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F 0 R I: V 0 I: D 

A k~y issue in Poland's transfor11&tion into a market economy is 
decentralization and increased local autonQllY, :ln particular with regard to 
development initiatives. A critical eieaent in the decentralization process 
will be the establisbaent of a supporting institutional fraaework for local 
sectors, and especially entrepreneurs. Such a framework can serve as a focus 
for local and regional development initiatives and f~r co-operation with ocher 
regions in the country, elsewhere in Eastern Europe &nd in the develo{led 
market econ011ies. 

In this connection, the Polish Govenment requested the United Rations 
Industrial Development Organization (UltIDO) to hold a workshop on Regional 
Development Corporations (RDCs) in Central and Eastern Europe under its 
auspices. This workshop was jointly organized by the Polish Government 
through the European Institute for Regional and Local Development of th~ 

University of Warsaw and UIUDO. It was held at Radziejowice near Warsaw from 
10-12 June 1991 and vas attendet: by over 40 participants fr<>11 Poland, other 
European countries, the USA and international organizations. 

The main objective of the workshop was to develop the RDC concept and to 
elaborate the llOdalities for such corporations. This is to lead to the 
establishment of pilot corporations in collaboration with the concerned 
international organizations and with financial backing fr<>11 the !BRD, IFC, 
UKDP, URIDO and other bilateral funds. The activities of these corporations 
will be llOnitored both by Polish authorities and other interested 
organizations. The experience obtained fr<>11 this experiment would then be 
shared with other Central and Eastern European countries as well as interested 
developing countries. An evaluation of the pilot projects is to be made in 
1992. 

It was felt that a wide distribution of the proceedings of the wor~hop 
would stiaulate the discussion about regional development. The present 
publication presents its analyses, conclusions and recoamendations in a 
revised fora. It was prepared by Prof. Jan Woroniecki, University of Warsaw, 
Berman Mueue, Bead, Regional and Country Studies Branch, UBIDO, and Paul 
Heap, UIUDO consultant. Agnieszk.a Mync co-ordinated the preparation of the 
original contributions to the workshop; the manuscript of the present 
publication was typed by Denise Gordon. 
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IEGIODL DEVELOPllElft' -
A smllllY OF THI WKSllOP COnRIBUTIOllS AllD DISQJSSIOBS~/ 

1. Introducing the issue 

Central and Eastern Europe today faces the economic policy choice between 
full liberalization (i.e. entirely relying on market forces), a temptation to 
confront problems by recurring to new centralized decision-making, or a policy 
•ix including specific government measures and industrial policies - chiefly 
in the fora of indirect influence on the behaviour of regions, economic 
sectors, enterprises and households. 

It is increasingly being realized that an extreme "laissez-faire" formula 
in the particular situation of Central and Eastern Europe can work neither in 
tel'llS of social development nor in terms of building up new sustainable growth 
of the economy. The latter, for example, requires a modernization and 
expansion programme for transport and coanunications; the establishment of a 
sound financial services infrastructure; the adaptation of the educational and 
training system to the requirements of the modern market economy; the tackling 
of environmental iseues (which are increasingly acknowledged to be detrimental 
not only to public health, but also to long-term economic development); etc. 
Such tasks cannot be left to private enterprise - they require a national or 
global approach and are not directly profitable. 

Moreover, although private industry is grosso modo more efficient than 
state or more generally public industry, it is dangerous to suggest that an 
enterprise is automatically inefficient because it is owned by the state. 
There are numerous examples of efficient public enterprises, established in 
the legitimate interests of society and the national economy. Wholesale 
privatization is therefore not necessarily rational. It should be founded on 
a long-term approach, taking into account national interests and the positive 
experience of state enterprises in such countries as France, Italy and Austria. 

While it seems clear that government action has an iMportant role to play 
in the transition process of tne Central European economies, this role can no 
longer be that of centralized control and decision-making. As a counterweight 
to the globalizing trends in the world economy, the potential for local and 
regional contributions to economic growth has been rediscover~d in developed 
•arket economies and its development is being encouraged. 

Regionalization is stimulated by the liberalization of economic 
legislation anci decentralization of policy making, by th~ decreasing role of 
central government which can be discerned in most developed countries. 
Another stimulating factor is that "density of interaction" (between 
entrepreneurs, between industrial enterprises and support institutions, 
between enterprises and markets) which is a prerequisite for progreaa and 
innovationll is no longer a prerogative of metropolitan areas, thanks to the 

!I Apart from suaaarizing the followin& chapters, this chapter also draws on 
the papers presented at the Workshop by Marian Geldner/Jan Woroniecki, 
Oliver Freeman (b) and Antoni ~uklinski (c); the summary and conclusions 
of the Workshop and the concluding remarks presented by Tadeusz Markowski/ 
Ryazard fiasecki and Leo van der Meer; and the aide memoire presented by 
U1'IDO. (For full references to the papers, see Annex B.) 

.V See a.o. ff. Muegge, W.B. Stohr, P. Heap l\nd B. Stuckey, International 
Economf c lettructuring and tbt Reaional Co1111unttx, Aldershot/Brookfield, 
1987, p. 174-175. 
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development of transport networks and especially connunications. 
IntensivP. face-to-face contacts, however, have remained important - this is 
one reason why regionalization does not mean a complete dispersion of new 
activities; rather, they are likely to be concentrated :In the larger urban 
centres in the r~gion, which may again serve as catalysts for the!r "catchment 
area", and thus help to diffuse development. The larger urban centres would 
also be the locus of the more specialized training and education 
establishments, which ploy an essential role in industrial develo~ment in an 
era where skills and know-how are rapidly replacing cheap labour as an 
investllent factor. 

Another important factor is that the international restructuring trend is 
towards high-quality, customized batch production. In other words, the vast 
basic industry complexes which characterized industrial growth in an earlier 
era are no longer the driving force in the industrial development process. 
MediUll- and small-scale operations are often more appropriate for enterprises 
forEing the vanguard and mainstream of today's manufacturing, and while these 
can be (and often .tre) part of larger business conglomerates, they can be 
dispersed to regio.ual locations. External forces, sach as new technologies, 
•i!l co~t!n~P to provide the essential stimuli in many cases, but the 
possibilities for regions to use such stimuli to their advantage has ~isen.it 

There are good reasons fo~ stimulating the emergence of local and 
regional development potential in Central and Eastern Europe. Central and 
Eastern Europe is deeply differentiated, not only in international but also in 
interregional and interlocal dimensions. The bankruptcy of the old and the 
emergence of tbe new economic system is also a deeply differentiated process. 
In some eountries there are regions which could definitely play a ~ole in the 
integrated European economy. Therefore, the structural change in Central and 
Eastern Europe should be seen l!!"t only as a general problem of the given 
national economy b~t as a set of specific regional problems characteristic of 
the different pans of the country. EY:::.11iting the regional development 
potential would also act as a brake on migration through the local creation of 
employment. 

More power should therefore be shifted to the individual regions and 
their authorities and institutions so as to enable them to decide about their 
own development and to create propitious conditions. External aid (especially 
technical assistance) should alsc.. be channelled to the "end-users" in the 
regions to a greater extent than so far. 

What has been said also applies to Poland. The Polish economy is at 
present in a phase of transition and restructuring within the over~ll context 
of a major shift in industrial strategy and policies. The economic reform 
progrume is aimed at increasing the reliance on market forces; promoting 
private industries; enhancing the flexibility of the economic system; 
adjusting the econom~c structure to better utilize the country's comparative 
advantages; increasing exports, particularly convertible currency exports; 
attracting foreign capital as an instrument for technological upgradation and 
increased competitiveness; and achieving a great~r decentralization of 
resource allocation and economic decision-making. 

'/./ See, e.g., J .c. Perrin "Local dynamics, the international division of 
labour and the Third Industrial Revolution", in Mu·!gge/Stohr/Hesp/ 
Stuckey, .2.P.· cit., p. 294-313. 
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Given the strong differences in potential among Polish regions, and the 
absence, under the old economic s7stem, of any serious attempts to exploit 
this potential in a coherent fashion, regional development policies will be a 
major dimension of the industcial restru~t~ring and regeneration process ir. 
Poland. Structural crise& and the potenticl for growth in individual regions 
need to be examined and dealt with at the level of the region itself within a 
new framework of overall poli~ies. 

This progruae of regionitl development will have to rely basically on 
private initiative and enterprise. The great flexibility of and low entrance 
barriers to small- and medium-scale enterprise make it likely that the 
regional restruction and modernization process will be characterized by this 
type of business. In order to provide essential stimuli with regard to new 
technologies, production processes, management and marketing, the 
participation of foreign enterprise on an equal footing with domestic 
enterprise should be encouraged. 

To facilitate the regional development restructuring process, an 
institutional support infrastructure is needed. Apart from specific producer 
services such as technical consultancy, the present "pioneering stage" of 
regional development would make it necessary to establish institutions which 
coordinete domestic and foreign investment project preparation and appraisal, 
training and technical support, the collection and diffusion of information, 
the activities of private and public actors in the regional development 
processes, etc. The type of institution charged with these crucial support 
functions will be referred to as Regional Development Corporation (R!>Cs) in 
this publication. 

RDCs would provide the means for key decision-makers and actors in 
industrial restructuring in Poland to be in a better and more informed 
position to conceptualize and launch industrial restructuring at the regional 
level. They will be acquainted with the key determinants, constraints and 
prospects which have a bearing on their industrial development efforts and 
will be able to realistically ass~ss the challenges ahead and the available 
and suitable policy responses at their disposal. Most importantly, RDCs could 
be used to devalop new structures "from below" and strengthen entrepreneurship 
at the local level in key regions in Poland and eventually in other countries 
of Central and Eastern Europe. Finally, RDCs could provide the means for 
regions to generate their own financial resources. They would thus be a key 
institutional mechanism to initiate dynamic development. 

2. ~l?Y findings 

The following chapters of this publication are devoted to a more detailed 
discussion of the issues above. Part I surveys the international context, 
focussing in particular on key trends in both Western and Eastern Europe. At 
the end of the 20th century, two major tendencies can be discerned in economic 
development: globalization and regionali~ation. There is increasing 
interdependence of economies worldwide; on the other hand, there is a growing 
regionalizat!on. The term regionaHzation covers two different but related 
trends: at the supra-national level, it refers to the emergence of trading 
blocs of which the EC is a major example. But there is also a regionalization 
trend at the national level, partly a reaction against the globalizing 
tendencies which dominate the world economy. In a growing number of 
countries, the dormant local and regional development potential is being 
rediscovered. Thi• is the regionalization wtich js at the core of the present 
oiscunion. 
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In Western Europe, .:egional policies have needed some time to adapt to 
the new trends in economic develn!>lllents. In the past, a "top-down" approach 
was very much in evidence, and the central government played a strong 
redistributive role. In the 1980s, liberalization ftlld decentralization have 
led to a reduction of interventionist policies. In the EC, regional policy 
(whether national or C011D1Du1l) is now conducted in a framework of promoting 
free and open competition. Instead of subsidizing outdated activities, the 
focus is on restructuring of regions by stimulating investment in new 
activities. Rot all regions, however, are equally well equipped to deal with 
new trends and an aggravation of regional diaparities can be witnessed now. 
If the cohesion of the C~lllllunity is not to be endangered, new ways will have 
to be found to counterbalance this trend. This is a field where national and 
local authorities would play a crucial catalyzing r~le. 

The need for institutions to guide the regional development process is 
enhanced by the increasing role of producer services in the present-day global 
economy. Rapid technological change, internationalization and intensifying 
competition have stimulated the demand for information, marketing and 
transport services, consultancy and financial, technological and 
organizational issues, etc. Specialized training services are also 
increasi.ngly used to supplement education provided by the central authorities 
- for knowledge has become a major economic resource. 

Producer services have a tendency to concentrate in or around the larger 
urban centres, which have a well-developed physical and educational 
infrastructure, and allow easy face-to-face contacts. To stimulate a further 
diffusion of services at the regional level, expansion c.f the transport, 
co .. unications and educational infrastructure will often be needed. Regional 
authorities can also stimulate the services sector through purchases of local 
services, financial support or credit guarantees, etc. Often, an efficient 
way of providing 9arious related services will be the establishment of 
business service eentres (as e.~. in France). Those involved in establishing 
such services in the emerging market economies in Central and Eastern Europe 
should carefully study the experience of these existing institutions. 

Part I goes on to show that Eastern Europe has in the past followed a 
development path with characteristics tbat differ radically from those 
described in the paragraphs above. Central planning was centred on the rapi~ 
expansion of heavy industry. The role of producer services was limited. 
Markets were controlled, technological innovation was centralized and with few 
exceptions its pace was far slower than in market economies. '!'he very nature 
of the industrialization process, relying on concentrations of large-scale 
industry and a narrow range of branches, was not conducive to the diffusion of 
industrial development throughout the regions of individual countries. These 
heavy industry complexes are on the whole outdated, and productivity is low. 
Their continued existence under the free market conditions now emerging in 
most Central and Eastern European countries is often doubtful. Moreover, they 
have often caused very serious pollution.JI There is thus an urgent need 
for industrial restructuring in these countrill!s. This presents both 
opportunities for and a challenge to development initiatives based on local 
and regional potential. 

JI The wood processing industry in Central Europe, e.g., la faring serious 
obstacles to future development as a consequence of increasing forest 
degeneration. See, a.o. J. Alamco, R. Shaw and L. Hardyk (ed&.) - Ifil. 
RAINS model of ac.idtfication - Science and strctedes in Europe, IIASA 
Executive Report, 18 January 1991. 
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In initiating regional development, the countries in Central and Eastern 
Europe face several obstacles. Scarce budgetary resources imply that only 
limited funds are available for financial s~1pport and tt.e i:nprovement of 
physical infrastructure. For the urgently needed producer services, only a 
very limited number of qualified specialists is available at the moment. 
There is also the complex issue of bureGucratic habits and ~ack of individual 
initiative ~hich have characterized society for decades. While local 
potential should not be underestimated, it is evident that in many ways 
external stimuli are :ieeded for the process of regional developmEnt. ThesE 
may take the form of development assistance or foreign investEenc. s~ction 3 
of this chaptEr will discuss the issue of internatiunal cooj,leration in more 
detail. 

Part II focusses on institutional support to r~gional structural change 
in market economies. This usually takes the form of a mix of public and 
private organi2ations, including academic research institutions, regional 
development corporations and chambers of industry and connerce. Tasks range 
from assessing local potential and needs to various forms of assistance to 
regional/local enteri>rises and coordination of the activities of the parties 
involved. A more general type of regional development organization may serve 
as an umbrella for entities serving a specific purpose, such as economic 
development zones which provide the physical !nfrastructure (utilities, 
builJings, etc.) needed to atcract new investment and will also help new 
enterp~ises to get started by providing assistance in acquiring the necessary 
permits, etc. Often, former industrial areas can be converted into economic 
development zones with relatively little cost. This presents an option for 
regional development in Eastern Europe, where restructuring is likely to make 
a large number of industrial sites availab!e for redevelopment. Given the 
former c!evelopmc?nt priori ties, liowever, not all of t?iese would be optimally 
located for regi~nal development. 

Part II e.lso gives example!' of regional develc.pment initiatives in two 
market economies: Ireland and Switzerland. The Irh:h Ir1dustrial Developmc?nt 
Authority (IDA) provides a range of financial support, industrial estates and 
consultancy services for both d~m~stic and foreign enterprises. Most of its 
funds are providea by the government and the EC, but IDA also charges fees for 
c~rtain services. This keeps subsidies down, and ensures that only seriously 
!nterested entrepreneurs will use its serv~.ces. IDA has been successful in 
stimlllatlng new industries and diversifying foreign investment (indui:;try used 
to be heavily dependent on British investment). Crucial for IDA's success is 
the provision of "tailor-made non-bureacratic" services to its various groups 
of clients by a highly specialized st&ff. 

The Swiss case st Jdy concerns the canton of Neuchatel. Here the need to 
tailor a service package to an investor's needs is stressed again, as well as 
the importance of a rapid, non-bureaucratic handling of requests for 
assistance and investment proposalR. Quality of services offered ls an 
extremely important "sales point" of a region in a situation where many 
regions are competing for the same type of investment. The central concept in 
tills case is the "marketing mix" of the region, composed of product (type of 
services offered, other advantages of the region), ~rice (subsidi~s, tax 
exemption11), conununications (person3l contacts, seminars, mailing etc.) and 
promotion channels (institutional infrastructure) characteristic&. In 
Neuchatel, additional receipts due to the promotion activities far outweigh 
their costs. Both case studies show that funding an effective development 
institution is a form of investment for long-term growth. 

Part 1 II focusses on regional development in Poland, and th\! required 
institutfonal framework, the Regional Development Corporations (RDCs). 
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Poland's industrial sector has all the characteristics of central planning 
discussed above: its production is highly concentrated in a few areas (more 
than 50 per cent of all industrial goods sold in 1988 was produced in nine out 
of 49 voivodships or provinces), it is structurally backward, the 
environmental damage is described as "catastrophic" in some areas and the 
institutional framework is inadequate for dealing with the new liberalization 
an(. decentralization te~dencies, esrecially at the local and regional level. 

