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POLAND: SMALL BUSINESS PROJECT
Qutline of Reconmendat i ons
March 15, 1991

Section One:
small Enterprise in Pol and

The recent liberalization of the Polish econony has
dramatically influenced the opportunities for private economc
initiative and laid the foundation for a radical restructuring of
an econony domnated for the past 40 years by large, state-owned
enterprise. Policy reforms have vigorously = stirred the economc
pot and the currant state of affairs can generously be
characterized as in severe disequilibrium Wile there is
considerable uncertainty about what the Polish econony wll look
like when the dust settles, it is clear that privatization of the
state-owned sector and exposure to foreign and donestic
competition Wl result in restructuring and reorganization
across practically all subsectors of the econor?/_. Alqn(_‘f with
thls reallgnment, <the opportunities ror small firns wl
increase, as wll the conpetition they face.

supporting and reinforcing the emergence and growth of small
enterprises IS of critical inportance to the success of the
transformation of the Polish economy. A robust, efficient, and
equitahle narket econony requires a wdely diversified base of
business enterprrses free to test, explore, and exploit
opportunities for innovation, business expansion and enployment
growth. Small firns represent Pol and's best chance to rapidly and
flexibly respond to the heavy short-run costs of the eccnomic
transformation. The process of privatizing large state-owned
firme is going to force hundreds of enterprises to liquidate or
downsize and require thousands of individuals to find New

opportunities. The speed at which a private sector develops
wll determne whether these individuals are productively re-
enployed.  Small firms wll provide jobs, a productive outlet for

savings, growh for new industries, and dexterity for the
national econony which now operates in a fast-changing world
econony.

! This report was prepared by a team fielded from the GEMINI and  IRIS
Projects of AID/APRE/SKIE, on the basis of a visit to Poland between March 4 and
16, 1991. Team nenbers were Elisabeth Rhyne (Al D/APRE/SMIE), James Boomgard
(GEMINI/Development Alternatives, Inc.), Arthul warman (GEMINI/Daevelopment
Alternatives, Inc.), Charles cCadwell (IRIS/University of Maryland), Robert Thorpe
(IRIS/University of Maryland), and Frank Swain (| R S Consultant/Baker & Daniels).
A list of persons interviewed.lia attached (Appendix 1).

i.



reating favorable cconditions for snmall business should go
nana :n hand with privatizing the state sector. The ability of
state-owned enterprises tc pass a nmarket test, even after
privatization, remains cpen tO question. Small private
cpusinesses all over Poland have been passing narket tests, and
nave streng prospects ror growth. Poland cannot stake its
economlc well-being only on the ailing state giants. Therefore,
small business deserves nigh priority standing within the
national agenda.

Svall Enterprise in Poland

From the nost infermal peddlar selling a few grocery itens
from a blanket on the street to the Poznan apparel manufacturer
building his second plant and enploying 200 people, entrepreneurs
are taking advantage of new freedons. Private enterprise was
permitted under the commnist regine but the size, range of
activities and access to narkets of firns was severely
restricted. Mst private activities were concentrated in
11legal, black-market trading, or the tightly contreolled crafts
sector.'

Prior to the economic reforms in 1989 and 1990, the non-
agricultural polish econony was, for all practical purposes,
equivalent to rhe large state-owned enterprises. A the tine of
the reforns, and even today, virtually all private business in
Poland is small  business.

while statistics on the private sector before the reforns
are suspect, it is roughly estimated that in 1989 there were just
over 824,000 private businesses of which 814,000 were
uni ncor por at ed. These firnms accounted for 15 npercent of
industrial enployment and 10 percent of domestic industrial

* The term "crattsmansnhip® ig an official definition of the communist stats
referring to linmted, independent economic activity in services or manufacturing.
The craftsman waked in his own warkshap with his own tools (capitalise).
Generally, the craftsman has no employees outside of fanly nenbers or, at most,
a handful number of employees (so he may not exploit the workers). Crattsman
were regul ated through cuilds and cooperatives. These firms were considsred
assential elenents of the industrial structure as they were able to undertcaks
production and perform servicas that WOr€ necessary complements tc the largs
state enterprises. The National craftsmen Association (Zwiazek Rzemiosla
Polskieco) estimates that | N 1989 |l represented 500,000 pmall busincsses in
services and manufacturing. These f irms employed approximately 1,000,000
wos.0.. . Ahceording tot he nssociation, twenty percent of t hese firms are larger
enterprises, employing between 50 and 100 persons. While this. may be
illustrative ofthe nmite distribution, these figure8 cannot possibly be accurate.



sutput., The remainder <z output was accounted for by the
spproximately 7,300 state-vwned firns.

The wWorld Banx has ccmpiled data on changes i n the private
sector Dy lcgal status. Moest significant are those firns
-lassified as unincorporated sole proprietorships and the
-ncorperated firms which were legalized in 1989. Information on
~umpers Of firns and enploynent are presented in Table 1.

Table 1

Qverview of Small  Enterprise in Pol and:
Nunber of Firms and Enpl oynent

Enterprises Employment
Ye&r/ Ry ppepespespy S C' C """"""
Firm Type  Number Annual Nunber of Annual Per
of rirms  Change Enpl oyees Change Firm
Uni ncor por at ed
1981 357,000 653,000 1.83
1985 481,411 8% 954) 000 10% 1.98
1988 659,556 11% 1,190,000 8% 1.80
1989 814,462 24% 1,500,000 26% 1.84
Incourporated
1988 1,275 n.a.
1989 9, 852 672% 141,000 14.31

source. Adapted from Wrld Bank, 1990.
Two points deserve special notice:

0 First, tne structure of economc activity in Poland i S
highly  distorted. The concentration of enployment and
output in the large-scale, state-owned sectOr and the
relative insignificance of smal | _enterprise i s
striking. This differs from the situation in both
devel oped and developing narket econonies where a much
mare halanced size distrihutian of firns exists.

0 Second, the rate of change in the numbers of small.
enterprises and enployment is unprecedented. Growth
rates in gross value added of the non-farm private
sector increase by 26 percent are estimted by the
Government of Poland for 1990.



There js much nore crange to cone. Desprte dramatic growth in

-ne private secter and among small firms, the largest and NSt
=alling adjustments remain on the horizon.

