). A controlling packet (33
percent) in every enterprise will be held by one Group, while the remaining 27
percent will be allotted to other Groups in small packets, ¢
' The Giroups will funf:tion as closed-ended funds. They will be Joint ventures
with a Polish B_oa_lrd of Directors that will conclude managerial contracts with, and
exercise supeltwsmn over, foreign investment banks selected to run the funds ’ The
ﬁrzi; Boards will be appointed by the Government; after the first financial results are
21;. 1i1;led (foII:eseen for 1993) the appointment power will pass to the stockholders
in the earhier proposal, the Groups will have all the st ipri .
e AT Propos e standard ownership rights of
) The Mass Privatization Scheme will include 400 large enterprises, accounting
for 25 percent of all sales and 12 percent of all employment in the manufacturing
zrfl‘c?ustry. Ixcluded are ente.rprises on the verge of bankruptey, and certain branches
of industry, suc}.l as coal mining and steel, for which comprehensive restructuring
programs are being prepared. The 400 selected were to be “commercialized” before
the end of 1991 and privatized early in 1992.
) The privatization of laJ?ge enterprises is a striking manifestation of real change
ut mos.t state~'c'wned units (some 5,500 to 6,000) are small and medium»sizeci
clcimpame.s. Their px.'lvatlzation 1s being carried out in a decentralized fashion, under
rtl‘h e ?\fp'lcsf of rel%zonal agencies of the Ministry for Ownership ’I‘ransforrilation
e Ministry itself has set the decision and iter: i ises
oy 1 procedural criteria and it supervises
ldSmall a'nd mefjlium-sized companies may be privatized as going concerns and
15)0 kalt public auction or through invited tenders. Investors are offered concessional
ank loans; they may buy the stock on installment or pay for it with bonds issued by
E;x;tlzed comllgames. As an interim step preceding sale to private investors, the
am permits enterprises o enter into management ith individ
or with Polish or foreign firms. sement confracts with Individuals
| The alternate al?proach involves liquidation carried out in accordance with the
egal pro?ech.lre (?uthned earlier. This, as it turns out, is the most common approach
to the privatization of small-to-medium sized business.

PRIVATIZATION: PROBLEMS AND PROGRESS

. The ﬁrstt eighteen months of democratic rule witnessed the growth of small
an;ate blis?ess}flas. l33espl!:e the high priority and popularity of privatization. its
implementation has been slow, and large state-owned ent i i mi
nate the Polish oo, erprises continue to domi-

There is some ?:es‘ista_nce to change, especially by former “nomenklatura”, and by
peoplfa who, in principle, favor privatization but also fear losing the entitiements
promised (though very often not delivered) by the Communist regime. Previously
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every citizen was entitled to a job, a house, and free medical care. There were
special privileges for veterans, holders of military or civilian decorations, herces of
labor, distinguished artists, and so on. To a person of middle age, the market system
offers few opportunities, and the loss of entitlements constitutes a real threat. One
does not have to be a Communist sympathizer to want to hold on to a position on the
Employees’ Council or collect a wage without much effort or fear the loss of one’s job.
There is support for change; indeed, the acceleration of change has proven to be a
potent political slogan. But, at the same time, many wish to avoid the hardships of
the transition.

The economic, legal, and administrative obstacles to privatization, noted earlier,
are serious. Here we shall show what difficulties were encountered along the
different routes to privatization and what was done to overcome them.

Institution-building

Perhaps the most striking feature of Poland’s Communist heritage is the ab-
sence of institutions basic to the functioning of a modern market economy. Some
cconomic activities such as small-scale retail trade appear capable of operating
within a rudimentary institutional structure, but larger and more complex under-
takings require strong institutional support. This difference in requirements may
help explain why privatization of the retail trade has so far outdistanced the

privatization of other economic sectors.
World War II economic institutions disappeared as

Under Communism, the pre-
did the people who knew how to run them. The present commercial code dates to the
1930s; it must be revised to suit the needs of modern business. Commercial and
investment bank offices must be opened with trained personnel. New regulatory
rules also must be established, and employees must be taught how to apply them.
Indeed, institution rebuilding has to start at the enterprise level. The Communist
regime imposed rigid bookkeeping standards on enterprises, but concepts of ac-
counting and of auditing fell into desuetude.