In the former socialist C01Dltries liberalization and decentralization 
issues differ in character from those in developed market economies since 
economic development has been treated largely as an administrative question. 
Introduction of market economy in Poland, when considered in a regional 
pe?'spective, calls fo&· an assessment of the importance of private and public 
sector positions, and a reorganization of territory capable of ensuring 
optimal distribution of welfare without hindering development initiatives. In 
Poland, like ~n other Central and East European countries, this is probat.ly 
the mair. ch.tllenge that faces society: excessive regulation of social 
behaviour during the conmunist period has shaped attitudes of passivity. Iii 
the past, the benefits of development came "trickling down". It must now be 
understood that development can only be ensured if initiatives come "bubbling 
up". 

There is an understanding among policy-makers of the need to stimulate 
regional development and a new administrative subdivision of Poland is being 
discussed which would favour regional devel'>pment, granting greater autonomy 
to the regions, grouping the present voivodships to pool the available 
organizational and financial resources, and simplifying the administration. 
Territorial reorganization is favoured mor~ by the relatively prosperous areas 
than by the po,,rer areas whose reso11rces even if combined would not reach the 
"critical mass" needed for a higher degree of autonomous development. 

Ti1is points to a shortcoming in the present regionalization debatr. in 
Poland: delimitation of new boundaries is often regarded as the major issue, 
whereas the focus should be on the economic implicatior.s of spatial and 
administrative reorganization; an assessment of these should be the basis for 
the establishment of new regional entities. Deep-rooted historical factors 
also contr:'.bute to great differences in the regional basis for autonomous 
development initiatives. As pointed out in Chapter 1 nf Part Ill: 

"The varying level of local and regional investments inherited from the 
partition (i.e. pre-independence) and communist periods entails different 
financial requirements; regions have different economic functions and 
there are different levels of urbanization as well as other factors. The 
change from a ce;itraH zed economy to a free market economy, from an 
economy based on heavy industry to one of higher technological and 
aervice standards, the shock therapy through which Polish agriculture 
will inevitably have to go through, and the possible development of new 
industries like tourism, are all elements which should be addressed by a 
regional economic policy capable of ensuring equal access of r~gions to 
public services enabling autonomous t!conomic development." 

As domestic financial resources are limited, foreign investment will be 
needed. This again calls not only for an appropriate legal framework,!/ but 

!/ An overview of the relevant Polish legislation with regard to foreign 
investment is given in Annex A. 
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also for an adequate institutional infrastructure to create favourable 
condi~ions for new investment (foreign as well as domestic) in the regions. 

It is at this point that RDCs acquire special interest. Chapter 2 of 
Part III describes their characteristics: 

"Such institutions would pool the resources, activities and motivation of 
various "agents of growth", i.e. representatives of authorities, 
enterprises and their 11.ssuciations, f~reign investors and their 
organizations, NGOs and IGOs, indep\?ndent economists a.'ld p:>licy-makers. 
The basic goal of such ins ti tut ions would consist ii& promoting economic 
activity by brir.ging together domesti~ and foreign entities. The duties 
of the corporation would consequently focus on the identification and 
presentation of development opportunities in the region." 

In the present period of transl tion and adjustment, RDCs could fulfill 
additional tasks. Local and regional authorities are su swamped by their 
current tasks that they have little time to work out new longer-term 
development concepts or strategies, or a coordinated approach to ongoing 
economic activities. Such functions could temporarily be taken over by the 
RDCs; as the RDr.~ gather experience with the functioning of the new laws and 
measures with regard to regional/lo~al development, their feedback would also 
help to refine the regulatory framework for the emerging, decentralized market 
economy 3ystem. 

RDCs being a completely new phenomenon in l'oland, the discussion then 
turns to their char~cter and tasks. 

Of key importance is the type of participant in an RDC. It can be argued 
that a clean break with the past should be made, and that (e.g.) the olt~ 

voivodship planning offices should not be involved in thP. RDCs. On the other 
i:1and, the shortage of staff may necessitate a reliance on qualified personnel 
of these offices willing to make the effort of helping to achieve a 
breakthrough to a development model with a solid local and regional basis. An 
inventory of those old institutions could be made; whatever is stil~ useful 
could be adapted for a role in the ne~ regional development structure. 
Participants in RDCs coul1 also include representatives of other local and 
central government bodies, enterprises, business associations, foreign 
investors and their organizations, NGOs, leading economists and politicians 
and foreign consultants (there are very few qo.Jalified local consultants as 
yet). 

The exact composition of an RDC's r.embership would depend on the type of 
activities undertaken, a~d it ts unlikely that all the potential parties 
listed above would be involved. What would the objectives and activities of 
an RDC be? 

Its main objective would be to promote investment by foreign, domestic 
and local entrepreneurs, and of joint ventures. An'>ther major objective, 
closely related to the i-revious one, would be an as:Jessment of the region's 
potential and the obstacles to futt:.r-= development; on the basis C\f such an 
assessme"1t, the RDC could draw up regional restructuring programmes, definh1g 
development priorities, and the means to realize these priorities. Concrete 
activities in the field of investment promotion woui.d include, among others, 
the preparatior of feasibility studies, coi1sultancy, negotiating the 
establishment of new ventures, serving as a focal point for information and 
financial support programmes, and promoting the development of regional 
producer servicrs (the RDC should not be an end in itself, but a catalyst). 
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To finance its activities, an !DC would initially at least partly have to 
rely on central government funds and/or foreign aid, in the absence of other 
sources of finance. Sources of finance, in the longer rtm, would include 
local/regional taxes, fees charged !or services, stock issued by the RDC 
itself and contributions by the RDC partners. T'ne examples of Ireland and 
Switzerland in Part II show that a well-run, successful RDC can help to 
genera·a contributions to the national economy that are multiple of the funds 
spent on its estRblistment and operations. 

Before RDCs are established in Polish regions, the concept should be 
tested. Putt .:.ng the concept successfully into practice depends very much on 
the choice of a proper regiob (regions) that would serve as a testing ground. 
The most likely type of region would be one where the basic conditions show 
sufficient ~tential for dynamic development in the short to medium term. 

Part IV, finally, gives an overview of the development potential of 
selected Polish regions, and examples of action taken to explore local/ 
rll!gional development potentials. There is the case of the Malbork macaroni 
plant, tclten over by a Polish emigrant with foreign financial and technical 
suprurt. Restructuring the plant did not only save job~; it also created new 
ones. Existing local know-how was important in this case. The importance of 
entrepreneurship potential among the many Polish emigrants is also 
highlighted. Another initiative was the competition "l'unicipality 2000", 
aiming at increasir.g the ability of local authorities to "speak the market 
language" by asking them to submit profiles of their municipalities which 
might serve to attrac~ foreign investors. Ro less than 300 such profiles were 
submitted. These showed that, while there is a rich potential for investment 
in the great diversity of human and material factors, much additional work is 
needed to improve the skills of local authorities in attracting investment. 

Part IV concludes with a presentation of five Polish regions/voivodships: 
Wielkopolska, Lodz, Lower S!.lesia, Elblag and Northeastern Poland. Lower 
Silesia and Lodz are old manufacturing centres characterized, respectively, by 
heavy industries and textiles. Both are in need of drastic restructuring. In 
Lower Silesia, steps have been taken to set up the required institutional 
infrastructure and links with foreign (US) expertise have been created. For 
environmental reasons alone, the existing heavy industries will have to make 
way for other activities. There is already a basis for the electrical 
machinery industry on which future restructuring efforts could build. Lodz 
has not made as much progress yet, and an initiative to create a "sister city 
proaramme" with Baltimore, USA, was shelved. On the positive side, the 
voivodship benefits from a strategic location on North-Soutl. and East-West 
transportation axes; a future shift to transport activities is expected. 

Str~ng locational advantages also characterize the Wielkopolska region in 
Western Poland. While some of the larger urban centres are heavily 
industrialized, agriculture also plays a major rol~, and a shift towards food 
processing could characterize the .:estru~turing process. A beginning has been 
made with the creation of the required institutions, including an innovation 
centre. 

The Elblag and Northeastern regions are far more r·ural than the others, 
and the major potential is in agriculture and tourism rather than industry, 
although there is some growth potential for industries related to these 
domina;.1t economic activities (food processing, constructfon). The favourable 
location of these regions vis-a-vis the new Baltic countries is an advantage 
for future development. These areas have not been confronted with urgent 
restructuring problems, and new institution building has not. made much 
progress yet. 
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Together, these reginns would seem to give a good cr»ss-section of the 
Polish econOllY, with their pred<>11inant activities ranging fr<>11 heavy 
industries to traditional agriculture. It is obvious that in such a diverse 
econOllic landscape, RDCs will face a varying range of tasks of varying 
difficulty. This stresses the iaportance of mobilizing local and regional 
forces for the RDCs - a centralized approach is bound to fail. 

3. International cooperation and the RDCa 

As RDCs aay become the key instnments in fosterill(l local and regional 
economic activity, it would be "'orthwbile to build up interregional links 
through RDCs. This could help to strengthen the ties between Central and 
Eastern European regions, between these regions and their Western 
counterparts, and could also be of interest to developing countries. Prima 
facie at least two situations seem to favour such interregi.,nal ties: 
(a) when regions encounter similar problems, have comparable industrial 
structures and - although autually competitive - wish to share experience, and 
(b) when regions have a dissimilar yet complementary economic structure and 
wish to expand trade. 

International cooperation could help the emerging LDCs in building up 
such contacts. The EC, URDP, World Banlt, IFC and URIOO could play an 
important role, especially in the initial stages. An organization like URIOO 
could, for ~ample, play a key role in further developing the RDC conce~t and 
implementing it on a pilot basis. Organizations like URCTC, ECE, IFC and IBRD 
have also shown an interest in the issue. Support could take various form~: 

finance, operational expertise, analysis of a region's strength and 
weaknesses. The participation of such urganizations will also strengthen the 
position of RDCs vis-a-vis authorities. Existing assistance progrumes of 
international organizations - URIDO's Investment Promotion Service in Warsaw, 
URDP' s project "Poles for Poland" mobiU zing the transfer of expertise of 
expatriates, the Business Advisory Faculty being established by IFC in Warsaw 
- could be integrated in or linked with the assistance given to RDCs. With 
regard to the rn!e expatriates could play, it would be very desirable to find 
ways of establishing contacts between RDCs and Poles residing abroad but 
interested in investing in Poland. 

Direct r.ooperation between countries would alco have an important r•:>le to 
play. Some successful and less successful examples have already been quoted 
above, such as the cooperation of institutions in Lower Silesia with US 
universities and the "sister city" programe involving Lodz and Baltlmore. 
Such initiatives could be expanded, probably involving two basic types of 
regions and their institutions: 

Those which are executing restructuring strategies which might serve 
as examples for Poland (the mining heavy industry areas in Northern 
France come to mind); 

Those which would have a special interest in cooperating with Polish 
regions (a URIDO-supported precedent is the cooperation agreement 
between the Swedish city of Malmo and the Mexican province of 
Yucatan). 

At the central government level, the newly created office of the Polish 
Government Cor.missioner for European Integration and External Assistance could 
become of great value for regional development. For a start, it could play a 
crucial role in providing actors in the regional development process in Poland 
with relevant information on EC policies and measures and their effects on 
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regional development. The terms of reference of this unit could moreover be 
expanded to cover the issue of regional entrepreneurship promotion through 
European cooperation. One could even think of the establishment of an 
External Assistance Council (or a Poland Development Corporation - vbich could 
have foreign partners) to advise the C01111issioner. Given the difficulties in 
coordinating foreign aid flows to Poland in 1989-1990, the establisbaent of 
such a spe.::ial agency would be justified. Through the agency and the 
C01111issioner's office, relevant foreign entities could be identified and 
contacted vbich could support and cooperate with the RDCs. 

Before effective interuational cooperation on RDCs and related issues can 
be initiated, 11<>re in-depth analyses of Polish regions will be needed. There 
is, at ~resent, a severe lack of relevant infor11ation. As pointed out above, 
Polish towns and regions have as yet to acquire the expertise in collecting 
the relevant infol"llation and presenting it to foreign entrepreneurs and 
agencies vbich are potential partners in the restructuring process. The US 
Peace Corps is providing assistance to Bortheastern Poland on this issue. An 
international organization like UBIDO could provide further assistance in the 
establishment of the required information base. 

4. llain findings and recOllllelldations of the Workshop 

Development initiatives of individual regions are becoming increasingly 
important in European countries. Essential elements of the new trend to 
regional development are: 

Industrial restructuring on the basis of decentralized decision
making; 

The establishment of structures which will allow regions to be 
competitive in the global economy; 

Cooperation between public and private actors on general economic, 
technological and industrial issues. 

To take advantage of the ill\ternational trends, Poland should: 

Formulate an overall f.ramework for regional development; 

Design region-specific institutional measures; 

Develop programmes and projects for (and with) individual regions; 

Create a positive climate for private, foreign and domestic 
investment in the regions. 

Special attention would be given to small- and medium-scale enterprises 
(whether industries or support services) which are now the engine of growth in 
many countries, but which have so far received few stimuli in Poland. The 
question of the formation and establishment of RDCs in the various Polish 
regions was reviewed in great deteil by the Workshop. International 
experience in this field was assessed. It was emphasized that one would need 
to proceed carefully in order to avoid creating yet further bureaucratic 
institutions; local/regional "bottom up" initiative should provide the basis 
for RDCs. RDCs s.:1ould assume a catalytic function, serve as a promoting and 
coordinating entity for domestic and foreign investment and carry out various 
supporting activities in research and administrative infrastructure. One of 
the most essential features would be the setting up of a "one-stop-office" 
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which would cater for foreign investors' inforaation net:ds 
handle all the required adainistrative work. The issue 
activities, and in particular the provision of "seed 
enterprises was singled out as deserving special attention. 

and above all to 
of finc:..ncing IDC 
110ney" for new 

In individual Polish regions, a beginniug has been aade with the 
establislment of an institutional infrastructure that will serve as a nucleus 
for future development. While these initiatives are on the whole still very 
recent, they Are an encouraging sign of a fundaaental reorientation of 
econe111ic development in Poland. 

The international agencies represented at the Workshop, the World Bank, 
EC, ECE, tnmP and t.JlUDO, supported the new emphasis on regional development in 
the Polish econ011ic transforaation process. They indicated that due 
consideration would be given in the future progr-es of these agencies to 
110re decentralized assistance which could directly benefit individual regions 
in Poland. 

On the basis of these observations, the following recMmendations were 
for1111lated and subaitted by the Workshop: 

1. Three regions in Poland should be selected as pilot cases for diagnostic 
analysis and development approaches including the setting up of RDCs. 
The three regions aay be those which were specifically examined during 
the Workshop (Elblag, the Rortheast and Lover Silesia). 

2. The analytical and conceptual work mentioned above should be undertaken 
by a team consisting of specialists frOll the region concerned, other 
Polish specialists and international experts, the latter being financed 
through appropriate multilateral and bilateral agencies. 

3. The findings and reco111endations of th~ team would be presented to and 
reviewed by the authorities concerned, academic and other institutions 
and coimaercial entities at a workshop to ~e held in each of the selected 
regions. Authorities of other voivodships should be invited to the 
workshop to ensure a country-wide dissemination of the experience gained. 

4. On the basis of the above, a prograane of development would be elaborated 
by each of the regions. Such prograanes would specify the type of RDC to 
be set up, the major development projects to be pursued in the next few 
years and the international support required. To this end, it would be 
important to explore potential funding sources to back up the efforts 
designed to bring about the implementation of the concept of RDCs. 

S. The various institutional measures that are part of these prograanes 
should be characterized by dynamism and flexibility. 

6. It should be attempted to promote the regions' international links, 
including foreign investment and region-to-region cooperation. To this 
end, contact should be sought with appropriate regions in other 
countries. To allow for an exchange of experience with other countries 
(including countries in Central and Eastern Europe, and developing 
countries), a programme of regular meetings and study tours should be 
formulated. 

7. The proceedings of the Workshop and selected documents should bt 
published and disseminated to interested parties. 



~~r - U -

I. DGIODL DBYILOPlllllr: DIE IWl'.iiiU.rIODL corm 



2935r 13 -

1.1 Glob&lization versus regionalization 

The last decades of the current cent~ry leave an overvbelaing impression 
of a shrinking world and its transformation into one global econQllY. The 
ongoing internationalisation and spreading aultilateraliSll aaJte the econQllY of 
e•ch co1Dltry less and less independent and self-contained, and increasingly a 
constituent part of the global process of production and change. The shape 
and dynmics of this process are largely due to the i.trategies which the 
trans:lational corporations pursue and the international spread of 
technological progress.l/ Pluralisa and private entrepreneurship are 
expected to becOBe the cornerstones of an 1Dlrestrained aarket.il 

The globalization of econ011ic activities is, however, accoapanied by two 
otller trends. First, a trend is clearly 11anifesting itself towards the 
regionalization of trade, investaent, and production through the e11ergence of 
aajor trading blocs. Thus, SOiie 60 per cent of world trade takes place today 
within and al.uost one-fourth betw~en the three lead!ng blocs. Practially all 
significant R&D, investaent and aarketing progr-es by the .. jor actors in 
the world COllpetitive arena respond to this econ011ic pattern. 

One of these blocs is the EC, which will be the main focus of the present 
chep.ter. In 1992 D!ttiohal frontiers between the 12 Member States of the 
European COlmUllity will partly disappear and people, goods, services and 
capital will aove freely. This will be the result of the Single European Act 
which was ratified in 1987. The EC will certainly be enlarged. Austria 
insists already, Switzerland and the Scandinavian co1Dltries prepare themselves 
to join in the foreseeable future. 