Problems Facing Small Business

In addition to the difficulties posed by current
nacroeconomic conditions, particularly high inflation and severe
credit restrictions, small businesses face a nunber of structural
constraints, Wiich stem from the fact that for nost of Poland's

econony the private enterprise system is still under
constructron. Interviews with a wde variety of business groups
and others reveal the following urgent problems:
) An_unfinished legal and regulatory framework, in areas
i ncl udi ng taxation, property rights, contract
enforcement, export and inport licensing, and others.

The laws that govern economc activity, and the
bureaucracies that admnister those laws, remain in
many ways the laws and systens of a conmand econony.

o Distorted and unfinished industrial structure. The
Polish econony suffers from an extreme dearth of the
kind of enterprises that make nmarkets work well by
supporting the productive industries: transportation,
distribution,retail, and business services. Moreover,
Large, state-owned enterprises exert nonopoly power vis
a vis small private firns whether they are input
suppliers, conpetitors, or buyers.

o Inadequate infrastructure. Shortages of space and poor
performance of utilities, especially
telecommunications, raise barriers to entry of new
firnms and raise costs of existing ones.

0 Gaps in know edse and skills. Three priorities can Dbe
identified: 1) business managenent; 2) information on
busi ness opportunities, both inside and outside Poland,
particularly regarding trade contacts and current
technol ogies; and 3) an understanding of the structure
and operation of the private enterprise system

o Absence of or dvsfunctional financial services.
Crucial, basic financial services are not available to
the vast majority of small BUSI'NESSES. attractive
savings instruments at various maturities, overdraft
facilities, check clearing services, international

letters of credit, short and long term loans., standing
payment orders and others.

These probl ens reduce the returns oninvestnent and, lower the.
growth rate that small business could otherw se achieve.
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smll Business on the MNational Agenda

within the government, there has not been focussed attention
-2 many of these small btusiness problens. Decision-making  at
-~resent is dominated by the efforts to privatize state-owed
tirms. This neans that discussions of reforms of financial
services policy, property law, taxation and nany other areas tend
o go forward Wth little consideration of how specific reforns
w111 pronote or inhibit opportunities for small private firms.

However, in recognition of the inportance of snall
pusiness,a new office nas pen Set up within the Mnistry of
Industry to serve as an advocate for small business and a
coordinator of policy between 11 departnents. The individual
neading this office -- the Ofice of Government Plenipotentiary
for small and MdiumSized Firns -- has a very wde mandate to
enqage in advocacy, research, assistance and outreach activities.

In addition, the private sector itself is organizing to
represent its needs. veral different types of private business
organization exist. Mst are in the process of redefinition.

The associations are broadly of ¢two types: 1) Ion%standi ng

busi ness organi zations which had been manipulated Dby the state as
means to control the activities of menbers, or 2) newer .

organi zatrons Wwhich played a role in opposing the communl St

regi me. Both now face "the daunting job of transform ng
thensel ves into service and advocacy organizations. For exanple,
the previous governnent used the Uni on” of aftsmen to both

assist and control private "craftsmen." Now that the redquirement
to control has disappeared, the union has had to establish new
functions and marketrng skills.

Most business organizations are taking steps to represent
nenbers in the policy process. However, access IS currently
dependent on personal relationships with mnisters or nmenbers of
Parliament rather than on an openly functioning decision process,
(Some nunber of nmenbers of Parfianent are thenselves menber of
trade groups). Processes to expand participation in the policy
debate”are not in place. |Information and technical ability to
provide  econom c anal ysis of proposed policies is rudimentary.
In short, there are small wi ndows of access to the policy
process, but organizations have not yet developed sophisticated
information gathering, analysis and advocacy prograns.

I nportant social and political attitudes will influence
decisions on small business policy issues. Mst inportantly,
Poles both inside the governnent and in the private sector
express eagerness to nove their country into the economic
mai nstream They are commtted to creating a free market
econony.  They Tecognize, however, that they lack detailed
know edge of how such an econony operates, and are clearly



‘ooking to the west for detailed advice. There is no doubt that

shey w1ill take that advice, aaketheir own decisions, 2ahd move
forward QUICKlY.

For exanple. there s not a well-developed understanding of
.ner e thebounadarybetweenthe State and private sector ought to
se. In market eccnomies, dozens of government policies result in
theallocationofrisk and access to opportunity, but the
appropriate boundary is defined by a seies of |egal and
comercial fence posts. In Poland; the small business sector
operates in a field which lacks many of these posts. A number of
eople expressed a desire for assistance in detailing where the
%oundaries between the public and private sector ought t° be.

O the other hand, many people whom the team net noted a
societal distrust of private success, a resentment of wealth.
very often this resentnent W“as focussed On recent nomenklatura
who are seen to have cut special deals for thenselves in the
orivatization o sSpecific state properties. Yet the problem
appears to extend to @ nore general ~suspicion of all successful
busrness people. One mneasure of this may be the report that
advertising 1is felttorefl ect a weakness of the pr Odlfl](_)t: hi gh
quality goods sell thenselves. ~Another  glinpse of " this
"levelling® instinct nmay account, in part, for the efforts of
sone trade associations to nandate nenbership .or tq advocate

eliminating informal business activity. tivity that results in
income disparity is not wdely acceptable. Thus, It IS important
that reforms be based on an open process, and that all levels of
smail  business, including the snallest, be treated rairly.

Section Two:
A l1.D. 's Role -- Reinforcing and Accelerating Changes
in the Business Environnent

Gven the need to increase attention to the system being
created for small business in Poland, the team recommends that
A.I.D. focus its action in the small business arena on the
following high |level objective:

to assist Poland in accelerating steps being taken &8
Create a supportive epvironment for émlla_bus--
an

creatiron o unctiona ree narket dinstitutlons.

A second level objective follows fm and conplenents the first:




specific activities should nmeet both objectives, that is,
they should resuit in improvements in specific aspects of the
business environmenc, and they should be carried out in
conjunction with local crganizaticns and government in a way that
nelps build the scrvice and advocacy capacity of those
organizations.