Much of the work done on the reconstruction of institutions is invisible to the
casual observer with the exception of the reopening of the Warsaw Stock Exchange
on 16 April 1991. Symbolically, the Exchange is located in the premises of the
former Communist party headquarters. At its first session in over fifty years, the
five stocks of the five newly privatized companies were traded. Until such time as
the volume of trade builds up, the Exchange is to open for one hour per week. The

achievement, as well as its modesty, are to be noted.

Privatization Through Public Stock Offering

The first five companies were privatized through a public stock offering in
December 1990 and January 1991. More than 130,000 investors bought stock worth
350 billion zloty (about $35 million) and the stock of the five companies was
oversubscribed. Omne more company was privatized in May 1991; six more were
being prepared for privatization in summer 1991 and another twenty or so for

winter 1991-92.
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poteﬂ;’e imtlzltﬁve gere carefully selected for their current performance and future
ntial, and the offering price was deliberatel
: _ v set at a low level to en i i
rise on the secondary market, thereb i e o
A ¥ encouraging future investors. Y ithi
two months one of the five enterpri s
f the rprises was on the verge of bankruptey and
otlieri'werefefipenencmg serious difficulties. The problem was thatpanyadequt;:z
valuation of large and medium-sized enterpris i
‘ os 1. .
period of transition from communism. ’ wes nearly impossible in chis
. I;l the .West, tl'le valu_ati_on of an enterprise hinges upon past performance. The
fnfce earnings ratios of similar enterprises with publicly traded stock provide'more
m ;z:matmn on the m'arket price of an enterprise. These valuations tend to be costly
%I;Iaccuratef and in Pola.l}d their valuations are costlier and less accurate
o i vahluagl.on problem is a direct outgrowth of communism, where fact‘or and
uct price distortions deprived book entry i ani
: | v “profits” of any meaning. Moreove
:Iﬁough 1enterprlses kept their books in reasonably good order, the entries do not leng
;amie,e ves to Westerfi-style profitability calculations. Even if one successfully
f:ta‘cu atesl, the appropriate shadow prices and uses them to reconstruct the records
i lis not clear Whe‘ther t.he results give a reasonable basis for forecasting the future=
w. en‘the economic environment will be completely different. ’
rem];jrllzlg, eveli) 11f anfadequate “guesstimate” of future returns is made, there
e problem of estimating their present value. In i it
ins . . economies with well-
i‘t;nctlon'mf ?ir'lanmal markets there are various indicators that help determine fhe
propriate discount rate — the “riskless” rate of ret
: . urn on government securities
:?e .II)rlvate bonc.i rate, and the price/earnings ratio that is “normal” for securities o%’
: :in ar enterprises. In Poland, the only benchmark is given by the discount rate
de ermmt.alcli b'y the B.ank of Poland; but this rate bears no relation to the real long-
m equi ibrium price of capital. Calculations of the present value of long-lived
pro_]t;(;ts are extre?nely sensitive to the rate of discount. Hence, no matter how
careful _the‘appralsal of future profitability of an enterprise, the present val
calculation is subject to substantial error. ’ i
. ifthe process of valuation could be accelerated, the absorptive capacity of the
ina;' et 1Would set a {modest) Ir'laximum to the volume of public stock offering. Even
Howeve op:}f m.arke; economies a large stock offering may depress the market
ever, the size of an individual issue is invariabl i ]
y small relative to the total
volume of traded securities. Moreover, i i it
. ‘ . , in such economies individuals and institu-
tlo_nal _mvestors‘ hold government bonds in their portfolios. When an enterprise li:ls-;
Il:nvatlzed, say in .Great Britain, the government can maintain stock market prices
v rt‘apurchasmg its debt. Thus privatization can be looked upon as a portfoli
readjustment. : e
o }Iln Poland, as of this writing, only six stocks are traded on the Warsaw Stock
ci_a.I;)gIe —and none of the companies listed ranks among the largest 500. Only a
'neg;rs.lg1 le prc.aportlon o.f the public debt is held outside the banks. There are no
:r;stmuhonal tmves(;;ois 1;1 the Western sense. Individual savings are held mainly in
v accounts and hard currency. Their total val i illi
7oty accounts and hax value approximates 9 billion U.8S.
y that households would be willin i
. . : g to invest more than a quart
of their savings in stocks. Hence, the investible funds constitute only ':11 sm;fli
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fraction of the estimated $100 billion in equity capital of enterprises to be privatized.
In principle, urban and rural privately-owned real estate could serve as an impor-
tant source of finance. Unfortunately, mortgage lending disappeared under commu-
nist rule, and the reconstitution of mortgage banking is held back by the ownership
issue. As long as titles to property are not clear, there is no possibility of utilizing
property as security against loans.