Besides this trend to "supra-national" regionalization, there is, 
secondly, a 11e>ve of individual C01Dltcies to promote regional development 
within the national economy. This "internal" regional development - which is 
the subject of this publication - requires specific supportive policies and 
actions designed to activate the dormant potential of local initiative and 
innovative capacity in order to identify and seize existing opportwities at 
the level of a region. 

There is a mechanism of permanent restructuring of regions in the ideal 
aodel of the market economy. Every region has a differentiated industrial and 
sectoral structure, and various firms and enterprises act with different 
developmental dynamics. An efficient mechanism of success and bankruptcy is 
th£ source of permanent regional restructuring. This mechanism is directly 
connected to processes of innovation, which are the most important driving 
force of progress in the world economy. 

!/ Based on the contributions to the Workshop by: Marian Geldner/Jan 
Woroniecki, Georges Rencki, Ryszaro Piasecki, Oliver Freeman and Antoni 
lultlinski (d). 

l/ See The Economy in Ouestion. Restructuring Britain, ed. John Allen and 
Doreen Massey. Sage Publications, London/Revbury Park, CA/Rev Delhi, 
1988; pp. 23-26. 

'/./ See Raiabitt, John; Aburdene, Patricia. Megatrends 2000. 
Directions for the 1990•. William Morrow & Co., Rev York, 1990; 
97-104 and 299-306. 

The Rew 
pp. 13, 
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In this context three •ain types of regions can be distingui&hed.l/ 

(a) Innovative regions - where innovation and entrepreneurship are 
integrated. This leads to the creation of new technologies, nev products, and 
new aethods of organization and 11a11age11ent. All technological and industrial 
revolutions have been initiated in particular regions, and in every historical 
period only a few regions can be labelled as innovative. 

(t.) Adaptive regions - region.CJ which deaonstrate the ability to adapt, 
at the right aoment, innovations from elsewhere, and thus create the 
conditions for realizing .. , ~conomic, social and political potential which 
secures self-sustained develoi;eent and a competitive position on the dynaaic 
scene of the world economy for a long period of tiae. 

(c) Skans9-type regions in which the mechanias of peraanent 
restructuring do not function; !'egions which become in a specific historical 
p>?riod, are•s of technological, _·conomic, social and political backwardness. 

Stiaulating regional develoP"tent helps to counterbalance the forces of 
internation&lisation vllich micht economically virtually subordinate 
govet'Dllents to the supra-national agents. A selective, regionwise development 
or restructuring is on the ••en.da in many countries. 

There is an additional trend which fa~ours regional development issues. 
As democracy and active citizen participation grow, so does resent•ent against 
over-centralized national governments. Local c01aunities and regions demand 
devolution of power so that they can deal with their problems at their level 
instead of leaving it to natio~al bureaucrats who are less aware of and 
sensitive to real local and regional needs and wishes. It seems that the most 
flexible answer to these developments is the adoption of federal solutions to 
acco .. odate them. 

The departure from the centralization, to be effective, has to provide 
for "double" decentralization of the prerogatives to decision-making and 
actual decision-taking. Firstly, in favour of enterpdses across ownership 
types and sectors; and, secondly, in favour of local organizations, wh:ch may 
include local enterprises and institutions carrying out economic acti•·ity of 
local importance including banks and other services. Which measures have been 
taken in Western Europe snd the EC to stimulate local and regional development? 

1.2 Western Europe; regional development policies in the p&st 

Regional development programmes in Western Europe have taken several 
forms, and their emphasis has changed over the years, although the basic 
motivation for these policies - reducing regional disparities in terms of 
per capita income and halting the migration from poor to rich areas - has long 
remained the same. 

J/ See Kuklinski, A. (ed.), 1990, Globality versus LocalitY, University of 
Warsaw, Warsaw. A further examination of the concept and of empirical 
evidence can be found in: Kuklinski, A., 1990a, The Diamond, [in:] A. 
Kuklinski, B. Jalowiecki (eds.), 1t2cal peyelopment in Europe, Warsaw; and 
in Porter, M.E., 1990, Ibe Competitive Advantage of Nations, The 
Macmillan Press, London. 
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Initially, the objective of levelling out interregional disparities was 
supposed to be reached by creating, at national levels, specific institutions 
aiaed at redistributing public and financial ( .. inly fiscal) resources in 
favour of the less developed regions.!/ One of the best exaaples is 
provided by the "Cassa per il Mezzogiorno" (1950) in Italy, created to 
subsidize the lDlder-developt!d Southern part of the colDltry. 

Later, the eaphas!s was put on the founding of a few flexible, highly 
qualified central adllinistrations, capable of being active in every phase of 
the regional planning process: imrestigation, definition of precise 
objectives, iapleaentation. The "Delegation a l'Allenageaent du Territoire et 
a I 'Action legionale"' (DATAI) created in France in 1?63, provides us with a 
good exaaple of such an institution. It is 110re an in'!ltating than an 
executive body, and its field of ~ctiYity is virtually global, and surely not 
liaited to financial issues. Table 1 pro~ides an overvie~ of various regional 
policies in Western Europe during the post-var years. 

Table 1: Regional policy: first stues after World Var II 
in various Vest European c~untries 

Countries 

United UngdOll 

Italy 

Germany 

Betherlands 

France 

Belgium 

Spain 

Switzerland 

Specific instrunent 

Distribution of 
Industry Act 
Town and Country 
Planning Act 

Cassa per il 
Mezzogiorno 

Action progra11Des 

Various acts 

Progta11111ing regions 
DAT AR 

July 17th 1959 Ace 

"Development poles" 
policy 

Mountainous areas 
Act 

Created in objective 

1945 

1947 

1950 

1950 

early 
1950s 

1955 
1963 

1959 

1964 

1974 

Location of industry 

Financial assistance to the less 
developed South (to limit 
migration to the Borth) 

Reduction of unemploymer.t in the 
eastern part of the newly created 
West Germany 

Centre-periphery equilibrium 

Limitation of the exponential 
growth of the Paris agglomeration 
("Paris and the French desert") 

Financial assistance to contend, 
selectively, economic slowing down 

Industrialization of the "hinter
land" of big cities 

Subsidizing associations for 
economic development, created by 
municipalities in mo1Dltainous 
areas 

!/ See financial Appointment and Equalization, Council of Europe, 
Strasbourg, 1981, 95 p. 
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The i•portance of the social and regional aspects of European integration 
was recognized froa the very beginning. The Treaty of Roae which called the 
EEC into being (1958), :Olmitted the signatories to reduce differences bet~een 
the regions of the CO:m1UD.ity. The concPpt of economic and so~ial cohesion ha~ 
been accepted as flDldamental to all progress towards European unity. 

The EC started by acting rather indirectly in the regional field, mainly 
through the European Investment Banlt and the European Social Fund. In fact, 
one can speak of a "European Region•l Policy" only since 1975, date of the 
creation of the European Fund for iegional Development, which has 
progressively enlarged its capacity for autonomous action. It has distributed 
soae 25 billion ECU since its creation. 

Tb~ insufficiency of local sources of finance, together with tbe growing 
recognition of central governments' responsibility for b•lancing living 
conditions froa region to region and for the development of infrastructure led 
in most countries of Western Europe to an increase in the amount of central 
goverD11e:it aid to local and regional authorities, and in sQme cases to a much 
higher level of central govel'Dllent intervention in the work of these 
decentralized institutions. In the United Kingdom, for example, central 
govel'Dllent grants increased from 37 per cent of local authority expenditure in 
1960 to 57 per cent in 1976. In Ireland they vent up from 44 per cent in 1961 
to 59 per cent in 1978, ib Luxembourg from 31 per cent in 1960 to 52 per cent 
in 1976, and in France from 12 per cent in 1960 to 43 per cent in 1976.i/ 
There was a tendency in regional policy to support industries in structural 
decline (such as shipbuilding, steel and coal) by financial assistance to 
subsidize operational costs in order to preserve jobs for essentially social 
reasons. Until the beginning of the 1980s, the various instruments (see Table 
2) managed to reduce or at least freeze the extension of regional 
disparities. But si~ce then, they have become less efficient in the wake of 
the fundamental structural changes in the economic landscape. Regional 
disparities have grown since the beginning of the 1980s. The average job loss 
in the traditional industrial sector in Germany, France, the UK, Belgium and 
the 1'etherlands was some 37 per cent over the period 1974 to 1987. These 
traditional industries also tended to be regionally concentrated so that 
regional decline accompanied sectoral difficulties. 

In the earlier period, the redistribution of wealth from rich regions to 
poorer ones was ensured by budget expenditures as well as by taxation. In the 
latter case, progressive taxation, by r~quiring heavier contribution per 
capita from rich regions, acted as an important factor in the deconcentration 
of economic potential. The other factor explaining the decrease in regional 
disparities was the movement of capital to poorer regions to benefit from the 
lower wages prevailing there. These two mechanisms worked most effectively in 
the years 1950-1980. This period was characterized by important interregional 
migrations, massive capital movements from one region to another, a 
considerable increase in compulzoory taxation, strong development of spatial 
planning policies, and by a steady rise of the progressivity of taxation 
uystems. 

1.3 The shifts of the 1980s 

Since the beginning of the 1980s, the two fundamental mechanisms 
ir>entioned a'!>ove have stopped functioning. Migration has slowed down partly 
because interregional disparities have diminished, pa~tly because social 

~I Theae figures are given by financial Appointment and Equalisation, 
Council of Europe, 1981, p. 89. 
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transfers have ea.1e tt.am •at:re tolera;ble, and partly because potential migrants 
do not have the qualifications sought after. The same bas happened to the 
aoveaent of capital. Capital bas in th~ past been directed to regions where 
potential profit depended ••inly on the difference in salaries; it now depends 
aore on levels of COllpetence, creativity, and the capability to create and 
absorb innovation, which ar.e generally higher in rich regions. The 
transforaation fre>11 an er.onW!lY based essentially on labour force (industrial 
econOllY) to an econOllY based on high technology and efficient services 
(service econOllY) obeys a number of different rules than those generally 
accepted in classical econ011ies.i/ 

Table 2: Regional aid in some Vest European co1D1tries 
at the begieing of the 1990a 

ForllS of aid 

Investment subsidies for 
machines and industrial 
buildings 
Factories (buildings) 

Industrial development 
sites 

Loans at market price 
at a preferential rate 
with guarantee 

Financial alleviation on: 
investment 
profits 
national and local taxes 

Subsidies for labour costs 

Subsidies for social 
security expenses 
Subsidies for running 
costs 

Assistance for mobility 
and relocation of labour 

State participation in 
capital 

Yes Ro FRG 8 DK F IRL IT NL UIC 

8 
8 

5 

2 
6 
6 

5 
2 
5 

1 

1 

2 

7 

5 

3 

Yes Yes Yes Yes Yes Yes Yes Yes 
Yes Yes Yes Yes Yes Yes Yes Yes 

Ro Ro Yes Yes Yes Yes Ro Yes 

6 Ro Ro Ro 
2 Yes Yes Yes 
2 Yes Yes Ro 

Ro Yes Ro Ro Yes 
Ro Ro Yes Yes Yes 
Ro Yes Yes Yes Yes 

3 Yes Ro 
6 Yes Ro 
3 Ro Yes 

Ro Yes Yes Yes Yes Ro 
Ro Ro No Yes Ro Ro 
Ro Yes Yes Yes Ro Yes 

7 Ro Ro Ro Ro Ro Ro R~ Yea 

7 Ro Ro Ro Ro No Y2s No No 

6 No No No No Ro Yes Ro Yes 

1 No Yes Yes Yes Yes Yes Yes Yes 

3 No No Yes Yes Yes Yes Yes No 

Source: Les politiaues regionales en Europe, Lausanne, LEP, ~· 318. 

~I For developments on the idea of service economy as opposed to industrial/ 
classical economy, see Orio Giarini, et al., L 'Europe et la nouvelle 
economie de services, Paris, PUF (Publications de l'tnstitut 
Universitaire d 'Etudes Europeennes de Geneve), 1988, as well as Orio 
Giarini, et al., Dialogue sur la richesse et le bi en-et re. Rapport au 
Club de Rome. 
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This fundaaental change has been accompanied oy liberalization of West 
European ec;,nomic policies and an overall reduction of the governmeut • s role 
in the economy. In response tu the recent world recession, and to the 
pressure on resources 3ccompanying this, aany European governments have sought 
to reduce the size of their public sector. Moreover, the progress of liberal 
ideology has nurtured feelings of suspicion towards interventionist policies, 
and expenditures on spatial planning see11 110re of a luxury than in the past. 
There is a feeling that support, if any, should go to the (potentially) strong 
regions characterized by a good basis for entrepreneurship and innovation. 

The great 11<>veaent of decentraliz•tion which has swept through most West 
European countries bas tended to reduce the importance of central budgets 
c011pared to those of local authorities on the COlllUllal and regional 
levels .11 The co-financing of national investments by the government and 
regional/local authorities of higher education institutions, roads and other 
COllllUllication networks, initially meant to be exceptional, has become the rule 
in France for aaaple. Therefore, richer regions or towns, vi th higher 
financial capacit~, end up by monopolizing the location of extensive 
govermaent investments .I/ Due to changes tend~.ng to increase the share of 
l~cal and regional budgets in global public expenditure, the attractiveness of 
big cities compared to smaller towns, of urban areas compared to peripheral 
regions, has increased in the past 10 years.~/ The strong regions or cities 
are expected to take the lead as wealth-creating locomotives (poles) of 
growth. As a result, they are to become propulsive regions and transmit 
growth impulses countrywide. In a longer term, it is assumed, a multiplier 
effect will increase the developmental effect not only for the economy as a 
whole but also for the temporarily "abandoned" regions in particular. 

The liberalization trend has also come to characterize regional policy in 
the EC. Rational and co111DU11ity regional policy is conducted within a 
framework of promoting free and open competition. There are therefore 
exacting controls on public aid to investment in enterprise, with the 
exception of regional aid which is intended to counterbalance the locational 
disadvantages of certain regions. Such aid, which is granted by all Member 
States, does not distort competition. In the monitoring and control of 
regional aid, the Co1111unity has established upper limits on the rate of 
assistance which can be granted to new investment. The Coamission is prepared 
to authorize investment aid up to 75 per cent of capital expenditure in areas 
with low living standards or under-employment. In practice, this level is not 
reached largely because of national budgetary constraints. The Commission has 
developed a system for measuring, on a standardized basis, the extent of 
assistance to investment given by Member States under various forms: grants, 
low-interest loans, tax breaks, etc. Regional EC policy no longer provides 

11 See the Financial Structure of Local and Regional Authorities in Europe. 
The Development of Central. Regional and Local Finance since 1950, 
Strasbourg, Council of Europe, 1975. 

I/ Francois Leotard, "La decentralization etranglie", in Les Cahiers du 
Centre Rational de la Fonction Publiaue Ierritoriale, Ro. 28, July 1989, 
pp. 17-21. 

'1./ See Remy Prud 'ho11111e, "Les tendances de developpement economique spat~.al 
en Europe", in Pouvoirs locaµx. Les Cabiers de la Decentralization, No. 
7, December 1990, pp. 44-47. 
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subsidies to operlltional costs in outmoded activities, which is forbidden 
(with cnly rare exceptions) under Co111111unity law, focussing instead on measures 
to restructure the regions and through investment in new activities. A 
si~ilar orientation is increasingly discernible in the national regional 
policies of the Member States although in certain cases, where prospects are 
favourable, aid to investment for the modernization of sectors in difficulty 
is given. 

1.4 The future of regional development in the EC 

The less privileged ~egions in the EEC now ~ccount for some 25 per cent 
of its population. There are two important groups of "underdeveloped" regions 
in the EEC: 

(a) Underdeveloped rural areas like Greece, Ireland, Portugal, Spain, 
Southern Italy, Corsica and so on. 

(b) The areas where former prosperity was founded on industries which 
are now in decline in countries like France, Belgium, Britain and so on. 

In all progress towards European unity there has to be a trade-off 
between the benefits to industry and co111111erce of a coamon market and the 
likely disadvantages to the weaker regions or sectors in a free-for-all 
environment if integration is to be acceptable to the poorer countries and to 
the public generally .10/ Obviously the removal of internal frontiers could 
exacerbate social and regional inequalities, placing the weaker groups of the 
society and the more backward regions at even greater disadvantage than 
before. In order to avoid such a danger, there is an urgent need to adopt 
parallel measures in environmental, social and regional policies. The 
Europ~an Coamunity car.not allow some parts to enrich themselves at the expense 
of the pcorer regions. Cohesive policies and solidarity must be the hall~ark 
of protiress to union, or it will never be accepted by those who feel 
themselves vulnerable and the Coamunity could f&ll apart. 