A l.D. *s Position Vis a vis t he Gover nnent of Pol and

The Gop has asked A1.D to work wth the office of the
Plenipotentiary for Small and MediumSized firns, and |ndeed, the
teams assessment is that the office can play an important role

in shaping the small business environment. As a new office, it
I's still in the process of defining its role more clearly. The
course of its self-definition wll in many ways be a process of

defining the stance of the new governnenf toward small. business.

one Of the nost significant elenents of this process is the

ability of the Plenipotentiary to maintain its current supportive
and facilitating posture towards small business in the face of
possrble pressures to become nmore interventionist and
protectionist. The office has functions both to create a
positive environment and to serve as a channel. for direct

assi stance.  The fornmer function is particularly important for
the growh of small business. In its function "as assistance
coordi nator, the office should be wary of adopting a

protectionist posture, such as prevails in a nunber of countries,
which treats small business as weak, and rather than opening
opportunities for many, focusses on providing subsidies to a few.
The experience of the US, other developed narket economies, and
strong-performing developing countries is that the effective

government listens to small business and enables private actoxrs
ad their associations to understand and address their own
probl ens. In this nanner, small business is devel oped as part of

the economc minstream A.I.D should argue strongly for such an
appr oach.

In requesting assistance on small business from the United
States, the Prime Mnister ofPoland has given A l.D. an
excel I ent opportunity to woktogether with the GOP at & critical
time in its thinking on small business -- a tine in which the
basic stance is being defined, If Al.D is to be responsive to
this request, 1t must nove quickly. Six nonths to one year frem
now those decisions wll have been nade.

Tha Role of G her Activities and Donors

Several donors, including U S. Governnent agenciesS, have
already started small business programs, and several large new
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activities are being planned.’ Mst of these provide direct
assistance t O enterprises, ei ther training or credit. Tral ni ng
.s being provided Of planned by Al.D, the US  Department of
Labor zpg Small  Business Admnistration, the European Community,
and the Wrld Bank, among others. Lines of credit are planned or
provided by the Polish Arerican Enterprise Fund, the Wrld Bank,
and others. Wile these efforts are inportant, and address real
needs, their benefits will be limted by the current business
envi ronment . Infusions of credit will be of limted value unless
they are conplemented by actions to support the devel opment of
capable financial institutions. The benefits of training will
hoF be felt if economc incentives throughout the econony remain
skewed. In focusing on inproving the environnent, Al.D. will be
entering an arena that is currently being relatively over]ooked =
- an arena in which Al.D and the US. have strong experience
and expertise to draw upen.

Proposed Strategy Areas

In addressi ns& the broad objectives outlined earfier. 1t is
recoomended that Al.D. focus on three of the five major
categories of problems listed above: 1) the unfinished legal and
regulatory framework, 2) the distorted and unfinished industrial
structure, and 3) the absence or dysfunction of financial

servi ces. O the two remaining areas, infrastructure is_ beyond
the scope of this effort, and gaps in know edge and skills are
being addressed by many other snall business prograns. A

discussion follows of the need for attention to each of the three
proposed areas ot focus.

1) Legal and Regulatory Franework

central planning operated through conplex administrative
syst ens. By contrast, functioning narket = econonmes work by
providing broad rules under which all enterprises can make their
own deci sions, relatively free of government Intervent.ion. Small
firms in Poland fared particularly badly under central. planning.
Access to conplex adnministrative bureaucraci es required complex
or gani zati onal capability. This system placed a prem.um on size,
accunul ation of ‘excess capital and political clout wit:h those
maki n adninistrative decisions. None of these characterizes
smallDUSI Ness.

Thetransitionfromacentral |y pl anned econonyto a market
economyr equi res changing the institutions -- the rul es of the
gane.  Thi s neans el mnatingnany of theprior cormand
Structuresaswel |l asputtinginplacethebroadrul es which are
central to conpetitive narkets, but wunnecessary in an

) Appendix 4 summarizes U S. Government and other dONOr activities relating
t0 small business.



idministered econony. Ia Poland many of the old command
strucrtures have been eliminated or at |east reduced, price
regulation for exanple. Jther institutions upon which private
business rely have oniy begun to receive attention.

There are two aspects of this area in which Al.D can
accel erate the resoluticn of problems. The first is the area gf
the legal infrastructure upon which husiness owners rely in order
+s have confidence in contracts, investnments and other business
activities. The commercial laws in Pol and were written in the
1930's. There IS no nmechanism for registering a business name.
The on-going debate about a property law means that thg status Of
certain real property needed for collateral is uncertain. rThe
utility of leases as collateral is unclear. |n short, ny of
tne basic | egal rules -- which permt businesses to deafmwith
each other in predictable ways and which provide neans of
resolving disagreements quickly and accordi ng to known
standards -- are not yet in place.

The second area of legal and regulatory concern is the |eft
over burden of admnistrative requirements used in central
pl anning. Decisions about which behavior of firnms should be left
g mar ket forces and whi ch should be overseen by the gavernment
are being addressed in an ad hoc fashion. (For exanple tng

Antimonopoly OCLIice is regulating gasoline price nmargins a¢ the
same time that it nust advise on the structure of hundreds Tof

state-cwned firns being privatized.) The CcOStsS of unnecessary
interference on the rate of growth in small firms is not W dejy
appreciated, vyetinterviews With small firm owners provide dozens
of exanpl es of rules which cause them to constrain or delay their
activity to certain level s in order to avoid rules or copply with
requirements. For —exanple, enploynent law applicable to state-

owned firms also applies to the smallest firms. A further
exanpl e: registering a business involves nunerous steps at both
Local, regional and national levels.

There is no entity looking at this range of issues in a
systematic fashion. one foundation in Poznan hopes to neasure
permtting hassfes. A trade association is concerned about tax
roposals.  The office of the Small Business Plenipotentiary hag
Identified  labor, custons and restructuring |aws, anong others,

~_A1.D should capitalize onthe effort of currently

di sparate individuals and groulgs._ It should focus on

accelerating the refinement of Polish sol Ut fons ' £ institutional
issues in those areas which present immediate opportunjties. I
should test and develop the interest and capacity of 3 wide
nunber of local or industry advocacy groups, starting ywith early
visible targets and noving with experience to nore compiex '
institutional | SSUes.