One way to overcome the financial barrier is through leverage — the govern-
ment can loan equity purchasers money to buy the shares of privatized enterprises.
This approach was used in the case of a meat plant that was sold directly to its
employees, almost all of whom bought some shares. But the employees’ savings and
the individual bank loans obtained by them to purchase the securities covered only
20 percent of the company’s value. To pay for the remaining shares, the new private
company obtained a loan on preferential terms from the Ministry for Ownership
Change whereby the government agreed to an Employee Stock Option Program
(ESOP) type structure and acted as a banker. But the government is not generally
willing to act as a banker of ESOPs.

Selling enterprises directly to foreign investors remains a possibility. To date
only a few companies have been sold to foreign concerns, but numerous additional
sales are being negotiated, and the direct sale process is gathering momentum.
Foreign investors perceive Poland as a politically and economically unstable country
and give it a very low rating in “country risk” terms, while many Poles fear selling
out for an unreasonably low price. Nevertheless, both sides appreciate the opportu-
nities for, and the importance of, enticing foreign capital and know-how.

Privatization Through Liquidation

Liquidation, followed by the formation of successor enterprises, is by far the
most important form of privatization. Between 1 August 1990 (when the Privatization
Law came into force) and the beginning of April 1991, 111 enterprises, employing a
total of 46,000 workers, were privatized through liquidation. Most of the liquidated
enterprises were small or medium-sized, but two companies (a service company with
more than 5,000 employees and a trading company with more than 6,000 employees)
were relatively large compared to other enterprises in their respective fields.

In the case of liquidation, a simple valuation process is followed. The assets are
cither leased, usually with a purchase option, or auctioned. The leasing option. i3
particularly attractive since it obviates the need to mobilize capital for the purchase
of assets.

The lessee is almost invariably a corporation which, in accordance with the
Privatization Law, includes among its stockholders the majority of the employees of
the liquidated enterprise. To reduce the probability of “insider” deals, the Ministry
of Ownership Transformation whenever possible insists that at least 20 percent of
the stock of the new companies be held by non-employees. Still, the successor

companies come close to the worker-ownership model.
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Privatization of Small Business

. Privatization of the small business sector is less spectacular, but perhaps m
1mp0rifant, than that of medium-sized and large enterprises ’ Small buslfjin ces
(especially in the retail trade) are in direct contact with consum.;:rs and can pr e
producers to lower the price and improve the quality of goods. pressae
- From a socio-political point of view, private ownership of small business i
highly desirable. Sociological studies indicate that more than 90 percent of re o
dents favor the privatization of crafts, the retail trade, and small-scale industr Spaolilci
40 percent of respondents would set up their own business if conditionsy;v
favo-rable. In addition, most respondents with investible savings would pr ;re
Zettlgg upf ]zheir own business over buying stock in privatized companies pA?_‘tz
ec . . - . ’
i n?p ae:h{ijze :ri'f}?:}izziz; ;eoggxc}:)l.entatmn, Poles want to strike out on their own and
The privatization of small-scale enterprises presents few technical problems
The ﬁxed. asset of a typical store is primarily the floor space, whose value depends -
the locr—zxtmn and the condition of the building. The value of the premiseg can ;n
c'determillrfmi expeditiously through an auction. Given the uncertainties of thtee
a:gzrost gesilz)ari;ﬁiosi 1;3&1 estate, the current practice is to auction off two-year leases,
The privatization of small and medium-sized units has been proceeding apace
By the epd of 1990, 70 percent of all retail outlets had been transferred to pr?vaté
ownership. The auction process, in principle, should result in a more rational use of
space than under Communist-style planning. The transition, however, is difficult
for many Poles. Communist planners skimped on comme;'cial spac,e (Marxi
doc-tr.:lne considered commerce to be “non-productive” and therefore a low- rioﬁin
activity), hence store leases often fetch high prices at auctions that eannot re;)dil by
met by groceries or other types of food stores, Not infrequently, the neighborh);og
gc.)vernme.nt food store is replaced by a private fashion boutique, offering merchan
d1sz_e at prices beyond the reach of all but the well-to-do few. Under the Communis;,
regime the customers knew where to find the store they needed, but usually could
not buy 'what they wanted. Now the merchandise is available if one can ﬁ{m the
iappropnate store. Luckily, the difficulties of the many are mitigated by a burgeon-
ing street trade in food and household products. At this “lowest” level laisseff i
brings rapid, visible, and highly welcome results. ’ -