It ls quite obvious that compensating ~easures in the regional and social 
spheres are essential if the differences between richer and poorer regions are 
not to grow. This h~s been explicitly recognized in the Single Europ~an Act. 
There is a coamon opinion that the achievement of a fully integrated interna~ 
market would never have been agreed without a framework of economic, regional 
and social policies that could guarantee its cohesion. In the Single European 
Act a whole section is devoted to promoting and strengthening economic and 
social cohesion so as to ensure the European Community's overall harmonious 
development. The EEC budget, however, which amounts to about 1 per cent of 
the European gross domestic product, is far too weak to ensure an adequate 
balance of per capita inr.ome from one region to another compared to the 
budgets of each state t~ken individually. While reducing disparities between 
the various regions of the Community and stimulating the least-favoured ones 
will remain a major aim of EC policy, the actual achievement of balanced 
regional economic development remains essent~ally a matter of the political 
and economic will of each individual state. 

l.Q/ E. Wistrich, After 1992 - the United States of Europe, J,ondon 1991. 
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2. TBI SDYICB SECTOR. ITS ROLE IR UClOIUL DEVELOPlllllT AllD REGIOIUL 
POLI CDS!/ 

2.1 Introduction 

T'be growing importance of and the employment sbi ft towards services in 
the world econQllY have been evident for some time. But the increased 
importance of services in the domestic economy still tends to be neglected by 
econoaists and policy-makers. T"be economic performance of many countries is 
judged in ter11s of goods producing economy. The bias in favour of goods is 
reflected in policies, economic research and statistical data. 

The increasingly important role of serv~ ces in the present world is 
closely related ~o technological change, t~e main source of dynamism in the 
econQllY. The emergence of microelectronic and information technologies, which 
have become of major importance to acquire a place in the market, has resulted 
in an increase in the demand for services. 

Services have been considered for a loLg time as "improductive 
production" by major economic theorists such as Karl Marx and Adam Smith. The 
r•pid growth of tbw? tertiary sector is often perceived as a destructive 
process of de-industrialization. The best example of neglecting th~ role of 
services in economic development is provided by the Eastern Eur~pean cotllltries. 

Service policy has received a new framework only recently. Service 
activities became a new policy issue following the international debate to 
liberalize trade in services. The new interest in services can be partly 
explained by the hope that the mainly labour-intensive service activities may 
help to overcome the unemployment problems in Europe. 

2.2 Basic ddta on production and employment in services in Europe 

International comparisons of sectoral shares are sometimes misleading 
because of big differences in price performance and conventions for measuring 
real output in the services sector. But in terms of its contribution to GNP 
and number of workers employed, the service sector is now the most important 
economic sector in Europe. The overall share of services in gross value added 
now exceeds 50 per cent - in some countries 60-70 per cent - and accounts for 
between 55 and 68 per cent of total employment (Tables 1, 2). We should add 
to this the tertiary occupations in&ide the secondary sector. 

It should be stressed that the role of service sector in the economy of 
the United States is more significant than in Europe. There is some concern 
that services are not exhausting their potential in many European countries 
and there is enough evidence to suppose that the expansion of producer 
services is an important factor for a comp~titive European economy. 

The importanr.e of service sector is increasing with an estimated 
employment growth rate of some 15.5 per cent in the 12 European Community 
Member States between 1977-83, compared with a growth in total employment of 
5 .1 per cent .11 In most countries the fastest gr'>wing sectors have been 
producer services, health and educational services. 

!I Revised version of a contribution to the Workshop by Jolanta Swiatkowska. 

1/ Howells, J. Economic. Technolodcal and Locat;lonal Trends in European 
Seryicas, Avebury, Brussels, Luxembourg, 1988, p. 4. 



2935r - 21 -

Table 1: Service mplovaent as a percentage of r:otal e11plopent 
~n the Eurooean Counmitt. 1981 and 1984 

Country 1981 1984 

FR Germany 50.9 54.4 
France 56.2 60.6 
Italy 50.4 55.5 
Betherlands 62.4 66.3 
Belgium 62.9 68.l 
Luxembourg 57.4 58.7 
UK 58.2 65.5 
Ireland 49.7 54.8 
Denmark 63.1 66.1 
Greece 42.0 45.6 
Spain 45.0 50.7 

(1979) (1983) 
Portugal 38.0 
Europe 10 average 
(excluding Spain and Portugal) 54.4 

Source: EUROSTAT - Regional Accounts and Commission Services. 

(+) 

(*) 

Table 2: Services as a percentage of gross value added 
in the European Community. 1978 and 1984 

Co\Ultry 1978(+) 1984 

FR Germany 53 60.0 
France 56 (1977) 59.4 
Italy 51 55.7 
Netherlands 61 61.l 
Belgium 61 65.8 
Luxembourg 54 61.4 (1982) 
UK 57 57.5 (*) 
Ireland 49 (*) 53.4 
Denmark 66 (*) 75.4 
Greece 52 (*) 53.0 (*) 
Spain 59.6 (*)(1983) 
Portugal 57.9 (*)(1981) 
Europe 10 average 
(excluding Spain and Portugal) 55 

Figures are rounded. 

Gross value added at factor cost. 

Source: EUROSTAT - Regional Accounts and Commission Services. 
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2.3 Locational features of services 

(a) Location of services and spatial imbalance 

According to the central place theory and econoDJic base model, patterns 
of service development and innovation diffusion are spatially unbalanced and 
tend to create and reinforce regional disparities. Many producer services 
tend to concentrate in a f ev core areas where headquarters of large 
multinational corporations and advanced production facilities are located, 
whereas in peripheral or declining regions the opposite occurs, contributing 
to widening the gap between them and core regions. Service establishments in 
the less developed regions become associated with less sophisticated, routine 
services controlled from headquarters 'llllits located in core, metropolitan 
regions. 

Central place theory easily explains the locaion of most consumer 
services through its relative proximity to the customers. The density of 
population and the level of purchasing power of residents are major 
determinants of the spatial distribution of such services as: retailing, 
health, education, etc. 

Producer services are strongly influenced by agglomeration tendencies 
because of cost advantages, quick access to information and to clients, the 
availability of transport and telecommunication infrastructure, flexible 
supply of office buildings, qualified staff and cultural/educational 
advantages of large cities. Producer services oftt:n require face-to-face 
contacts not only wlth customers but also with suppliers: information 
suppliers, subcontractors, mass media, research institutes. The costs of 
maintaining frequent face-to-face contacts are minimized when all the partners 
in the information networks agglomerate in big cities. In Europe, this 
concentratlon of service employment can be observed in several areas: the 
Paris region (Ile de France, Bassin Parisien) and the South in France, Greater 
London and the South-East in Britain, the Lombardia, Lazio Piemonte and Emilia 
Romagna regions on the Borth-West coast in Italy. 

(b) Bev tendencies in location of services 

The impact of new information and communication technologies allow looser 
provider-user connections which influences the spatial distribution of 
services. The advantages of agglomeration in big cities should diminish, and 
the possibilities of geogr&phical decentralization increase. '!hese new trends 
seem to favour areas around big cities like London, the Randstad Holland and 
the South of Germany and France .1.l These trends can be reinforced by the 
availability of well-trained human resources outside the metropolitan areas, 
which have become a major locational determinant. 

While the development of telecommunications stimulates the diffusion of 
standardized information services, many services remain individual and rely on 
dialogue between service producer and service user. Face-to-face contacts are 
necessary for negotiations, search for solution. Proximity to major centres 
~f econo:nic activities and decision-making therefore remains essential in many' 
casea - proximity being measured in travel time rather than distances. A' 
well-developed transportation system is essential herr. 

ll Ochel, W. and Wagner, M., Service Economies in Europe. Opportunities for' 
Groytb, Pinter Publishers, London, 1987. 
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Finally, one should stress that the presence c,f high-quality service 
activities in a local area forms a condition for the development of more 
advanced •anufacturing industries. Services and manufacturing industries are 
now mutually dependent. 

2.4 The role of producer services in regional econe>11ic development 

(a) The nature of producer services 

Traditionally services have been viewed as "passive" elements within 
aodern industrial econe>11les, or even as "lmproductive production". The 
traditional view of service activities treated them as non-basic, serving 
purely local consmer needs and having limited multiplier effects. Basic 
(producer) service activities have been ignored by researchers, but 
information and ce>11puter services and the like llUSt now be considered leading 
rather than lagging elements in nationa1. and regional economic growth, often 
providing a substantial net balance of payments contribution to a C•luntry or 
an area. 

The rapid expansion of producer services ls evident in the last two 
decades. More than half of the real GDP growth of market services in the EC 
has been contributed by the growth of intel'llediate consumption by industry and 
services between 1975-82.l/ Among producer services, co1111unications, 
financial services and business services (consultancy, auditing, advertising, 
information technology) are the most dynamic. 

Producer service activities may be performed internally !n the user firms 
or externally in independent service firms. There is a growing tendency of 
externalization. At different stages of economic development certain 
activities which were previously exercised within goods producing enterprises 
are now performed outside. Such services like data processing are more and 
more externalized, whereas traditional secretariat services have usually 
remained internalized in modern enterprises. 

(b) The reasons for growth of producer services 

The growth in producer service activities is caused mainly by the 
increasing internationalisation of markets and competitt.on combined with 
increased specialization and product differentiation (customized goods in 
short series instead of mass production). To be able to compete under these 
circumstances firms have to increase their market research, advertising and 
marketing. There is also growing need for transport of increased flows of 
goods, persons, payment, information. In the world of technological chan1e 
there is finally an increasing need for external management consultants and 
new organizational solutions. 

Since knowledge and human capital increasingly form the main resources, 
good staff management is a function of growing importance. A considerable 
part of the labour force has to improve their qualifications in order to cope 
with new technologies and work organization. Most education and tnining is 
produced by public educational services but some educational services, 
especially for adults, are clearly directed towards staff already emp~oyed and 
are paid by the employers.!/ 

JI Op. cit., p. 142. 

!/ Illeris, S. Seryices and Regions in Europe, Avebury, Aldershot, 1989. 
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Producer services have, in short, becOlle an important determinant of 
productivity growth and source of innovation. They are crucial elements of 
COllpetitiveness between firms and between regions. In the modern world, where 
knowledge substitutes capital as the primary factor of production, the quality 
of the service inputs and of interlinltages between service producers and users 
is decisive for the development of manufacturing and for the whole, modern, 
dyn .. ic economy.~/ 

2.5 Jhe regional development of services 

(a) The role of services in the regional economy 

The neoclassical and ~eynesian theories emphasize factor mobility. The 
mobility of capital and labour should prevent the development of regional 
disparities. Critics of these growth theories point out that this neglects 
scale and external economies. Because spontaneous market forces usually 
favour regional disparities, regional policies are needed to diminish the gaps 
between the developed and 1Dlderdeveloped regions. In this context, a general 
problem of trade-off between economic efficiency and social equity arises. 

The endo;enous approach to regional development suggests a solution. It 
stresses that regional policy should aim not so much at the mobility of 
production factors aas at the full use of local resources. The activities 
eligible for development should be taken on by local firms in the regions. In 
this context, an ab1Dldance of capital no longer plays the major role in the 
development of the local economies, but the capacity of the region to use its 
resources for new activities, increasing R&D, training and know-how. 

The technological change in industrial activities implies that the growth 
of specialized and innovative services is also possible and successful in 
medium-size urban centres with skilled labour and access to information. 
There is moreover the possibility of services exports. This means that the 
local environment should be able to cater for more than a mere local demand 
for services. An attractive local environment (landscape "townscape" 
infrastructure) may play a very important role in attracting skilled labour 
force and this may again stimulated economic development of a region. 

(b) Towar~s a regional services policy 

The underdevelopment of producer services in peripheral regions is 
usually a result of locational patterns of production activities and the low 
regional level of service demand. Causes and effects then generate a vicious 
ciri:-le of service underdevelopment which has consequences for the overall 
development and competitiveness of a region's economy. 

To break the vicious circle, regional policy should aim at three main 
targets: 

Increasing the supply of services in a region; 

Increasing the demand for services in a region; 

Improvement of links between service suppliers and service users. 

i1 Op. cit., p. 57. 
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For the improvement of general environment of a region, it is of great 
iaportance that the local firas and business as1;ociations be involved in the 
development projects based on these targets, in order to better ascertain 
needs and problems. The issue of incentives for local entrepreneurs to create 
nev activities is also crucial. In order to avoid the prolonged financing of 
ineffective initiatives, aid should be granted only for an initial period, in 
order to push recipient organizations towards a self-financing regiae. 

Increasing the supply 

The aain tool for aanufacturing activities are capital investment 
subsidies. This tool has in aany cases little impact on the supply of 
services because in aost service activities capital investments fora only a 
saall part of total costs. Capital support however could be used for instance 
to subsidize the s~laries of qualified staff. 

Support should be given to innovative initiatives (feasibility studies, 
product development). The financing of non-material investments often causes 
problems for enterprises because in many cases banks do not have experts who 
can estimate the risk of such investments. Local governments could grant 
guarantees for the financing of non-material investments. 

Additionally, the supply of services in metropolitan areas could be 
restricted in order to attract them to the peripheral areas. One possible 
method is the refusal of permits to build office space in core regions.ii 

Increasing the demand 

The manufacturing firms of a certain region may not be ready to receive 
the service and innovation support. When the industrial base of a region is 
lagging, the producer services and technological innovation cannot develop, as 
the two mutually influence each other. 

One of the means of increasing the demand for servkes in a region can be 
subsidizing the purchase of services as it is done in France. One of the 
drawbacks of this solution is discrimination against production of services 
within the company. Another problem is that manufacturing firms often buy 
services from other regions so that the local service firms do not gain at 
au.I/ Service purchases by public authorities can play a major role in 
increasing supply of services in a region. 

The role of education and training in supply and demand 

A very important way of supporting both the supply of and demand for 
service activities in a region is the encouragement of investments in human 
capital, and educational and training policies, since technological advance is 
essentially a product of human endeavour. Much can be done in this area 
through the improvement of services provided by public sector, like the 
pr=rformance of the universities. The curriculum& of higher education should 
be modernized to correspond better to the needs of enterprises. On the other 
end of the spectrum, special training can be offered to managers of especially 
small firms who are often unaware of the potential benefits of services. 

~I llleris, S., op. cit., p. 123. 

11 Ibid. 
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One of the policy tools in this C•>ntext can be attracting suitable 
qualified nationals currently working abroad in ord~r to provide staff who 
•ight start resec· ~ or teach at educational institutions. To attract such 
people and the highly qualified labour f.>rce needed for producer services, 
housing policies and cultural policies will be needed to create a good 
enviromaent for living. 

I•proving the interaction between suppliers and users 

It is evident that the development of transport and telecommunication 
syste11& i.aproves the interaction between service providers and service users. 
Shortcomings in regional infrastructure will inhibit the economic development 
prospects of a region concerned. 

There are often essential differences between regions (e.g. in the 
European ColllmUllity) in teras of the level of their telecommunication systems. 
The poor nations and regions find the scale of investment which modern 
telecom11UDication system demands a aajor drain on their resources and balance 
of payments. In order to provide more equal opportwities for the diffusion 
of the new information technology there is a need for the regional policy in 
this area. 

Support has been very largely restricted to services with a choice of 
location and regionally exporting services. These types of services have the 
potential to maintain growth independent of a particular locality and provide 
significant long-term multiplier effects on a regional basis. In recent years 
there have been attempts to extend the eligible items of expenditure; for 
example in Germany, Ireland and Italy eligible expenditure includes not only 
fixed assets but also more intangible factors like the cost of patents and 
licences, and producer services which contribute to the development of 
exporting firms. In the context of choice of activities eligible for support, 
the issue of discrimination arises. This politically sensitive issue needs 
special attention. 

Another issue meriting attention is that of local versus external 
ownership. The developments in teleco1mwications have facilitated 
concentrated ownership of services and the expansion of services of large 
companies in peripheral, less developed regions. Although this bas produced 
additional employment and improved the quality of services available in the 
peripheral regions, it may have negative influence on the endogenous 
development of service activities. 

2.6 Concluding remarlts 

The service sector has long been neglected by researchers and 
politicians, although its growing importance is unquestionable. The major 
part of GDP and total employment in the developed countries is provided by 
service activities. 

The service sector should not be treated as homogeneous. We should 
distinguish between consumer (household) and producer services. The rapid 
expansion in the sector is closely related to the growth of producer 
services. The growing demand for producer services is caused by the emergence 
of information technology with "service-type" functions: information 
production and processing are becoming more and more significant compared with 
activities directly involving production. The increasing internationalisation 
of marketa combined with growing specialization causes a bigger demand for 
marketing, information processing and legal consultancy. 
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It is widely agreed that the producer services are essential in the total 
economy and deaand for thea will be growing, although it is less certain if 
they will continue to create new jobs, as two tendencies (increase< demand for 
producer services and office aut011atization) are c011peting with each other. 
Ko general conclusion can be drawn as to vhat extent the rapit growth of 
producer services can be ascribed to the process of externalization or to the 
general tendency towards a growing i•portance of services. 

There are two ways considering the role of producer services. On the one 
hand they can be regarded as cOllplementary to the production of goods and 
their value is directly incorporated in the value of the goods. On the other 
hand serv:J ces can be seen as autonomous activities which may or may not be 
c011plementary to the demand for goods .II The development of services can 
certainly follow its ovn course distinct fr011 industry, creating new 
tecbniq11es and opening new markets. This stimulates production and marketing 
of goods. The producer services can thus be seen as equal partners of 
manufacturing industries. Some service firms organize the design and 
.. rketing of goods and look for manufacturing firms with required capacity. 