2) Distorted and unfinished Industrial Structure

Many critical cpporzunities and constraints facing small
¢ rms center CN thelr efforts LO conpete for a profitable market
A lcne w 1thin their industry. Even when there is a relatively
~eutral poiicy and regulatory environnment and relatively well
jeve ioped vertical and horizontal industry structures there are
sften bottlenecks and constraints that work to the disadvantage
5f small firns., The inconplete policy and regulatory environment
and highly distorted industry structures in Poland nagnify the
‘nfluence of such bottlenecks. Exanples of the types of
bottlenecks identified as inportant in the Polish context indude
nigh transactions costs, I'mted information, undevel oped intra=-
industry markets, Msguided interventions, and the absence of

models and exanples of conpetitive market structure and conduct,

The organization Of industrial subsectors will gradually
move towards a nore rational and efficient structure as
entrepreneurs identify wunfilled narket niches, and enter narkets
now dcminated by nonopolistic but unprofitable state enterprises.
This process can be accelerated if industry participants are able
-o identify and work to renove_ existing bottlenecks, reover,
fagcusing on const raints that_ i nfl uence relativel y [ ar ge nunber s
of szall firms (| everage), 1is @& necessary conplenent to "supply-
side" Lnterventicns that do little by thenselves to inprove tha
ability of small firms to effectively conpete for a profitable
narket share.

Focusing attention and resources on selected industrial

subsectors --- that is, the entire collection of firns, large and
smal|, involved in transformng raw materials into final goods in
the hands of consumers -- provides a context for identifying,
documenting, and acting on:
0 coomon firmlevel problens in the industry --
managenent  practices, technical  weaknesses, uneconom ¢
behavi or al patterns;
0 systenic problens of industry structure and

organization that |imt participation by small £firms
(undevel oped or distorted input or output markets,
dysfunctional inter-firm markets, excessive vertical
integration, mssion industry functions);

0 common or specific problens of conplenentary input
markets such as financial services, markets for
technical advice, and information; and,

0 i ndustry-specific or cross-cutting constraints in-the.
policy and regul atory environmnent.
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These speclfic findings can be used as input into the agendas of
representative bpodies, assistance institutions, the governnent,
or for donor programming. A.I.D. can focus on industries of
strateglc inportance ta the development of the private sector as
a whole, and work together wth industry-groups to increase their
ip1lity <©o diagnese and bust such bottlenecks.

3) Lack of Financial services

Poland iS creating a financial system essentially from
scratch. Despite important Progress, at present basic financial
services are not widely availableto small private businesses --
or are only available on prohibitive terns. A the nost basic
| evel, banks do not provide attractive savings and deposit
services., Deposit Services are costly and inconvenient, both fop
businesses and individuals. Neither are banks adept at
facilitating transactions: checks, both donestic and foreign,
take weeks to cl ear, international letters of credit are
unavai l able wthout full cash cover, etc. Qverdraft facilities
are NOt available. Short and nedium term finance is generally
available only to firms with tangible assets well in excess of
loan anounts, and legal issues prevent nany valuable assets from
serving as collateral. As a result, private businesses use cash
in as many aspects of their operations as they can;, and rely on
informal sources of credit. his is costly and inefficient.

The major response to small business financial needs
proposed by donors and governnent to date has been to establish
lines Of credt for medium and long term lending.  This presunes
that lack of investment capital is the main problem However,
basic financial services are at least as inportant. Moreover,
lines Of credit do not contribute greatly to the deve icpment of
strong, self-reliant financial institutions.

Major restructuring of the financial sector is now underway,
with high-level assistance from the US. Treasury, among others.
It is inportant that the decisions regarding those reforms be
infoomed by a clear understanding of the priority financial needs
of small business. Thus, what is proposed here is that A.I.D.
take a bottomup approach to conplenent the activities underway
at higher levels. A.I.D.'s efforts should focus on ensuring that
smal| business finance is treated as part of financial sector
devel opnent, notas an isolated issue warranting specia}l
subsi di es. Al.D has inportant contributions to make py
bringing key ideas from both the U S and A.I.D.'s OWN experience
in developing countries into the current debate on smalj pusiness
finance.

4) Qher Strategi Careas

Though out si de t he scope of the concept pr%osed here, the
team identified several other opportunities for A l.D
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~ontr:sution to small cusiness development in Poland.  These are:

o) Assistance to Peace Corps small  business volunteers.

0 Assistance tc local government in dealing wth small
privatization and creating a positive local business
climate; and,

0 Assistance to the Antinonopoly Ofice.

These ideas are described in Appendix 3.

Relationship to Cher Al.D and US. (Governnent Activities

The concept proposed here conplenents the wde range of
A l.D. and USG activities that touch wupon snall business issues,

The small business effort wll both draw upon and feed into nany
of these activities, in ways that wll inprove the performance of
each.

0 Individuals here under AIl.D funding wll provide

specific personal contacts, and possible act.ion

channels in each of the proposed areas. These incfude:

Peace COYRS. volunteers, |ESC, the International Team on
SSi

Conpany stance, and the Polish American Enterprise
Fund.
0 Actions taken through this effort wll provide valuable

information on small business needs to inform U.S.-
assisted efforts in legal and regulatory reform
housing finance, and financial sector devel opnent.

0 A focus on the business environnent will conplenment the
training efforts of DO, SEA and A.I.D.'s managemrent
training program

Section Three:
Immediate Action Pl an

Thi s paper has stressed how inportant it is to move quickly
to put a program in place. Xeydecisionsw || be nade in-thes
next SiX monthsto a year. Accordingly, a set of specific
activities are proposed tobegi n within two nonths and to extend
over the next year.

Each of the proposed activities addresses the higher-level
obj ectiveof creati nga sulpport| ve envi ronnent for small
pbusiness, andthe second [ evel objectiveof assisting Polish
organizations to0 becone effective in advocating and solving small
busi ness issues. The mai n obj ectives oft hese t asks are:
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o To undertake :nmediate Steps to focus governnment and
private sectcr attention on key small business issues
and, ~nere possrble, to assist 1n change of commerci al
or legal practices and rules.

o To initiate a process for working with a variety of
local groups to enhance their own representational
capabllity and involvenent in the policy di al ogue,

o To use these steps to identify issues and npre specific
needs ror later A l.D -sponsored action by this team
and others over the longer term

Eaeh of tthe firsst ffour actiivities utilizes a i Ilmf
terative process, Very brief prelimnary wok £9 1 @ﬁlfS’ key
olayers and specify current states of knowedge Wll''p> ' ollowed
by actioms to ffaws t hheseafd ereedeby npobbeicyand, tEROSE Wit h

>§l

authority to nake it on both the problem and _f«?ﬂ‘&‘t}@}xls:d At ]}:his
stage 1n the process, @ variety of vehicles w @ |/Sed to focus
the dialogue, including introduction of speciali zes® gxpertise
from abroad, summit meetings, and arslytuices ipformation.
Follow-on work will pursue the specifics. The target- in -<ach
case is to identrfy and achieve near termreforns and gt G2dg18cQVer
wnicn problems and which groups can form the basis fg\‘ Ieﬁgg
cerm work. Specific proposals for early action ase J88&CilRd

bel ow.