SOME CONCLUSIONS

'In .mz.irket economies enferprises are privatized to free government from a task
which it is inherently ill-suited to perform — namely, the management of business
ventures. A secondary goal is to improve enterprise performance. Budgetar
balance may be positively affected. But in the Western context, privatization iz
ziztaectefl to. have no more than a marginal effect on the econor}ny. Even if the

erpri ion i iti
alreagy f:: ;11 vc;zgs;;esd;.s as large as British Steel, many larger enterprises are
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In Poland, as in other former Eastern Bloc countries, privatization is the carrier
of change. An inefficient economy, dominated by ill-motivated, ill-managed, over-
staffed public enterprises will be transformed through privatization into an efficient
market system. To ease the transition, the State will need to provide the institu-
tional infrastructure, but it will be up to the new owners to make the new system
work. Private ownership is counted upon to bring better financial and technical
management and better marketing. Private owners are expected to dismiss the
redundant employees and motivate the ones who are retained.

Will the private owners be able to make the necessary changes? In the West the
task of rationalization is usually undertaken prior to ownership transfer, on the
presumption that it is easier for the State than private owners to dismiss workers
and carry out other radical changes. The Polish government, in principle, could
rationalize the commercialized enterprises prior to their sale. In practice, however,
it lacks the necessary human and material resources, so enterprises will be trans-
ferred “as is”.

Will private enterprise be able to carry out this task? Practically no one in
Poland has the necessary managerial experience, while foreigners, even ifthey were
willing to come, would find it hard to operate effectively in an unfamiliar environ-
ment. The Mass Privatization scheme hopes to cope with the situation by promoting
mixed teams. Yet, after years of work slackness, the imposition of strict discipline
on the workers will be difficult. And with rising unemployment the necessary labor
force reductions may be impossible. The competitive game might prove to be too
difficult to play, and the private owner, in alliance with the workers, may pressure
the government for tariff protection or other special favors to insure adequate profits
and obviate the need for painful reforms.

We draw such a pessimistic scenario to warn against the attachment of exces-
sively high expectations to privatization. Privatization will put an end to the
anomaly of rudderless State enterprises and get government out of the business of
doing business. Privatization thus is essential to the restoration of a healthy
economy, but it is not a miracle cure. Poland’s privately owned industry is bound to
improve over the years, especially if the economy is integrated with Europe’s.
Improvements from privatization, almost certainly, will be gradual and painfully
slow. But privatization will break up the existing inter-enterprise connections that
kept out potential new competitors, thus welcoming new entrants. New business
ventures, unburdened by the past, will most probably prove to be the real carriers of
change. Thus “Mass Privatization”, by breaking up the old structures, will contrib-
ate to the formation of an “even field” on which, if the current laissez-faire policies
are maintained, the competitive game will be played.

NOTES

An earlier version was presented at the Jerome Levy Economics Institute Conference, “Moving
to a Market Economy,” October 25-26, 1991. The authors wish to thank Bozena Leven and Steven
Pressman for their help in editing an earlier version of this paper.