Services, moreover, play a strategic role in the improvement of 
productivity in other sectors of economy. They play the role of interlinking 
the vhole economy. This is borne out by the situation in Easte1n European 
countries where the bottlenecks in the supply of services are a major factor 
in the retarded economic progress. 

Recently the focus of regional policies has shifted to endogenous 
d~velopment rather than on the mobility of factors of production. The 
potential for econ011ic development is strongly influenced by the know1edge and 
skills base of the region's po!'ulation, largely determined by the education 
and training available to the workforce. Support to training for modern 
service occupations emphasizing the application of new technologies is 
therefore crucial. Educational policy should aim at a shift in the budgets of 
existing institutions towards the less favoured areas and the location of new 
institutions in these regions.ii 

The development of transport and teleco•unications should diminish the 
advantages of aggiomeration and the possibilities of geographical 
decentralization should increase. This does not mean though that services can 
operate equally well everywhere: new transport and teleco•unications 
technologies are an indispensable but not sufficient condition for locational 
change. 

There is still a serious risk that future development will lead to an 
increased concentration of service activities in metropolitan regions. The 
substantial regional disequilibria within the European Community are 
1D1acceptable because of the under-utilization of resources and the danger of 
incoherence of the regional communites. As the interlinkages between producer 
services and production are of decisive importance for the development of the 
total economy, at least part of producer services should be provided locally. 

Provision of 
teleco1Dunications 

infrastructural 
infrastructure. 

facilities should not 
In peripheral regions 

be limited to 
local business 

II lusbaumer, J., The Service Economv: Lever to Growth, Kluwer Academic 
Publishers, Boston 1987, p. 3. 

ii Illeris, s., op. cit., p. 122. 
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service centres should be set up as well as data banks, libraries, computer 
centres, science parks, etc. Financing of producer service industries should 
also be improved. Credit insurance systems would help to stimulate the 
expansion of new service firms. Local government guarantees for the financing 
of non-11aterial investments would also be needed.121 

As far as eligibility of services for support is concerned, these tend to 
be very much restricted to regional export-oriented activities, like tourism 
and R&D. The advantage of tourisa for regional development lies in the fact 
that it does not cluster in the core regions and can be developed in 
relatively short time and with only aoderate levels of investments. One 
should however take into account the opportunity cost of the development of 
tourisa and of the alternative strategies, to avoid one-sided growth. Ror 
should one forget the indirect effects of basic producer services which do not 
export but contribute to the development of exporting firms. 

One could argue that direct revenue transfer, applied for instance in 
Geraany (the so-called "Finanzausgleich" between "Linder"), is more efficient 
than the abovementioned types of support in reducing the disparities between 
regions. French regional policy provides a different solution in the form the 
establishment of concentrated centres, where development of services is 
facilitated by the proximity of local manufacturing firms, suitable 
infrastructure, information networks, research institutes. It may also be 
advantageous in certain cases to make service investments in geographical 
enclaves with minimal or no regulation.11/ For developed economies this 
could take place in the context of existing initiatives such as free ports or 
free trade zones. 

There seems to be an urgent need for creating a larger European market 
for producer services, allowing the realization of economies of scale and more 
specialization. The regional policy on the European Co1111unity level, now very 
well established in basic industries such as steel, coal mining and 
agriculture, needs a re-evaluation in the light of the observed crisis 
tendencies. Contradictory sector policies often undermine potential success. 
It is only in recent years that a coherent co1111on policy is being elaborated 
and that regional development of services and infrastructure have received 
more attention as being a necessary condition (although not an engine) of the 
economic growth of regions, in recognition of the fact that "Excellence is 
necessary for survival, services are necessary for excellence".12/ 

.121 Ochel, W. and Wagner, M., op. cit., p. 146. 

11/ Enderwich, P., "The strategy 
Multinationals: Implications for 
Studies, Vol. 21, 3, 1986, p. 221. 

12./ Illeris, S., op. cit., p. 57. 
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3.1 the legacy of .:entral planning 

The literature and COllllellts on the transition froa a centrally-planned to 
a aarket ecoaomy by the countries of Central 8K Eastern Europe hu·e tended to 
focus on the changes necessary to allow the .. rket to flourish: the creation 
of the necessary legal and accounting fraaevork, as well as other conditions 
in the sphere of banking and finance, taxation and price formation. 
Fundamental changes haYe so far largely affected domestic trade, where 
priYatization has particularly .. de progress in Hungary and Poland. 

Lesa consideration has been ghen to the effects of the transition to a 
.. rket economy on the regional econoaic balance. An appropriate industrial 
conYersion policy for the problem regions is not necessary shlply for econoaic 
reasons, to foster balanced deYelopment of the econoaies concerned, but also 
for f1Dldaaental reasons of aaxiaizing opport1Dlity and pr0110ting social 
cohesion across the whole of the territory of these countries. Despite high 
labour 1te>bility in ltOSt deYeloped countries, human aentality SL.:98 strongly 
attached to the notion of locality .ll Local and regional conscience and 
commitaent still remain surprisingly strong. This fact can be turned into a 
.. jor asset in 1te>bilizing the deYelo1111ent potential of indiYidual regions. 

Contradictory phenomena arose as a result of the post-var changes in 
Eastern Europe. On the one hand, the introduction of central planning and 
centralized aanagement and an accelerated expansion of heayY industry were 
accompanied by the declared desire to alleYiate prevailing regional 
disparities. On the other hand, the Yery nature of the industrialization 
process (concentration and large-scale industries not being conducive to an 
even diffusion of economic activity regionvise) necessarily led to an 
aggraYation of disparities.ii Selected branches - not regions - enjoyed 
cleared preference and were thus being developed at a faster pace than 
others. The objectiYe of the aa:daizittion of oYerall econ01tic growth (in 
quantitative teIWIS) of the colDltry was in direct contradiction with the 
attaiDllent of regionally balanced development. The central authorities proved 
1D1able to talte sufficiently into acco1Dlt the development needs of individual 
regions. In post-var Poland, branch interests always prevailed over those of 
the regions.JI Local and regional differentiation increased rather than 
decreased. 

The industrial structures of the formerly centrally-planned economies are 
thus characterized by a concentration of employment in heayY manufacturing 
(shipbuilding, iron and steel, mining, engineering, chemicals, textiles) 

!I Based on the contributions to the Workshop by: Marian GeldnerlJan 
Woroniecki, Bohdan Gruchman, Ryszard Piasecki, Georges Rencki. 

11 See Globality ver1us Locality, ed. Antoni Kuklinski. University of 
Warsaw, 1990; pp. 9, 18 and 13. 

i1 See Mikhailovic, Kosta. Reatonal Development. Experiences and Prospects 
in Eastern Europe. Mouton, Paris/Hague, 1972; pp. 18-29, 48 and 145-151. 

'J./ See Polskie woJewodztwo. Dosviadczenta i perspektyvy 
votvodshtp: experience and prospects), ed. A. Kuklinski, 
Svianievicz, University of Warsaw, Warsaw, 1990; p. 25. 

(Polish 
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organized in large, vertically-integrated state enterprises. In Hungary, for 
exaaple, more than 80 per cent of 11&11ufacturing eaployaeoit is accounted for by 
Soa4! 1140 state-owned enterprises each vith an average of over 1000 
eaployees. Siailar concentrations of eaploy•ent i:.1 large state enterprises 
e:dst throughout Central and Eastern Europe. A typical region in these 
colDltries would tend to contain only a fev such enterprises resulting in a 
profound sectoral and regional specialization and dependence. Such sectoral 
and regional specialization is often linked to the presence of raw materials 
as in the coal producing regions of southern Poland (Silesia) or tke lignite 
(and hence electricity generating) regions of Bohemia in Czeclloslovaltia. 

The situation in Central and Eastern Europ~ contrasts sharply vith the 
West where private saall and •edium-sized enterprises (Sims) occupy a central 
place in the economy and play an illportant role in 11&11ufacturing and traded 
senices such as touri•. Defined as those vith ?»etveen 10 and 500 eaployees, 
Siiis aake up over 99 per cent of all e.iterprtses in the European COlmUlli ty. 
In mployaent terws, Sims account fo: around .\5 per cent of total employaent. 
When fi?llS eaploying less than 10 employees are added - the so-called •icro 
fi?llS - this figure rises to 72 per cent. The Sim sector is virtuzlly absent 
frOll the econoaies of the countries of CentrAl and Eastern Europe. In Poland, 
for exaaple, the share of total employment in fil'llS employing under 50 people 
is SOiie 10 per cent, lover than the share of total employment accounted for by 
•icro firms in the COlmUllity. 

An established feature of the industrial base of the countries of Central 
and Eastern Europe is low, sometimes extremely lov, productivity. Physical 
output per worker lags considerably behind the West. Under free-market 
conditions, unit costs are therefore such that few of these enterprises would 
survive without significant increases in productivity and reductions in 
11&11power, analogous, in fact, to the reductions experienced in the Western 
industry since the Second World War as a result of technological progress. 
This is particularly true today t.n the former GDR where enterprises have to 
face c011petition with western prices (and quality) as a result of union with 
western Germany. Along with many other factors this has contributed to the 
rising unemployment rate in east Germany which was approaching 45 per cent in 
•id-1991. 

For the economies of the countries of Central and Eastern Europe, the 
effects of low physical productivity can be at least partly offset by exchange 
rate policy and physical controls on imports. This may allow some breathing 
space within which to restructure industry. Such policies have to be handled, 
however, vi th great care and there is always a risk that they may become a 
substitute for restructuring, which is an overriding necessity and which will 
have to take place in a relatively short period of time if these economies are 
not to slip further behind. Moreover, the restructuring should be managed in 
accordance with the aim of better utilizing regional potential and providing 
an acceptable regional balance. 

The overall environment for the emergence of industries which have their 
basis in the regions is certainly a difficult one. Monetary policies with 
budget cuts, anti-inflationary policies and efforts to establish a uniform, 
realistic and stable rate of exchange of the domestic currency against 
convertible ones resulted in economic recession. This was characterized by a 
drastic fall in production and investment caused by uncertainty and high 
interest rates. 
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It proved to be aore difficult than anticipated to depart from the 
behavioural patterns shaped by the central planning and ce>1mand-distributive 
aodel enforced upon foraer socialist countries in the second half of the 
1940~. The response to price signals by the supply side of productive sectors 
and in particular the creation of domestic entrepreneurship in industry .bas 
been •inimal so far. Foreip investment flows did increase but stayed at a 
very aoderate level and concen~rated on joint ventures with existing, renowned 
enterprises rather than on creating new production units. Whereas, as a 
consequence of the deregulation process and the breakdown of CMEA markets, 
aany industrial enterprises lost their competitiveness and are threatened with 
bankruptcy, little new industrial investment is realized which could offset 
the structural crisis and start a dynamic growth process. As a consequence of 
the regional specializat~on referred to above, certain regions within the 
countries are particularly affected by industrial unemployment. 

An active r~gional develcpment policy is therefore needed by which 
potential local initiatives and growth prospects can be mobilized to 
counteract ~he economic decline of the various regions and the national 
economy as a whole. 

3.2 Stimulating regional development in the 1990s 

The crucial question is how to select the regions that carry particular 
promise for development. Sometimes a question is also how to determine their 
territorial delimitation, especially in the case of an improper administrative 
division of the country. The regions selected should exhibit a potential for 
the mobilization of local entrepreneurship for investment and production, 
services, research, culture and education, etc. Such a selective approach 
would push the regional conaunities out of inertia,~/ assuming an 
appropriate policy mix and support. 

In this context, improvement and development of infrastructure 
(transport, telecoD1Dunications) and business environment constitute a special 
problem. These are both national concerns and obstacles to regional 
development in Central and Eastern Europe. The initial period after the 
economic "liberation" proved that owing to lack of funds and, partly, to 
insufficient knowledge of the specific local needs, it is neither possible nor 
realistic to expect that care for infrastructure and environment will be 
ensured by the ::entral (or federal) government from either budgetary or 
external sources. Regional and local authorities will have to develop a less 
passive attitude with regard to this issue. 

The countries of Central and Eastern Europe confront the policy dilemma 
of how to distribute the scarce budgetary resources available for support of 
the regional activity. Stringent budgetary policy implies that these may be 
either thinly spread over all regions or be focussed on some selected areas 
and activities. A choice must also be made bP.tween extrabudgetary support 
from the "Centre" in fon1 of financial funds allocation (e.g. from external 
assistance) or through granting of privileges (tax cuts), such support often 
being even more important. Whatever the solution, it is evident that in all 

!/ See .Be&ional Dynamics of Socio-Economic Change, ed. Grzegorz Gorzelak. 
University of Warsaw, V.arsaw, 1988; pp. 67, 131 and 136-138. Accelerated 
uniformization according to the communist doctrine has led in Poland to 
accelerated differentiation in the regional development (see "Globality 
versus Locality", op. cit., pp. 244-245). 
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essential d011ains, cost-effective approaches must be found with direct 
involvement (including financial) of local authorities and business; their 
involvement will also be essential to attract foreign investors. 

Specifically, a regional develoPMent progr ... e might consist of the 
following elements: 

Provision of industrial zones with new factory buildings and/or 
converted buildings and connections to road and telec011111unications 
infrastructure; 

Aid regiaes (grants, soft loans, etc) for the prOllOtion of 
productive investaent in SMEs in industry and services (the aid 
regilles should cOllplement and not replace capital raised 
c01mercially through the banking system); 

Promotion cf producer services (consultancy, etc.), facilitation of 
technology transfer (networks of Business Innovation Centres), 
improved access to capital markets, etc.; 

Training schemes for human resource development at all levels. 

The above are the key principles upon which che new development progranne 
co ·financed by the C011111unity in eastern Germany are based. Of particular 
illportance is chat these policies are carried out in a decentralized way. 
This is because of the very nature of the actions being undertaken which are 
aimed at the regeneration of regions and local areas, liberating their dormant 
potential. This cannot be successfully man•ged at a distance. 

In the light of EC experience, a policy pf restructuring in problem 
regions would be helped in a decisive way through the vehicle of SME. In 
terms of regional economic development there are a number of advantages 
associated with the promotion of private SMEs: 

SMEs are the main provider of new jobs in most countries with 
rapidly growing economies; 

SMEs tend to be more resistant to economic shocks than large 
enterprises and to endow the economy with greater flexibility; 

SMEs en~~urage local effort and local self-reliance; 

SMEs are an important source of indigenous innovation in both 
products and processes; 

Provision of sE.r'!ices, including services to business, is effected 
through the medium of the SME (including 'micro' enterprises). 

The public expenditure cost per job created tends to be 
significantly lower than for large enterprise. For example, the 
public expenditure cost per job created in large projects, under the 
aid regime in Portugal co-financed with the Community, is 28,867 ECU 
per job; this is more than twice the average for all industrial 
projects. 

There is an urgent need to make a serious start with new regional 
development initiatives in Central and Eastern Europe. Thf! more so as, in 
spite of the tremendous obstacles that still exist, it must not be ex.:luded 
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that countries like Poland, Czechoslovakia and Hungary will join the EC before 
the year 2000. As pointed out in Chapter 1, regions are playing an 
increasingly important role in the Comunity. It seems clear that all the 
newc011ers will have to accP.pt the logic of the Single European Act of 1992, 
also in the field of social, regional and minority policies. The fundamental 
question is whether the Central European countries, after 45 years of 
comunism, centralism, nationalism and contempt of a citizens' society, can 
easily follow the federalist model of development, the European Co1111unity path. 

The experience gained ~Y some of the South European member states of the 
EC could b~ of considerable importance in the present context. However, one 
should also take into account some interesting experiences of developing 
countries which could be adapted to the co1mtries of Central and 
(South-)Eastem Europe. In SOiie of them extensive experience is available 
with seed-money organizations (e.g. in the Dollinican Republic) or financial 
assistance to small-scale enterprises (e.g. in Senegal). Various 
international agencies and BGOs could help in transferring these valuable 
experiences to the emerging regionaJ development initiatives in Central and 
(South-)Eastem Europe. 
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II. IBGIOllAL AID> LOCAL DEVELOPllDT IIIITUTIVES: 

THI DPERIDCB OF DEVELOPED lllHIT ECOBORIES 
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1. REGIODL ARD LOCAL DEVELOPllD'I' ORGAIUZATIOllS - TllKIR ROLE IR llUDT 
ECOilDllIBS 

1.1 Introduction and overview!/ 

In tbe developed 1tarket economies, institutions and organizations for 
economic development play a major role in supporting the activities of 
enterprises. Their role is both a stimulating and a stabilizing one. A 
well-developed infrastructure of such institutions helps to create a good 
climate for investment and to soften the periodical do\!Jlturns of the economy, 
through the provision of finance, advice, information, insurance, etc. 

A number of these functions are also carried out by development 
institutions and organizations which have a spatial - local, regional or 
national - focus. Their number ed the range of their activities depends 
partly on the predominant centraazing or decentralizing tendency in 
policy-malting and the related role of public sector activities. Factors 
favouring the growth of the public sector are a strong overall economy, few 
constraints on the government budget and marginal groups/regions which are in 
a position to exert pressure for special assistance; economic difficulties 
which constrain the government's budget: a history of weak performance in the 
public secto: and a strong political position of groups advocating the 
abolishment of restraints on free enterprise work to the disadvantage of the 
public sector. 