Task force on small busi ness finance -- To elevate
understanding anong key players on the financial  needs of
<mall business, and the steps needed to secure those needs.
Convene a small business finance working group; p4t tegether
several working sessions, bringi ng In expertise r1rom the

U.S. and elsewhere, on issues including: savings and deposit
services, provision of short term credit services, non-
credit services, credit for the snallest enterprises, and
solving the collateral problem

Regul atory Sinplification -- Action to elimnate and reduce
burdensome government . nermits. _ nanerwork. Conduct a
regul atory reform and advocacy program sinmilar tO t hat of

the Institute for Liberty and Denocracy focussed on gernit
ard reporting ramivements. Base the éffort In two non-

\Mirsaw cities (tentativel'y, Cracow and Poznaid  Starting
with 1local group, _document what is rIECIUI red ana what peopile
actual ly do. FPrOVI de external hedp 'to the local group to
estimate number of entities subject to re 1rement§.0$t of
conpliance. Collect qualitative informatiion ui lapxtt ont
firms. Assist local group to piRAsSxzs ='ndinmi, coordinate
with the Plenipotentiary's office, draft renedial
sinplification steps.
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Legal Infrastructure for STTH” Firms -- A Series of
coalition-organizing summt aeetings to Initiate reforms in
a set of +tcpics such as property rights, taxation,

enpl oynent laws, commercial and civil codes. Specific topics
will emerge as the Other parts of this snall business
program are conducted (subsector action program requlatory
srnpiification etc). First topic area will be intellectual
property rights.

gstrategic Industry Action Program -- It is proposed that
GEMINI work W th Polish institutions to conduct subsector
action E)rograrrs in tw industries. The objective of the work
isto enabl e firms, associations,and the GOP to better
articulate strategies for actions, services, and

interventions to pronote snall enterprise interests. The
program wil|l identi f?/_ gaps in the structure and organization
of ‘industries that limt participation by small firns,

identify key dynanic forces acting on the industry, and
identify and followup on opportunities for cost effective
intervention.

Advisor in the office of the Small Business

Pl enipotentiary -- A long term (up to one year) advisor:
would  be nade available in the COfice of the
Pl eni potentiary. This person would be responsible for

advising and "channelling information to the Plenipotentiary,
for coordinating wth the other AD smll business projects
to assure access and priority for those issues, for
assisting tne rlenipotentiary with outreach to small
business organizations and to facilitate infornmation flows
in an out of the bureaucracy. This individual would focus
on the advocacy aspects of the Plenipotentiary's function
rather than detailed technical help in the design of

assi stance prograns.

These initial activities have been selected because they
conbine potential high inpact on inportant problems w.th quick
start-up.  They respond directly to GFPs need to show a pattern
of success in its transformation program These activities can
also nake a substantial difference in the way other assistance
efforts proceed, bhoth other US.. initiatives and those of other
donors. Moreover, these initial activities wll provide the
working know edge of small business problens and the experience
with Polish small business organizations that wil| pave the way
for A.I.D. to develop its larger, longer term program in this
area.
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Appendi x 1: List of Interviews

Coordinator for foreian Ald Ofice .

b sawei Sameck., Cirectsr of the Office,

Ms. Krystyna Gurblel _

Mr. Kozak, AdVisors (o Minister

council of Ministers, pl, Ujazdowskle 1/312:30

Polish-American Enterprise frund
M. Rchard Turner (South Shore Bank)

Cooper ation Fund

Mr. Hubert Szlaszewski, Director GCeneral

Ms. anna |wanowska

Ms, Krystyna Gurbiel

Mr. Charies pe smet, EC Consultant

Mr. Tom Brunsveld, EC Consultant

ur  4art Nugteren, EC cConsultant .

ur. Jan Szewc (Director, Council of Mnisters)
Zurawlia 4 A VII floor, r. #700

Mnistry of  Oaership Changes
Minister Janusz LewandowsKki

Deputy Mnister Grzegorz Jedrzejczak
Mysias5 , r . #108

small s8usiness and Restructurization of Enterprises
Deputy Mnister Krzysztof Biaiowolski

MinistrY o f TIndustry
wspdlna 4, II floor, r. #207

Industrial Devel opment Agency
M. “Marek Krawczyk, Director
Mnistry of Industry

wspolna 4, V floor, r. #5010

Market Bank of Poznan .
M. tryk Wjciechowski, President

ms. Charlene Soby, Advisor from First Natienal Bank of Chicago

Stary Rynek 74, Poznan

Task Force on GonPany Assi stance _
Kevin MDonald, International  Coordinator

Steve Buckle
Jim van Berg
Zurawia 4 A

U.s. Peace Corps
Michael Honegger
Obserwatoréw s
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Ministry of Ownersnip Changes -- Small Privatization
asst to Deputy Minister

Tay Madigan

Tom Lawson

Tiffany Barnard

Mysia 5, r., #108

Chamber of Craftsmen

Ms. Oreziak

Robert  Popi ol ek

Miodowa 14, I|Il floor, r.# 306

Polish Chamber of Comerce
Foreign Pronotion Bureau

Mr. Andrzej Cerhardt, Director
Marian Mkiela, Area Manager
Trebacka 4 , |l floor

3ank for Social and Economc Initiatives
Ms. Natalie Bolgert, Adviser to the Director
Bank PKO Building, IIl floor, r. #389

parliamentary Commrssion on Economc Policy, Budget and
Mr. Ryszard Bugaj, Chal rman
The Sejm Wejska 4

Foundation for the Developrment of Polish Agriculture:
QGeg Vaut, Executive Director

National Bank Of Pol and

Departnent of Finanacial Policy and Credits
M. wWitold 2&ltkowski

Swietokrzyska 12, r. #516

British KnowHow Fund
ms. leresa Scholtz

Assi stant Representative
British Council

Al. Jerozolinskie 59

Nat i onal Council of Econom c Societies
M. oOpawski, Deputy
Trebacka 4, reception room 11 floor

SMG-KRC Pol and ,
Kkrzysztof Nowak, President
Krzysztof Kruszewski
Bednar ska, 27, aptm. 7

Texas Poland Foundation: Maria Lunderius, Poznan

17

Fi nance



sroject, Ltd.: or. alfrea Janc, Dr. Tadeusz Kowaiski: Acadeny
“conomics I[nstitute of Planning, 60-967 Poznan al
Nledpcaleglosci 10

Ministry of Labor and Sccial Policy, Employment Department
anatol Szurmak, ceputy Drector. ul Nowogrodzka 1/3 00-513

antimonopoly office

Anna Fornal czyk, pPresident _
Janusz Swiekocki, Advisor to the President
plac. Powstancow Warszawy 1

Polish Devel opment Bank .

piotr Czarnecki, Manager - Credit Departslent

cracow Industrial Society
Leslaw Kuzaj, Vicé Chairman
11, Starowisnla 12/20
srakow

Xazimierz Lodzi nski
Manager _
Firma Handl owa Lodzinscy
Kracow

Krakowska Kongregacja Kupi ecka
Meczysl aw Banas, President
Jacek Gruszka, Mice President
Leszek M kos

rRoman Konrk, Vice President
Krakow
y.s. Consulate --  Krakow

Algls Avizienis
Economic/Political ficer

u.s. Peace Corps Volunteers, Krakow

Pat Creighton
Bill Grant

Bank Rozwoju Rzemosla "Market" Bank

Eryk Wj ci echowski _ _
Charfene soby (First National Bank of Chicago)
Poznan

DRT Poland
Jan  Maciej ew cz

Polish Acadeny of sciences
Institute of ~ Econom cs

Prof. Marek Dabr owski _

Prof. cezary Jozefiak, Director

ia

of



fogan & Hartson,
frter Kochanski
CJosepn <. Sell

TTornevs ac

Law
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Appendix 2: romeaiat2 actions Proposed t hrough IRis and cvnN
uy-Izs

1. small Dusiness Finance Action Pragram

Wwhy? The ri.nanc:2l service requirements of small are best
servea when trzatea :n the context of the devel opment of
erfective and efficient financial intermediaries. Consideration
of small busrness finance igolation from financial system
devel opnent s counterproductive because it does not contribute
to the expansion Of deposit facilitles andefficient
.ntermediation. The greatest nunber of small firns in Pol and
w111 depend on non-subsidized credit and comercial financial
services. While direct assistance to individual firms will be
hel pful  to those firms which receive it, the broadest and
treatest :mpact will flow from specific steps to create
funct:oning nmarkets for private credit and financial services.

It IS imporzant <hat those concerned with snall business
finance recogn:ze that the interests of small business are best
served by healthy financial institutions that serve a wde
variety oOf needs, without dependence on external infusions of
capital. These needs are not limited to longer term |oans, but
include: 1) savings and deposit services; 2) transactions .
supperts of many kinds; and 3) short term and overdraft credit.
The purpose of tnis activity is to reinforce this understanding
among government, tanks, business representatives and others 1N
rne small business ccmmunity, through both articulating the need
and working to solve specific problens. Because this perspective
:s not widely understoed Within Poland, it wll be inportant to
pbring 1n views Of those who have worked on small busrness finance
1ssues both in the U.5. and in the developing countries where
A1.3. has a great Seal of experience.

what? The acticn program Will focus on the fplleowing issues:
savings and deposrt services, provision of short term credit
services, non-credit services, credit for the smallest
enterprises, and solving the collateral problem The process

wll be:

0 Identify status of these issues and key
organi zations/individual s.

0 Convene a working group to develop a plan of actien.

0 Bring. in Polish and US experts on the priority areas
identified by the V\Dl’kln% group for bhoth broad and.
focused discussion; at the sane tine, prepare estimates
of the cost to smil business of inadequate financial
servi ces.
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b) ~he worx.ng crcup will identify specliic actions that
can te taken v Tmempers. These actions may be
suppcr.eu oy Tacanical assistance resources for
obtalning specific expertise.

Wwho? This aczT:ivit, w111 be closely identified with the
€23 of the Plenipotentiary, and closely coordinated with the
acivrsor :n this office which is identified in item 5 bel ow The
working group will include small business association
representatives. :ndividual entrepreneurs, private bankers, state
banks, and donor groups.

Measures of Success will depend on evidence in policy
decisions that GP was approaching small business finance from a
financial system perspective rather than an assistance
perspecti ve. Progress on any of the specific issues Iisted
above .

Possi bl e Followon act,ivities include identification of the
.ssues mosT LMPOrTant to pursue, organizations nost carable of
sursulng them and provision of technical assistance in support.

2. Regulatory Sinplification -- Action to elimnate and reduce
burdensonme government permts and paperwork.

way? Different groups and individuals have identified a wide
var.ety of national and local permts and reports which are
obstacles. There :s no road map to the level or nature of
exi sting burdens of this sort. A consensus of local support needs
building and specific steps need identification. A the local and
at the national level businesses and governnent officials will
benefit from qreater capability and interest in weighing the
costs , in addition to the benefits, of particular requirenents.

What? Conduct an advocacy program sinilar to that of the
Peruvian Institute for Liberty and Dermcracty focussed on permit
and reporting requirements. Base the efforf in two non-Warsaw
cities (tentatively, Cracow and Poznan). Starting with local
group, document what is required and what people actual iy doe
provide external help to the local group to estimate number of
entities subject to requirements, cost of conpliance. Collect
qualitative information on inpact on firms. Assist local group to
publicize findings, coordinate with plenipotentiary of fice, dratt
remedial sinplification steps.

Wio? Options include Cracow Industrial Society coordinates
effort wth Poznan |awyer and Texas-Poland Foundation. ITRES
supplies de soto veteran and quality control.

Measures of Suecess: a) Procedures get elim nated ar:
simplified; b) Sinplification steps are introduced and debated;
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cess will te repiicated by others; d) Local groups develep
r advocacy capapility; e) Industry specific lssues are

Potential Fellew Om. creation DY 1o group of a cuide to
susiness Permits and Reporzing; lnvolvement with substantive
_ssues whlch under.i.€ varlcus reporting or record keeping
‘.‘EQULIEmEﬂCS.

3. Legal Infrastructure for small firns

why? There :s only general recognition by Polish small
susiness representatives of specific | egal institutions or rules
wnicn are essential to a working, open market econony. The larger
debate on these iSSUES IS occurring without small firm input...i?®
1t 1S happening at all.