The contemporary tendency is to decentralize the management of economic 
development, and to stimulate development at the local level. In the 
developed market economies, that tendency is reinforced by the availability of 
a growing number of people professionally skilled in local planning and 
management. To bridge the gap between local/regional and central economic 
development bodies until the former have adapted to the new situation and 
acquired sufficient skilled staff, the central government may set up temporary 
organizations to assist decentralization and structural change. The Quasi 
Autonomo11s Ron-Governmental Organizations ("Quangos") set up by thf' Thatcher 
government in the United Kingdom are a good ex.ample of these. 

The institutions and organizations serving regional or local e~onomic 

development have varying status. A mixture of the following three categories 
is usually found in any country: 

Public organizations: these are different types of departments 
promoting economic development and existing within governmental and 
local structures, certain academic research institutes, ate. 

Semi-public organizations: financed from public and private 
sources, as well as from their own incomes, for example, regional 
development corporations, local corporations for urban development, 
or local economic development corporations. 

Private organizations: consulting agencies, chambers of industry 
and coaunerce, etc. 

Their tasks can be &unmarized as: 

Research/identification of local ne•ds and potential; 

!/ Based on the contribution to the Workshop by Tadeusz Markowski. 
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Diffusion of information; 

Marketing the area to attrac~ new investors; 

Assistance to local enterprise; 

Coordinating relevant activities, groups and institutions. 

Depending on the country and the local situation, a varying combination 
of these tasks is possible. 

In spite of the general trend towards privatization, local/regional 
public organizations still have a role to play in the organizational 
spectnm. Their access to central authorities is often better, even if 
bureacracy tends to slow down their activities. They do not have t" support 
activities that are i ... ediately or evidently profitable. For, as US 
experience shows, private organizations are often only concerned with the 
pr0110tion of alreedy existing enterprises and investment opportunities 
associated with promising new activitiea. Labour and social concerns are 
seldOll of interest to these bodies. Ron-profit organizations, like public 
bodies, can function more effectively here. Thus, to ensure broader, 
lung-term development, organizations which are not under pressure to be 
profitable are essential. 

1.2 Economic development zone~/ 

Regional development organizations may act as an umbrella organization 
for other, more focussed groups which concentrate on specific projects. For 
instance, Economic Development Zones are a very useful mechanism to develop 
new business activities at specific oites in certain areas. This section will 
outline what EDZs are and bow they function; some examples of EDZs in the 
United Stateo will also be given. 

An Economic Development Zone (EDZ) is a quasi-governmental entity created 
under the lava of the country and/or region where it is established. In this 
regard, an EDZ is similar to the Regional Development Corporation (RDC) which 
will be discussed in Part III. An EDZ df.ffers from an RDC in that it will 
usually be tied to a specific geographi~ site and be responsible for 
development of new activities at that site, while an RDC will target a much 
larger geographical area and have a wider scope of responsibilities. For the 
purpose of this sector, business activities encompass everything from 
manufacturing, asat:mbly, distribution, servicing, etc. 

When an EDZ is established, several issues must be addressed by the 
governmental body that creates it. At a minimum, the following questions must 
be answered: who controls it, what will be its responsibilities and 
objectives, how will its profits (if any) be distributed, how long will it 
exist or 1Dlder what circwnstances will it cease to exist. No EDZ should be 
set up in perpetuity; once its objectives are reacted, provi3ion must be made 
to phase it out of existence. 

Although an EDZ can be placed under an umbrella organization, it can be 
nm on a stand alone basis. Legislation authorizing RDCs can have provisions 
for RDCs to establish EDZs on their own. Putting an EDZ under the direction 

!/ Revi1ed ver1ion of the contribution to the Workshop by Arthur R.P. 
Wielko1zewski • 
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of an RDC aakes adainistrative support and control easier. An RDC can easily 
have several EDZs within its jurisdiction, each with its own site to develop. 
Although an EDZ should normally be responsible for a particular site, it could 
be given responsibility for several sites if these are small and close to each 
other, or for ease of administrative control. 

After it is established, an EDZ aust be run as if it were a business and 
be independent fr<>11 the governaental body that created it. An EDZ can be run 
as a profit-malting organization, or on a non-profit basis. It is rec01mended 
that an EDZ be obliged to aalte profits, or at least to break even. This 
should ensure that it holds itself strictly accountable for its finances and 
maxhtizes its available resources, thus also setting a good business example 
and shielding the governaent from having to subsidize its activities on an 
ongoing basis. If an EDZ is run for profit, there aust be clear icstructions 
on how the profits are to be distributed. 

Once an EDZ is established at a particular site, it and its RDC will be 
responsible to promote this site as a desirable place for setting up new 
business activities. These efforts will primarily be targeted at existing 
corporations, both foreign and domestic, that might want to establish or 
expand their activities in that region. In effect, these corporations are the 
EDZ's clients, and must be treated as ~uch. Accordingly, the EDZ must provide 
its potential clients with a "one-stop" office to get a business started in 
the EDZ. This means the EDZ must courdinate and expeditiously obtain all 
necessary approvals required for a client to start its business. The EDZ must 
also eliminate all burdensome red tape and actually help the client with as 
much of the paperwork as possible. 

An EDZ might also be charged with additional objectives. For example, an 
EDZ might have to develop a site's infrastructure, including streets, sewers, 
utiU ties, etc. Similarly, an EDZ migbt have to conduct an environmental 
cleanup of its site. An EDZ could also have responsibility for running 
existing facilities on its site for its clients, or even build new ones, 
whether office buildings, warehouses, manufacturing facilities, etc. In 
addition, an EDZ will probably have to coordinate financial support, both for 
its own activities (such as infrastructural support) and for its clients' 
needs. The latter could take the form of providing tax incentives, seed 
money, low interest loans, and/or establishing a Free Trade Zone, either for 
the entire site or for part of it. Lastly, an EDZ can also be involved in 
ancillary activities such as running or supporting training facilities, 
experiment&l stations, business incubators, and other similar 
business-governmental and bus~ness-academic activities. 

Within each region, the local governmental body in conjunction with the 
RDC can decide where a..Ttd how to focus its resources when setting up EDZs. 
Once a site has been picked as a potential EDZ, the RDC must ensure that a 
thorough business plan is developed just as if this was a private sector 
investment. In the business plan, the financial requirements necessary to 
fulfil the EDZ's objectives must be identifir.d and carefully reviewed. To 
begin its operations, an EDZ must be provided with sufficient start-up capital 
and have an identifiable c2sh flow in the future with which to pay its ongoing 
expenses and capital expenditures. Start-up capital usually includes the 
contribution of the actu&l site and all existing physical improvements, as 
well as more than enough cash to get the EDZ's operations started and 
suatained until its cash flow is established. Start-up funds can come from 
the national, regional and/or local governments in the form of a grant, loan, 
guarAnteed bank line of credit, etc. Similarly, start-up funds could be 
sour~ed from such bodies as the World Bank, the EBRD, etc. 
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Once capitalized, an EDZ should never have to return to its creating 
governaental body for additional f\Dlding \Dlless its objectives are changed by 
1111tual agreement. Accordingly, an EDZ llUSt be able to generate sufficient 
cash flow to sustain its activities. Typically, an EDZ's cash flow would COile 
frOll renting, leasing and/or selling its assets, as well as frOll fees paid for 
the services it provides. Additional cash can COiie from surtaxes on the 
site's land and iaproveaents, and from surcharges on usage of utilities. 
However, s011etiaes these surtaxes and surcharges aight have to be waived for 
several years to induce new clients to set up in the EDZ and generally an EDZ 
should price its services and assets at levels that do not inhibit potential 
cuat011ers. 

The site chosen for an EDZ would be one which has a proven potential but 
which the private sector has no interest in deve~.oping - the object, after 
all, should not be to coapete with the private sector but to complement it. 
Many areas where traditional activities have experienced rapid decline - and 
where land and buildings are therefore relatively cheap - still offer a good 
infrastructure, proxiaity to aarkets and labour resources. baaples include 
urban renewal areas, port and airport sites, and even old, environmentally 
contaminated indust1 ial areas which can be cleaned up. In other cases, a 
greenfield site at a pr011ising location aay be 110re appropriate. 

At this point, it aight be useful to describe how RDCs and EDZs work in 
the United States. In the US, an RDC aight be a state or co\Dlty Econ011ic 
Development Office, a Port Authority, or any n1m1ber of other siailar 
quasi-governmental bodies. An EDZ could be an Economic Development Agency, an 
Industrial Development Authority, an Urban Renewal Board, etc. An RDC aight 
be f\Dlded both by annual budgetary expenditures and froa its own 
incoae-generating activities. An EDZ is usually given its own start-up 
capital as well as the site that it will develop, and then llUSt rely on its 
income-generating activities to cover subsequent development, although it 
could be provided with some additional f\Dlding by the RDC and be allowed to 
raise f\Dlds by issuing bonds. 

A specific example of an EDZ in the US is the former Singer Sewing 
Machine complex in Elizabeth, Rev Jersey. Some 10 years ago, Singer decided 
to close its Elizateth facility. Prior to this, the Elizabeth plant had been 
a major production site for Singer for about 100 years. Singer evidently made 
this decision because the Zlizabeth facility was antiquated with much 
out-of-date machinery. Moreover, the same products were already being 
~roduced elsewhere at a lover cost. In the management's opinion, Singer could 
not cost-efficiently retool this plant. 

Weedless to say, the closure of this plant would deliver a severe blow to 
the Elizabeth economy, leaving workers \Dlemployed, shutting down local support 
businesses, negatively affecting Elizabeth's property tax receipts, etc. 
Similarly, but to a lesser extent, Rev Jersey's economy would also be 
negatively affected by the closing: corporate and individual income taxes 
would drop off, as would local sales tax receipts, \Dlemployment compensation 
claims would go up, etc. Additionally, closing the plant would leave an ugly 
eyesore, largely \Dltended, inviting criminal activity, discouraging new 
business from relocating to Elizabeth and perhaps even encouraging existing 
business and families to relocate out of Elizabeth. 

ro resolve all these potential problems, the City of Elizabeth and the 
State of Rew Jersey decided to tum the site into an t!DZ. The Rev Jersey 
Department of Co•erce and Economic Development, a stat~-level RDC, and the 
Port Authority of Rew York and Rew Jersey, a major regional RDC, became 
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in:-alved. The State authorized the issuance of Industrial Revenue Bonds to 
provide financial support to redevelop the site. In the US, these Bonds are 
tax-exempt frOll state and federal taxes, and thus can be sold at below aarket 
interest rates. In some cases they are backed by the financial commitment of 
the State, but usually are issued on the aerits of the individual projects 
they will be financing. Even when not backed by the State, the •ere fact that 
they are issued under the State's auspices and will be closely scrutinized by 
State, IDC me; independent auditors means that the investment c~ity 
nonaally considers them to be •safe•. Accordingly, these Bonda often attract 
nU11erous investors when issued, thus further keeping interest rates low. 

Both the Port Authority and the State vigorously promoted the Elizabeth 
site and provided administrative support. ~ey individuals within these IDCs 
were assigned specific responsibilities in the EDZ, thus keeping the EDZ's 
budget to a •inhnm. Today, several nev facilities stand on the old Singer 
site. Land was sold to corporations recruited to this location and nev 
facilities were put up using the Industrial Revenue Bonds. Before the Bonds 
were issued, State, IDC and independent auditors reviewed the proposed 
developments of each of these corporations to ensure that they could generate 
sufficient cash flow to repay the Bonds on schedule. 

Additionally, several old buildings were rehabilitated for new uses. In 
one very large building, nmerous small cOllpanies conduct business at rents 
that would not be possible in new, privately constructed facilities. In 
s11m1ary, it appears that this EDZ has successfully accomplished its 
objectives. It has revitalized the economic life of this specific geographic 
site, provided jobs to the c01munity, and new taxes to the City and the 
State. All of this has been accomplished with very little governaental 
funding. The profits from the sale of land, income from renting and leasing 
facilities, and fees frOll services provided probably more than adequately 
covered the EDZ's start-up and ongoing expenses, while the additional funding 
for nev construction provided by the Bonds is being repaid by the new tenants 
over an extended period of time. 

This transformation can serve as an example of bow EDZs could be 
established in Eastern Europe and bow an EDZ aust harmoniously work with RDCs 
and go1·ernaental bodies at several levels. Throughout Eastern Europe, many 
•white elephant• sites exist that can be transformed using EDZs into modem 
industrial parks or similar facilities. Here, the term "white elephant" 
refers to outdated heavy industry complexes which often are notorious 
polluters. These complexes have an existing infrastructure, might have room 
for new construction, have existing buildings that could be rehabilitated, 
have a trained workforce living close by, include good ties to existing 
transportation systems, etc. In some cases, instead of completely abandoning 
such an industrial comp~ex, it would only be closed temporarily as old 
facilities are adapted (where possible), new facilities are built, the 
pollution is dealt with and new tenants move in. Other good sites for EDZs 
would be military facilities that are no longer needed - provided that they 
ha-ve favourable locational characteristics - and ports and aiports, although 
their facilities are usually not very well developed by Western standards. 
While the security tha~ employP.es enjoyed under the old system will be 
missing, the nev jobs that are created will probably be better paid since the 
nev corporate tenants would set up efficient modern operations staffed only as 
needed. The improved productivity would allow for higher salaries, as would 
the desire of the new private owners to attract the best workforce. 

In conclusion, it might be useful to outline some of the steps that an 
East European country must take to set up EDZs. Legislation must be passed at 
both the national and regional levels, and if applicable at the local level, 
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authorizing 1DCs and setting up EDZs. The IDC aust be staffed and flDlded. 
Then, the RDC, in conjlDlctlon with local and regional authorities, picks 
suitable sites for EDZs and prepares an initial analysis for each site. The 
best site(s) is (are) chosen and a thorough business plan developed. If the 
business plan ls accepted, the EDZ is established and flDlded. Once the 
objectives of the EDZ are reached, it is phased out. For added efficiency, it 
is rec~ed that EDZs be set up only lDlder the direction of an IDC and 
receive llO&t, if not all, their adlllnistratlve support and staffing from the 
IDC. In this vay, local and regional governaents can aaxiaize the leverage of 
the resources they aalte available ~o the IDCs and at the sa11e tiae ellalnate 
potential •turf battles• between theQSelves, IDCs and EDZs. 
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2.1 BaWrolDld 

In the period following independence in 1922, Ireland adopted an econ<>11ic 
policy of promoting and supporting hOlle industries with high tariff barriers. 
During the 1950s it bec•e apparent that the hoae aarket of about 3 aillion 
then (3.6 •illion today) was too •sll to sustain growth. In addition, the 
initial indications of a worldwide aovment toward greater freedoa of trade 
were bec011ing evident. 

A new policy of expoct-led industrial growth was adopted and a nuaber of 
specialized State Agencies were established to promote industrial growth in 
the private and public sectors. The principal agency is the Industrial 
De"-elopment Authority (IDA) which is responsible for iaplmenting industrial 
policy as determined by the Minister for Industry and Coamerce. The IDA 
pr0110tes and assists the establishment of industries, it does not itself 
establish or operate industries. However, it can and does take equity in 
companies. The IDA has a statutory responsibility to promote regional 
industrial development. 

2.2 Aid to industry/incentives 

The IDA offers a package of discretionar.1 aids for industry. These 
include: 

Capital grants: these can be set up to 60 per cent in Western less 
developed regions or 45 per in Eastern developed regions; 

Employment grants: in some cases these are alternatives to capital 
grants; 

Feasibility study grants: 
viability of projects; 

to encourage investigation into the 

Research and development grants: 
industrial research and development; 

to enccurage investment in 

Training grants: to assist in the cost of training new employees; 

Management development grants: 
businesses; 

to improvement management in 

Industrial estates/sites/advance factories/small business 
buildings: for sale or lease. 

2.3 Roy the IDA worlts 

The IDA worka in three business areas: 

Small Irish owned business (1Dlder 50 jobs); 

Medium/large Irish owned business (including food and agribusiness); 

!I Contribution to the Workshop by Dan Brennan. 
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overseas industry (including specified internationally traded 
services). 

The IDA's pacltage of discretionary aids are available across these three 
business areas for projects with development and export potential. Specialist 
te ... of staff are allocated to each business area. The activities of each 
business area can be sumaarized as follows: 

Saall business (5,500 companies employing 47,000) 

Under this progr._e special assistance is given to saall businesses, 
both new start-up and expansions. In addition to the standard package of 
assistance, additional advice and support is available to meet the extra needs 
of small finis. For start-up finis, simplified procedures have been put into 
place to ainiaize bureaucracy. Special promotional efforts are targeted at 
co-operatives, COID'llUllity groups and academics. The progra11111e is implemented 
at locatl level through the IDA' s network of eight Regional Offices. Small 
business makes a significant contribution to regional development generating 
one new job in three. However, more entrepreneurs with viable business ideas 
are needed. 

RediUll-large Irish business (l,000 companies employing 72,000) 

These companies are faced with increased competition as the EC progresses 
towards free movement after 1992. The aim is to work in a planned way with 
companies which have growth potential to generate larger businesses which can 
compete successfully with quality products on international markets. Sectors 
with growth potential such as Aerospace, Buildings Products, Print and 
Packaging are given special attention. 

For the food and agribusiness sector, a development strategy has been 
prepared and published. This deals vi th each of the main product areas -
meat, dairying, fish, poultry etc. - and sets out a ~arket-led approach aimed 
at higher value added. Special attention is paid to the implications of the 
EC Co11111on Agricultural Policy. 