What? A series Of summit meetings to Initiate reforms in a
set -r topics such as property rights, taxation, employment |aws,
~ommercial and civil codes. Specific topics will emerge as the
sther parts of this Snall business program are conducted
(subsectcr action program requlatory sinplification etc).. First
copic area will be intellectual Property rights. The tea3m 1S
aware that rianes attention O international intellectual
property conventions s the subject of current discussion. This
project pro?oses to focus on the wvery practical interests that
Polish small firms have i n establishing a petter donestic system
of tradename, trademark and other legal protections for
intellectual property. The recognition by Polish firms of the

value of a system which secures property rights should contribute
positively i e broader discussion,

The ability to reqgister a business nane and protect the
investnent wWhich will be represented by that name are a key
aspect of economc property which lacks an effective mechanism
for small business in pPoland. (There is no place to even register
the name Oof a store and keep another from calling his store the
same. )

Actions will begi n with a short brief on status of current
law and practice, general estimates of current and prospective

cost of i haction, then convening of business representatives with
legal comunity. Follew With provision of technical assistance to
pivate and government persons heeded to clarify status and
characteristics of this type of property.

who? Amrerican Bar Assn. Eastern Europe initiative is not—
active inany of these areas. Thus we will organize a small-
group of Polish and US legal and economic experts to wofk with
smal | business representatives.
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Measures of success: ) System of registering business names
.5 estaplished. Zrocaaer :ntellectual property resiorms are
.mpiemencad; =) Specific legislation is 1ntroduced and csupported
by small business organizations; c¢) "Summit” aechanr sm succeeds
in organizing disparate snail business groups and establishes a
~odel fzr small f:irms and the aovernnent to neet with experts to
jevelop speciflic soluticns.

Potential follow on: Specific action to help groups with
adoption (I laws on intellectual property; longer term use of
cape Of similar hecnanism to address tax, commercial |aw, labor
| aw issues.

4, Strategic Industry Action Program

Khy? Many critical opportunities and constraints facing
small firms center on their efforts to conpete for a profitable
market niche Within their industry. Adjustnent to fundamental
cnanges in the competitive environnent is inhibited by the
absence orf fully developed vertical and horizontal industry
structures and inter -industry markets and coordinating
mecnanisms. [n addition, the information, nmodels, and exanples
required to reduce the cost of initiatives by individual
entrepreneurs, business associations, and local and national
government 1S not available and too costly for any individual
participant to collect and analyze. Industry- Or subsector-.
specific action programs W Il —assist entrepreneurs, associations,
and governnent ident:icfy and prioritize cost-errective courses Of
action and assist, on a pilot basis, several specific
i nterventions.

What? GEMINI work with selected Polish institutions ta
design and carry out subsector action prograns in two industries,

(a) Industrres will be selected on the basis of several
consi derations, including: the grawtth ppotettial for small
firms in the industry; the size of the industry; its

i npaTttaaneei n n ssippEOL 1 INgg gyromkth iim ot her,, rel at ed
industries: ability to gemeralize fimdimg to other
industries; or, the insight it may provide into particular
classes of raiblers titatt Hear @n ooeessilisExitor S.

candi dat es whiricdhappesar ppatticwl ar | y iintter est i mpy at this
juncture incl ude Houssin r eébaedd ndasist ir egs,dids st 1 iduitii on,
netal industries, and furniture. Final selectianwllil be
made in consultation with A 1.D., the cop,and ot her
inportant actorsadtt héd ifri ststshggeodfi rpipemeettadtii on.

(b) In cooperation with alocal consulting firmand key
institutional actors in the selected industry, GEMINI
advisors wll undertake struetural, organizational, and
system | evel anal yses requiredfor the identificati onof=a .
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priority acticn agenda for the industry. a key feature of
this stage c: the program will be the use of panel focus
group tecnnigues TS pronmote group interaction and action.
The process or bringing together groups of simlar firms in
focus groups provides an opportunity and context for action
by firms or groups. Bringing together small firns with
larger ccunterparts opens opportunities for devel oping
market-based interfirm linkages. Bringing industr )
participants together W th development™ or representative
institutions and the government opens channels for direct:
advocacy anti program development.

(¢) Concrete information generated at this stage wll be
made available to individual firms (through the focus
groups) , associations, the government, and donors to:
Inprove their understanding of the structure, organization,
and operaticns of industries; undersrand the changes
occurring in the sub-sector and the dynanmic forces acting 0N
the subsecter; concretely understand " the opportunities ‘and
constraints cthat influence the development and performance
of different groups of firms within an industry; and, tgo
prioritize opportunities for cost-erfecrive actien and
intervention.

(d) on tne rasis of the priorities identified, resources
will be available to support from two to four specific
interventicns by associations other groups of businesses,

or other support institutions: Priority will be placed on
technical assistance and information functions

Who? The initial work will be conducted by GEMINI advisors

1n cooperation with a Local consulting firm.  The Plenipotent
will be invited to participate and during the design sTage of iﬁf’é"

program relevant industry association and groups will pe
enlisted.

the

in a prioritized |ist of actions that may

Measures of Success: There are several levels of success of
subsector action program

(a) cost-effective action is taken by firms, associations,
or the gavernment thar resultg in i NProved industey
performance.

(b) subsector analyses iS institutionalized within ap
i ndustry.

(e¢) The capacity of local consultants to practice subsecter-
analysis |S developed.

Possible Follow-on: The pil ot acticrbgrogram rihgu )L;l fr:fixlt-
supporte -



on project activities. 1n addition, additional industries nmay be

margeted for supsectsr action prograns. Information may be use
-5 feed i1nto Cross - Lndustry assistance agendas -- legal and
requlatory reform, -S:nanci:al sector reform and so on.

5. Advisor in the office of the Small Business Plenipotentiary

why? The office has been set up as a focal point for
consideration of policy affecting small business. It has
responsrbility for advecacy, coordination of policy of eleven
ainistries and conduct of data collection and | egal reform
efforts related tOo i1tems such as |abor codes, competiticn policy,
small firm privatization etc. The success of this office will
occur as jt becomes a leader in both the substantive areas o0
:nterest and in establishing mechanisms for the denocratization
of the Polish policy process. There is in the US and other
countries ccnsiderable available information and experience on
both the substance of small business aspects of these issues as
there is on the denocratization of the policy process.

What? A long term (up to on8 F\{Iea_r) advi sor woul d be nade
available in the Cfice of the enlclootentlary. This person
would e responsible for advising and channelling information to
the Plenipctentiary, for coordinating with the other A'p small
business projects to assure access and priority tor those issues,
for assisting the Plenipotentiary Wth outreach to small business
organizations and to facilitate information flows in an out of
the bureaucracy. This individual would focus on the advocacy
aspects of the plenipotentiary‘'s function rather than detailed
tecnnical help 1n the desrgn of assistance prograns.

Wio? An American, ideally wth sone Polish language
capability, and economcs understanding and small business policy
experience.

Measures of Success: a) Plenipotentate takes over this
function on his own budget; b) Identifiable policychanges result
from assistance; c) Plenipotentate's Ofice IS recognized as a
legitimate source of sound economc and legal input by other
mnistries, Parliament; d)Qutside groups utilize Plenipotentate
for access, visibility and coordination: e) Cfice develops its
ownanal ytic capability; £)Pl enipotentiaryinvolves the advisor
in his cere agenda.

Potential Fol | ow On: Assi stance with specific issues of
interest to Penipotentate by making available experts in-
specific areas, assistance with establishment of outreach
nechani sns, norefornal ‘ contactswithcounterpartsinOther
countries.
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Appendix 3: Additzcnal ldeas for Action

1. Inereasing the Impact of Peace carps volunteers on Small
Business

Why? The Peace Corps programin Pol and has a strong small
susiness thrust, with 28 small business volunteers in the firse
round. and a larger number expected next Yyear. These volunteers
have impressive qualifications for their postings, nany Of them
naving MBA degrees and years of experience in US businesses or
banks. ~ They have found an inportant niche for thenselves in
working with local governnents and business organizations,
parcticularly IN poorer sections of Poland, that are difficult tg

‘nclude iNn assistance efforts.  The inpact these volunteers can
have on thsir localities wll be enhanced if: 1) the volunteers

participate as resource peopfe in sone of the A.I.D.-sponsored
small business activities presented in this papers, and 2)
volunteers have a source of funds to use to address specific

opportunities.

What ? Provide a Source of funds for Peace Corps volunteers
to draw upon to address specific opportunities related to small
busrness. These funds would resenble the snall Igéoj ect
assistance funds which are provided by USAID to ace Corps
programs around the world. Volunteers would obtain the funds on .
the rpasis of krief, written proposals to the Peace Qorps office
in Warsaw.  Chief criteria woul include clear denonstration of
local need for and interest in the proposed activity, its
expected impact on small business, and evidence that the funds
were leveraging resources commtted on a voluntary 7:ba5|s. For
example, one current volunteer has identified a need for certain
banking skills amobng organizations he works with. Through
contacts Wth uUs. bankers, he has won agreenent for them to
provrde short term assistance free of charge, provided pPeace
Corps can cover transportation costs. This is an exam
xind Of |everage thatp woul d be expected. Tole of the

who? Peace Carps small business wvolunteers would use the
funds, and the peace COrps otfice in Wrsaw woul d manage them on
a very sinple basis. In each case, the counterpart organization
of the vaolunteer woulid he directly invelved In the pr posed
activity.

Measures of success. Each activity would be measured on.its
own ab|||t?; ta achieve the objectives i1 proposes t0 d4dress.. In
general, the inpact of the volunteers 'on their localities W1l-

I ncrease.

cost. As not all snall| business volunteers will use these
funds, and as the cost of the activities will be very low the
funding required woul d ve:in the range of$100, 000 to $1i50,000
per year.



2. Local (Covernment Privatization and Small Firns

Why? Huncreas of small firms, especially retail OUtlets. are
seing privatizea t()jy local governnents, their "founding poqias.w
There s no standard mecnanism for such privatizations, SO foéal
governnents have employed a wde variety of techniques. This
decentralized authority has resulted in quick action in many
cases and provided needed revenue to local government. The
relationship of local governments to both newy privatized and
always-private firnms W Il be inportant to the  long term
devel opment of a healthy business climte. Choices by jgcal
governments about whether to |ease or sell outright botp ¢he
pusiness and the real estate WII| very directly affect tpe
viability of firns (apparently banks wll not take 99 year |eases
as collateral.) The regulatory and financial relationship of
local governments to all firns, put particularly to those which
it has privatized, is ripe for attention by both Polish interests
and USAID.

What ? Identify up to five local governnents which have made
significant progress In privatizing small firns. Docunent their
successes and failures and produce a tool box of ideas and options
for other |ocal governments. Assist in identification of other
country nodels of [local government businesses policy an

promotion efforts. Recomend steE)s needed to establish data
collection to permt organized look at the nature and n-going
(

cost of inconpletely privatized i.e. leased or governnent
financed privatizations) and to analyze costs and benefits of
various privatization strategies.

_ who? Select a small nunber of local governnents, Perhaps of
various sizes and location. utilize experts in local ggyer
business policy and governnent decentralization, along Wth TS

business groups, if they exist in the cities chosen.

Measures of Success: a) Changes in practices and policies in
the specific local jurisdictions selected; b) Extension of
lessons and expertise to other Polish jurisdictions, and/or other
nations: ¢) ldentification of additional |ocal government .
bottlenecks to success of businesses, for feedback to loecal
business groups and Plenipotentiary.

potential Follow On: Training for |ocal governnent

officials, focussed assistance tonational/local officials

needing to sort out areas of responsibility, jdentification of
specific tasks for USAID privatization contractors, analysis for
further USAID techni cal assistance.

3. Assistance t 0 ths Anti-Mnopoly office

The Antimonopoly Office has w de-rangi ng responsibiii+v and
authority i n the areas traditional | y thought” of as antitrust as
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well as 1n the area of regulation Of pricing and practices of
\ndustries With limited conpetition. |n effect, this 100-person
sffice has responsibilities for both the conpetition policy
aspects of the transition, but also as a regulator of competition
within industries which art? not yet, or may never be, conpetitive
(such aS electricity generation). The President of this office
1s very aware of the inpact of policy emanating from her office
on SME's and feels an acute lack of analytical resources given
the pressure to pe involved in hundreds of decisions about the
structure Of privatized firns and also to conduct a nascent
enforcenment program Development of policies and enforcenent
practices will affect the conduct of business across many
industries and constitutes one of the key institutions affecting
the opportunities for business formation and expansion. Further
discussion wth this office and coordination with earlier USG
short term Visitors will pernmit nore detailed specification of
~he most useful areas of cooperation.