The full package of assistance is available to these companies but with 
an increasing emphasis on repayability of assistance in the form of preference 
shares, royalties, etc. 

Overseas industry (l,000 companies employing 90,000) 

The IDA competes for mobile overseas investment with other countries and 
regions in the EC through its network of 16 overseas offices. As an island 
economy with a small home market, Ireland has certain disadvantages. IDA has 
examined Ireland's strengths and weaknesses and identified the following 
competitive advantages: 

Young, well educated labour force; 

Free access to EC market 300 million plus; 

English speaking; 

Low corporate tax rate (10 per cent); 

Free repatriation of profits; 
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Good infrastructure; 

Political stability; 

Supporting structure of banks, legal framework, consultants, 
universities, colleges etc.; 

Incentive package; 

Good experience of existing 1,000 overseas companies; 

Excellent quality of life for overseas executives. 

Arising frOll these competitive advantages, a range of high quality and 
high technology sectors has been targeted for special promotion, i.e.: 

Electronics/engineering; 

Pharmaceuticals/health care; 

Consuaer products; 

Internationally traded services. 

Bev overseas industries llalte a significant contribution to regional 
industrial development within Ireland and additional incentives are available 
for firms which locate in the 110re re110te regions. 

2.4 Regional industrial development 

In addition to the measures already mentioned, a nunber of other measures 
are taken to promote regional industrial development. These include: 

Establishment and operation of 8 regional IDA offices; 

Development of regional universities/technical colleges; 

Development of special parks for heavy industry, technology, 
financial services, aerospace, food; 

Development of Free Trade Zones; 

Provision of industrial estatP.s, advance factories; 

Development of regional airports. 

Over the past 20 years, these aeasures have resulted in a significant 
growth in industry in the less developed regions. 

2.5 Industry in Ireland today 

Manufacturing output and exports h.sve grown by an average of over 10 per 
cent per annm since 1987. Exports from new sectors such as electronics 
(28.4 per cent) and pharmaceuticals (10.8 per cent) have contributed 
significantly to this growth. Dependence on the UJC market for exrorts has 
fallen from 65 per cent to 33.7 per cent in 20 years and the rest of the EC 
has grown from 12 per cent to 41 per cent. This has reault~d in a strong 
balance of payment position. 
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The Irish currency is a aeaber of the DIS and has remained stable since 
early 1987. Interest rates are linked to Geraan rates and inflation is below 
the EC average and substantially lover than in the UIC. 

lllployaent is growing but not as rapidly as the growth of the labour 
force. Unemployaent rates are unacceptably high. 

2.6 IQJ. resources and return to State 

The IDA receiTes grant-in-aid from the Irish Govermaent. The sum 
receiTed in 1990 was IR 137 aillion (II 1 = US$ l.5r., 24 June 1991) and a 
further IR 18 ail lion was earned from other sources (factory rents, etc. j • 
llore than 50 per cent of the State funding is recovered by the Govermaent from 
the EC Structural Fmlds. Grants to overseas companies will total IR 55 
aillion in 1991, while tax payaents by th~se companies will total II 133 
aillion. 

The average grant cost per job created and sustained 1984-1990 was IR 
14,271 (1990 prices). For aedilml/large industry the cost was IR17,729, while 
for saall industry the cost was IR 8,227. 

Industry spends IR 10,600 million each year in Ireland creating 224,000 
direct jobs and 170,000 indirect jobs. 

There are 550 staff employed by IDA including approximately 100 in eight 
regional offices and 150 in 16 overseas offices. 

2.7 future prospects 

Looking to the future a n1a1ber of indications are apparent: 

Measures to reduce unemployment will be a continuing focus of policy; 

Competition for mobile overseas investment will intensify; 

Changes in the CAP will cause problems for agribusiness; 

Recession in major mar~ets and a downturn in world growth will cause 
problems in the early 1990s; 

The move towards an integrated EuropE after 1992 will increase the 
importance of regional policy within the EC; 

Ireland will continue to need more entrepreneurs; 

Attraction of overseas industry to remote regions will become more 
difficult. 
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3. llODTDG A UGIOR AS A BUSillESS ClllrU: LBSSOIS l1lOll 1D IllDUSTRIAL 
PRCRJTIOll 01' ~I 

3.1 Regional marketing 

Rost regions competing for foreign investllents increasingly lillalte use of 
marketing techniques. This chapter discusses the reasons for this trend, 
describes the marketing mix applicable to industrial pomotion, and presents 
the case of Keuchitel's regional marketi~ scheme. 

Regional aarketing consists of efforts undertaken to change the behaviour 
of individuals and organizations towards a given region. The technique is 
increasingly used to pr0110te various regions as tourist areas, places of 
residence, or business centres. What is behind the extensive use of the 
techniques of marketing to attract foreign investments? 

Buyer's markets 

Over the recent years, the number of countries, regions or cities trying 
to host foreign corporations exceeds the availability of foreign investors. 
Markets for host regions became, thus, increasingly "buyer's markets" in which 
the knowledge of marketing techniques constitutes a sine qua non condition of 
success. 

The increasing competition for attractive foreign investors and the 
awareness that the investments were needed to ensure economic development of 
the region were at the origin of the economic promotion prograane initiated in 
the late seventies by the Republic and Canton of Neuchatel in Switzerland. 
Reuchitel's main competitors included several other Swiss cantons (e.g. Sankt 
Gallen, Fribourg or Solothurn) as well as countries such as Ireland, Scotland, 
1'etherlands or Luxembourg. Reuchitel currently devotes about 1 per cent of 
the budget (about SFr 6 million per annum) to industrial promotion activities. 

Coincidence of needs 

Foreign implantation in a region requires a coincidence of needs on the 
part of the region and of the foreign business firm concerned. The 
identification of coincident needs implies an important marketing effort 
especially with regard to the search for suitable partners ("matchmaking"). 

More than half of the industrial promotion budget of Reuchitel is 
currently spent on the search for suitable partners and other forms of 
prospecting (see below). 

Uncertainty 

This is one of the major inhibitors of foreign investments. Foreign 
companies are often ignorant of existing conditions in the region affecting 
the return on their investment, and are also likely to feel insecure 
concerning their ability to start up and operate in the region. Marketing 
effort• are designed to address the lack of complete information, as well as 
to reduce the insecurity of investor• concerning entry, start-up, operation 
and profitability. 

!/ Contribution to the Workshop by Michael M. Kostecki, The author is very 
grateful to Dr. Alice Enders for her useful comment~ on an earlier draft 
of this paper. 
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Additional sources of uncertainty face investors in Central and Eastern 
Europe. These include the instability of prices, wages, the regulatory and 
fiscal enviromsent, exchange rate developments, and St\ forth. Diminishing 
these sources of uncertainty is, of course, an important goal for national 
authorities and is an essential ccmplement to a region's marketing effort. 

Reucbitel marketers deal with the issue in a number of ways. They (i) 
investment eff:rts in public relations with potential investors, (ii) put them 
in touch with foreign companies already operating in the Canton, (iii) ensure 
high efficiency in dealing with administrative matters related to start-up and 
operation of foreign companies in the region and (iv) guarantee the investors 
a total political consensus on the desirability of foreign investments in the 
region. 

Profitability of regional marketing efforts 

While data are not generally available concerning the track rPcord of the 
many regional marketing efforts currently underway, the experience of a number 
of regions bas been very positive. Direct benefits of investment include job 
creation and the widening of the corpor3te and individual tax base; direct 
costs includo? fiscal incentives, the cost of marketing efforts and follow
tbrougb services. Of course, as jobs are added, new consumers "multiply" the 
effects of the original investment on the regional economy, boosting existi~ 
businesses or facilitating the attraction of new ones. 

During the 1987 period, 350 foreign companies invested rt>ugbly SFr 1 
billion in the Republic and Canton of Beuchitel (an equivalent of about US$ 
0.7 billion) generating additional employment in the range of 4,000 jobs. The 
targeted foreign companies were largely high tech companies and service 
companies. The additional fiscal receipts attributed to the promotion 
activities (both from the operation of hosted companies and employment 
creation) were in the range of SFr 10 million per annum. This co111pares 
favourably with some SFr 6 million spent on the industrial promotion. These 
expenditures were crucial in assuring the investment flow. 

3.2 Marketing mix of a region 

Marketing mix of a region is a set of controllable variables used to 
attract foreign investments. The mix may be conveniently represented by the 
vector (x, p, c, d) where, x = product, p = price, c = communication and d = 
promotion channel. Let us briefly discuss the various elements of that mix. 

Product 

The concept of product in a regional marketing mix comprises essentially 
elements of the region as mega product, i.e. services or advantages which 
might be added to the existing attributes of a region. Most characteristics 
of a region such as climate, market, or political stability may not be easily 
modified in response to the investor's preferences. Similarly, variables such 
as human capital, R&D capacity or transportation facilities, which may be 
influenced by the regional authorities are essentially considered as exogenous 
variables by a regional marketer. (Obviously some elements of a supportive 
infrastructure may be the object of negotiations.) 

A regional marketer may analyse the needs of the potential investors in 
order to design an appropriate image strategy, and to identify the 
possibilities of efficiently increasing the region• s offer by attaching new 
additional elements to it. The latter might, for example, include a special 
administrative service as a single-desk arrangement to deal with all 
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administrative matters of a foreign investor, assistance in finding office 
space and housing, a follow-up assistance to companies already operating in 
the recion acd the like. 

In Beuchitel where regional marketing is niche marketing emphasizing 
investllents in high technology and business services the annexed investor's 
services supplied by the region play an important role in industrial 
promotion. Beuchitel adopted, for example, a single desk to deal with foreign 
investors. So-called Project Leaders (see below) have the main responsibility 
for day-to-day management of region-investor relations. A Project Leader 
remains the region's spokesman with the foreign company and deals with all 
public •dministration issues confronting the foreign investor in Beuchat el. 
The single deak approach is frequently considered as one of the critical 
factors of Reuchitel's success in industrial promotion. Beuchitel managed to 
offer an exceptional global service to the corporations resulting in a 
considerable reduction of administrative burden related to the establishment 
of companies. It also provided a constant support in a number of other areas 
of newcomer's concern and gave sympathetic consideration to companies' 
problems at the political and administrative level by granting work permits in 
Switzerland, ~acilitating contacts with the federal authorities, responding to 
newcomers' demands for improvements in the support infrastructure, etc. 

Price 

Price elements of a regional marketing mix comprise those variables which 
may be determined by che regional authorities in order to vary the cost of a 
foreign entrepreneurship in the region. It comprises tax exemptions and 
various forms of regional subsidies. The latter may include direct subsidies, 
i.e. direct payments to the foreign company conditional upon a particular 
performance (e.g. employment, exports) or indirect subsidies such as the 
supply of electricity, constructi~n land or supportive infrastructure at 
subsidized prices. 

The fiscal burden in Reuchitel is heavier than in the main competing host 
regions in Switzerland and abroad. Important fiscal concessions or subsidies 
are thus needed to compensate foreign investors for that disadvantage. 
Beuchitel continues to offer up to 10 years tax exemption to companies which 
establish manufacturing operations in the region. For many companies the 
fiscal element i~ the main motivation for choosing Beuchitel. Beuchitel also 
offers other "price concessions" in the form of subsidized construction land 
or industrial buildings and a range of subsidized support services (see below). 

Communication 

A regional marketer has to know how to communicate with the potential 
foreign investor in order to awaken his interest and gain his confidence. A 
company's decision to enter a region passes by several stages such as 
awareness, interest, evaluation, negotiation and conclusion. Mass media 
com1mication, mailing and prospecting for potential investments are most 
important during the initial awareness stage. Personal relations have their 
greatest impact at the interest stage. Asoistance in dealing with legal, 
fiscal and other technical issues is predominant during the evaluation stage, 
etc. 

The principal form of communication practiced by Neuchatel in its 
industrial 1romotion are personal contacts. Mailing, seminars for businessmen 
in the targeted markets, information sessions, distribution of documentation 
on business opportunities in the Canton and press ads are used extensively to 
increase the awareness and interest in the Canton. The slogan "Neuchatel Way" 
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headed n1;merous pamphlets and other publicity mat~rials distributed to 
corporations across the world. The Neuchatel conmun!cation mix varies 
considerably depending ~n the t~rget country. 

Pra.otion channel 

The regional promotion channP.l comprises a set of institutions which 
perfara the activities aimed at bringing fo1·eign investllent to the region. 
The channels usually include several of the following elements: (a) political 
bodies and government bureaucracy providing the guidance and control of the 
industrial promotion activities, (b) authorized agents (private or public) 
responsible for the conduct of regional promotion an~ (c) a network of 
representatives abroad. 

Moreover, the regional promotion channels comprise various fac!litators 
both at the regional (e.g. chamber of commerce) and international level (e.g. 
embassy, bilateral chamber of coD111erce, etc.). Occasionally, major real 
estate developers may alsc be involved in a region's promotion ca•paign. 

The regional promotion channel of Neuchatel bas three organi%ational 
components. First, a member of the local government (Minist£r) s'·pervises the 
economic promotion activities of the Canton. Seconii, the Office of the 
Adviser for Industrial and Col'llllercial Promotion is given the task to implement 
the promotion stretegies. The Office is e private organization and its 
director has a contractual relationshi~ with the government. (A single 
director and four specialized secretaries currently work at the office.) The 
office bas at its disposal a network of representatives abroad. The mandate 
and the salary of foreign representativeR are negotiated periodically. The 
representatives are typically expected to spend most of their time on 
developing personal contacts with pot~ntial investors following general 
directives given to them. Their task is to convince foreign companies that 
Neuchatel should be seriously considered as an area for tht:ir geognphical 
diversification. The main target markets include Germany and other EEC 
countries, United States and Japan. 

3.3 Conclusion 

The experience of Neuchatel in successfully marketing the region to 
foreign investors is a case of niche marketing resulting in high returns. The 
mega product of the region is frequently tailored to the investor's needs. 
Fiscal considerations and other elements affecting after-tax profit constitute 
a significant "selling point" in attracting foreign investors. A light and 
flexible promotion chain combining public guidance and ~'1dividual 
entrepreneurship has proven very effective in the case: of Ne1~chitd. A 
network of foreign representatives maintained by the region in r1ajor target 
markets contributed significantly to the success of the Neuchatel prc,motion 
scheme. A single desk service (Project Leaders) to deal expeditiously and 
globally with all administrative matters concerning the entry of foreign 
investors was an important condition of success in Neuchatel' s industrial 
promotion. 

At a more general level, Neuchatel was able to combine the non--marketing 
attributes of its rf!gion with fiscal incentives and su,port services into a 
package that was communicated and promoted to potential foreign investors, 
with the result that a nwnber of investors chose Reuchitel o·.-er other Swiss or 
European localities. From the point of view of the region as a product, it is 
clear that a succeAsful package is one that is dePt~ned with the merits of the 
region relative to other potential locations in 1n :,;. For regional marketers, 
however, developing the product is only a be1~nn · •nd must be followed with 
assiduous coanunication and promotion activities. 
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III. THE ISSUE: RIGIOIUL DEVELOPllDT II POLAllD Aim TBB COBCEP'r OF IDCS 

' ------
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1. IBGIOiiA..l. DIVBLOPllDT IR POLAllD: PROBLlllS ARD PROSPEt'TS~/ 

1.1 The problem: h1perconcentration and structural backwardness 

History and physical g~~graphy do much to explain the contemporary 
spatial differentiati~n of the socio-economic structure in Poland. The 
economic policies of the partitionary powers that ruled Poland Wltil it 
regained independence after Woi"ld War I and the irregular distributior.. of 
energy resources, metallic minerals, !~nd end ~~her natural resources have all 
played a strong role in bringing about i.h~ uneven distribution of economic 
activity.!/ 

The post-World War II industrialization model, an imitation of the Soviet 
model, however, must be seen as the main cause of the rresent imbalance and 
stagnation. This was characterized by an excessive concentration of very 
large plants.Z/ While economic policies can accelerate restructuring and 
econ~mic progress in regions when they are properly attuned to the dynamism of 
~lobal changes, the imported model promoted industries and technologies which 
were not representative of the zind et4erging in the centres of innovation of 
that period. The natural process of restructuring which takes place in open 
economies was blocked in the ensuing years as well, the end result being that 
many Polish regions became backward and stagnant, "Skansen regions" of the 
type referred to in Part I, Chapter 1. The most pathological case is Upper 
Silesia where structural backwardness is aggravated by catastrophic ecological 
conditions. Rot all regions have been as badly affected. But an 
ill-conceived territorial restructuring in 1975 and the fact that for decades 
planners and managers worked largely in isolation from the leading global 
industry trends have put obstacles in the ~ay of regional renewal anywhere in 
Poland. 

A few figures can serve to demonstrate the high concentration of 
industrial activities.l/ More than 50 per cent of all industrial goods sold 
by domestic firms in 1988 was produced in nine out of 49 voivodships 
(provinces). The Katowice voivodship in Silesia was tt.e largest producer, 
accounting for 18.2 per cent of the total, followed by the Warsaw, Lodz and 
Gdansk voivodships with sales 3hares between 4.0 and 7. 7 per cent. The 

~/ Based on contributions to the Workshop bv Marian Geidner/Jan Woroniecki, 
Oliver Freeman (b), Bohdan Jalowiecki, Antoni Kuklinski (d), Bohdan 
Gruchman. 

1/ See Pawel Swianiewicz, "Typology of Towns and Conununes in Poland", in 
Collogue europeen surJa "Dvnamique locale et sa gestion", Berne, 
Collllliswion nationale suisse pour l'UNESCO, 1989, p. 105; and Krzysztof 
Berger, Jan Gawronski, Leszek Zienkowski, Selected Problems of Redonal 
Distribution of Gross Domestic Product in Poland and Spain, Research 
Centre for Statistical and Economic Analysis of the Central Statistical 
Office and the Polish Academy of Sciences, 1990. For the most rPi:.~nt 
asaeasment of regional disparities in Poland, see Redonal Policies in 
Poland, Central Planning Office, Warsaw, April 1991. 

'/./ See Redonal DYnamics of Socio-Economic Change, ed. Grzegorz Gorzelak. 
Univei-sity of Warsaw, Warsaw, 1988; pp. 256-257. 

11 Figures derived from UNIDO - Industrial Development Review Poland, Oxford 
1991, p. 151-152. 
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difference between Katowice and the other voivodships that follow in the 
hierarchy is quite conspicuous. Katowice has a particularly high share in the 
production cf fuel, power and basic/non-ferrous metals (over 45 per cent nf 
domestic sales) - which incidentally also means that the environmental 
problems h6ve reached very serious levels, with life expectancy rates below 
average and generally worsening conditions of life. 

Katowice's pre&ent strong position is no guarantee for the future. With 
a bakcward industrial structure, the voivodship is an area in decline, like 
the Walbrzych voivodship, located in the neighbouring Sudeten region.!/ 
Restructuring of Upper Silesia does not seem feasible without considerable 
external support. The Lodz agglomeration, almost entirely dependent on the 
textile industry, should also be cotmted among the declining regions. But the 
situation is less extreme than in the heavy industry regions, and 
restructuring may be a less datmting task. 

There are some areas which are noY middle-ranking industria.L regions and 
which have major development potential. These include the Greater Poland 
(Wielkopolska) region centering on Poznan, and the Warsaw and Gdansk/Elblag 
agglomerations. The Bielsko voivodship in Silesia as well as some areas in 
the northeast, vhich have been le~s affected by the negative consequences of 
the previous industrialization model, may also be mentioned here. These 
regions now show the greatest growth of new investment and private sector 
employment. A large part of Poland occupies an intermediary position. It 
seems likely that, as the restructuring process gathers momentum, many of the 
"intermediary" regions will head in one of two directions: they will either 
develop a dynamism enabling them to go along with the potentially strong 
regions, or succumb to recessive tendencies. 

To effect the transition to a dynamic market economy, it is not enough to 
introduce market economy principles and rules. In order to bear fruit they 
must operate in an appropriate institutional and organizational framework. In 
line with the general direction of change - towards a decentralized economy 
guided by market forces - a particularly important area where institution
building is of primordial significance is the regional economy. 

I:i the past, this economy was broken up into sectoral segments, each 
under the separate command of a central ministry. For a long time soil had no 
value, and friction of space was reduced to a fraction of true costs. All 
this lead to the reduction or entire elimination of external economies. 
Social, industrial and political restructuring programmes did not relate to 
regional issues. National economic policy was concerned with macroeconomic 
aspects and did not provide for the development of regions with the sole 
exception of focusing on regions with high ratios of unemployment growth. 
Central authorities did not -.:reate any regional development programmes, and 
still have not done so. Central Planning Agency (CUP) reports show that 
regional policy issues are to be resolved at voivodship, even communal level, 
territorial units which are too small and economically dependent to pursue 
regional policies on their own. Anothe~ barrier arises from the legal status 
of voivoJships - not being autonomous entities, like for exam)>le communes, 
votvodships are not freP. to implement policies. Furthermore, voivodships lack 
sufficiently experienced and educated executives and they do not have the 
methodological framework and the qualified planners necessary to prepare 
regional programmes. 

!/ A selection of regions is discussed in more detail in Part IV. 
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For an effective regional development policy, it would be necessary to 
aerge the present voivodships into a nmber of large regions which would be 
more likely to have the resources to deal vi th the nev challenge. But the 
question is not only whether the territorial division of the State should be 
changed or not. The real problems are rooted •uch deeper. The style of 
thinking and acting in the spheres of fundaaental issues of territorial 
organization of the State, society, and economy •ust be changed. SOile of the 
key elements of the process of future regional development in Poland will be 
discussed in the next section. 

1.2 Strengthening regional develol)llent 

Initial attempts at "demonopolization frOll above" have failed and the 
expectation that the break-up of large state firms or plants would occur by 
itself, bas not been fulfilled - except for domestic trade enterprises. Local 
resources and initiatives for investment and production have not yet been 
11e>bilized and the inflow of foreign investment is still relatively meagre. 
But there are signs that policy-makers understand hov essential 
decentralization is. The Polish Prime Minister J .IC. Bielecki emphasized {in 
an expose before Parliament in early 1991) that "contemporary Europe becomes 
increasingly a continent of autonomous regions, not of antagonistic states" 
and that "comunes and their unions (and as one can observe, the Government 
iself) realize the need to associate into larger autonomous territorial 
areas". Be suggested a tlivision of the Polish territory into 10 to 12 
regions, and introduction of ,. second level of local government, simUar to 
the poviaty which were dismembered in 1975, but with authentic self-governing 
powers. The Prime Minister also emphatically stressed the need to improve the 
investment conditions in Poland mentioning special economic zones as possible 
means to attract domestic and foreign investment to areas in danger of growing 
unemployment.~/ 

The concept of Poland's macrodivision into regions and their 
strengthening through participation in the economic and social decision-making 
of the co1Dltry was also raised by Mr. Lech Mazevski, the President of the 
Gdansk section of the Liberal-Dmocratic Congress. Of special interest are 
his proposald/ that the future P~lish regions establish economic links vi th 
their co1Dlterparts in Germany, t~e Scandinavian co1Dltries, the Baltic 
Republics, the Ukraine, Czechoslovakia, etc.II 

As far as the status of Poland's future regions is concerned, some people 
support the idea of self-governing regions (like in France), whereas others 
are more inclined to favour autonomous regions (like in Italy or in Spain). 
The Polish Government has recently established a working group to formulate 

~I See Expose J .IC. Bielecki ego w Sejmie (Prime Minister J .K. Bielecki' s 
expose in pRrliament). Rzeczpospolita daily, vol. 5 (2740), 7.1.1991; p. 
3. 

~I See "Pol-Landy". (Polish states). Gazeta W>rborcza daily, vol. 25(498), 
4.11.1991; pp. 10-11. A. Kuklinski in "Regional Dynamics", op. cit., p. 
155 and "Polskie wojewodztwo", op. cit., p. 32 suggests that seven 
macroregions can be identified in Poland: northern, northwestern, 
west-central, central, southeastern, southwestern and southern. 

11 See also "Polskie wojevodztwo" op. cit., pp. 5-6 and 153-155, which .1n1u 
ll.ll, describes the roles of regions in the EEC. 
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proposals on the territorial reorganization of the State that will eventually 
lead to regionalization. For a foreign observer, it is interesting to note 
that the llOSt active aeabers of this group coae !roa cities or regions that 
are already very well developed coapared to the Polish average. There is no 
doubt that the western and southwestern parts of the colDltry, already the 11e>st 
developed, will benefit far 11e>re froa the introduction of econoaic and 
political autonomy than the poorer eastern parts. This aight explain vhy the 
11e>re developed areas are generally aore active in discussions on 
regionalization. On the contrary, poorer voivodships, with no hopes of 
becoaing centres of the future regions, aay resist change for fear of becoaing 
the first victias of the increase in interregional and infra-regional 
disparities that regionalization could lead to.I/ Even the flow of foreign 
aid concentrates on towns like Gdansk, Poznan, ~altow, and the Upper Silesian 
region, where COllllUllication networks, industrial infrastructure and above all 
technical know-how provide the best guarantees for quick profits. 

It would appear that the debate on regionalization has so fa& 
concentrated 11e>re on foraal aspects such as the deliaitation of territorial 
bolDldaries than on real issues at stalte in any regionalization process, i.e. 
the division of competences between the govenment and the different levels of 
local governaent, and especially the economic implications of such a process. 
Efficient, well-structured institutions and financial resources are essential 
for a aodern COlllllDlications and service infrastructure, the creation of a 
qualified workforce and for building a capacity to generate new ventures using 
innovative technologies and organization and management technologies. Tbe!le 
are all basic elements in awakening the dormant growth potential (the fourth -
not always applicable - being a thorough assessment of the natur.al resource 
potential). The varying level of local and regional investments inherited 
from the partition and coamlDlist periods entails different financial 
requirements; regions have different economic functions and there are 
different levels of urbanization as well as other factors. The change from a 
centralized economy to a free market economy, from an economy based on heavy 
industry to one of higher technological and service standards, the shock 
therapy through which Polish agri~:;lture will inevitably have to go through, 
and the possible development of new industries like tourism,!/ are all 
elements which should be addressed by a regional economic policy capable of 
ensuring equal access of regions to public services enabling autonomous 
economic development. 

The main problem is that, unlike the budget of West European states after 
the War, the central budget of the Polish government lacks the capacity to act 
as efficiently as a redistributive agent. The lower-ranking territorial units 
have some capacity to generate funds locally, but this will often be 
insufficient for the task of dynamizing the economy. A vital exogenous 

I/ A good example is given by the voivodships of Siedlce and Opole who want 
to preserve their status of voivodships t~ avoid being integrated into a 
larger structure. See "Uchwala Rr. V/23/91 Sejmiku Samorzadowego 
WoJ••wodztwa Siedleckiego z dnia 20 lutego 1991", in Urzad Rady Ministrow, 
Biuletyn zespolu do opracowania koncepcJi zmian w organizac1i 
terytorialne1 parstwa, Ro. 2, April 1991, pp. 13-17. 

ii See the report published recently for the EC by a group of Irish experts 
under the supervision of Michael MacRulty on the potential development of 
the tourist industry in Poland. 
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factor, n-ely foreign investaent capital, is needed. Far froa "foreigners 
buying us out", direct foreign investaent in Poland (and even 11<>re portfolio 
investaent aade recently possible within the fr-evorlt of privatization) has 
so far failed to acquire real significance either in the various branches or 
the regions. PrOllOtion of foreign investaent has been liaited to the national 
scale ("invest in Poland"). Investaent incentives and information on 
investaent conditions have proved to be inadequate. Bence, the effectiveness 
and coverage of the pr0110tion~l efforts were limited. The list of preferred 
branches where foreign investaent was sought was alllOst all-embracing, 
including strangely enough those least attractive to the foreign 
investor. The promotion of investaent in specific branches or regions (e.g. 
"invest in Greater Poland") has not taken off at all although it would 
undoubtedly be far 11<>re effective. As a consequence, at no place, either on 
the national scale or in any branch or region, have ventures with foreign 
capital or foreign affiliates won any real weight and had an iapact on work 
discipline, aanageaent systems and procedures introducing technological and 
organizational innovations. 

A general precondition which will take a long tiae to establish is the 
transformation of the aentality shaped by decades of authoritarian government 
and centralized decision-making. In this context it aay be asked whether 
people identlfy, or have traditionally identified, with their localities 
and/or regions. Many scholars have pointed uut that Polish society is 
characterized by the absence of strong foci of identification between the 
faaily circle and the Ration in its abstract aeaning. Compared to other 
European countries, regional identity is quasi non-existent in contemporary 
Poland.ll/ This has a bearing on the two main approaches to regionalization 
in Poland. The first one proposes to reintroduce Poland's historical 
(prepartition) regions, to abolish the voivodships, and to return to the 
powiaty. It seems that according to adepts of this approach, the stimulation 
of regional identity consciousness by such a return to the past would spur 
local initiative because of the relationship pt:ople would see between their 
personal activity and the general welfare of the region they are historically 
attached to. The second approach considers it necessary that each future 
region be built around a big city, which would act as a development pole for 
the whole region, and provide a decision-making centre at the regional level. 
As recent developments have shown, the whole idea of regionalization is 
1Dlevenly appreciated within the Polish political class and in s'>ciety as a 
whole, and the process will certainly need much longer to be implemented than 
most people believe. 

In Western Europe Poland is admired for the breathtaking pace with which 
it has 1Dldertaken political and economic reform. The "return to Europe" acts 
1Dldisputably as a slogan in contemporary Polish society, but it does not have 
much more than a purely monetary and materialistic content so far. When it 
comes to arguments in favour of regionalization, the European model is 
mentioned most often without regard to its diversity and to the historical 
developments which have enabled the emergence of what is commonly called a 
"Europe of the regions". Regional reality in Western Europe is in fact the 
result of a long-lasting historical process, and the potential contribution of 
regionalization to overall economic prosperity in contemporary and future 
Poland should be carefully analysed before any irreversible decisions are 
taken in this field. 

lQ/ See Roman Szul, Spain-Yugoslavia-Poland. A Comparative Study of Space 
Economy, University of Warsaw, Institute of Space Economy, March 1987. 
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2. TBI ROLE OF SOCIAL Alm ECOLOGICAL CRITDll IB BGIOJW. DEVKLOPlllJIT.~/ 

iegionalisa (or localisa) can be defined as a llOVement or form of action 
which intends to maintain the individuality of a specific area. Far from 
being a conservative or reactionary feature which is merely a form of 
opposition to the globalizing tendencies often considered "a sign of the 
t:lae", they can be creative counterpart to such tendencies, mobilizing 
regional or local cultural, econ011ic and political forces. An area whicil 
loses its own vitality and individuality ceases to be a "home" to which its 
inhabitants are emotionally tied. The implications have so far been better 
understood by sociologists than by economists. But a loss of local vitality 
aay well be to the detriment of the national econ011Y. 

It is to be feared that an unfettered market 
gains are the aain motivation of the actors will 
necessary conditions for a region's individuality. 
natural envirollllent and social structure. 

econOllY where short-term 
do great damage to the 
These include a healthy 

The problem of preserving the natural environment is a serious one in 
Poland, where nearly every region has suffered badly under the previous 
industrialization model which paid very little attention to ecological 
criteria. While national legislation is essential for guaranteeing overall 
standards with regard to environmental protection, experience in many European 
co1Dltries and in Borthem America shows that there is an essential role for 
regional/local initiative here. Regional and local planning should provide a 
framework which can be used to prevent harmful investments (in terms of noise, 
waste, air pollution, etc.). Local eivic action is also required - as 
experience elsewhere shows - to ensure that the natural environment of an area 
is kept healthy or restored to health. 

Before the advent of the centrally planned economy, development in Poland 
was strongly characterized by the natural resources of the various areas. 
While the natural resources remained of great importance, central planning 
emphasized development focussing on certain branches, and reorganized regions 
accordingly. This has resulted in a disruption of regional economies and 
societies. The "fetish of production" came to dominate Polish society. 

The economic liberalization with its emphasis on foreign investment may 
result in a similar neglect of social and environmental factors, especially in 
those regions which have not yet managed to replace old structures and 
institutions with new ones representing local and regional interests. These 
regions will find it very difficult to negotiate for activities that will help 
to initiate a broad development process, being considered as mere reservoirs 
of cheap labour. In these cases, the central government should at least offer 
some support and guidance; at present there is no selection process with 
regard to investment at all. 

At the moment, it seems rather likely that Polish regions will attract 
assembly operations based on cheap labour in the electronics and mechanical 
industries more than industrial activities requiring well-qualified local 
labour and having a range of regional spin-offs. The consequence would be 
that a limited group r.f inhabitants would gain, in a purely financial sense 
only, and that the spin-off effects will be restricted to some expansion of 
local consumer spending (and an improvement of the locl tax base if we assume 
that the government is serious about increasing local financial autonomy). 

!/ Based on the contribution to the Workshop by Slawomir Gzell. 
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Bow can one aaxi•ize the benefits of new investments in a region? 
Financial benefits are of course important, but they are not enough. Here, 
the existence of strong institutions which can negotiate with investors on 
behalf of the regions acquires great importance: 

They should ensure that businesses are attracted that are willing to 
invest in technical infrastructure: c011mUDications and equipment to 
protect the environment. 

They should try to attract investors who initiate environmentally 
safe production processes. 

They should aim at enterprises which encourage a participatory 
attitude of the labour force, which take an interest in raising the 
skiH and knowledge of their workers, and which support the local 
c0111UD.ity in general. Partnership is the key word here. 

In the long run, it can be argued, such investments will be more 
effective for the development of a region than those merely providing a number 
of \Dlskilled jobs. Only if regions and investors can cooperate in this way 
will it be possible to attain the goal of a "polycentric territorial order" in 
Poland, a network made up of a variety of cultural, political and economic 
centres. 
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3. DGIOllAL DERLOFlllllT COIPOUTIOllS J.llD DI :t1311bJCJ.URDG OF DCIODL 
:IC09DllDS 

3.1 An approac:h to regional devtlOl!llent!' 

In Poland, the tranaition to aarltet economy will obviously not come by 
itself. The aain features of the aarket system - a 11\lltiplicity of competing 
economic actor•, investaent decisions by private entrepreneurs - entirely 
contradj ct the features established in unufacturing IJlCl services in the 
abandoned centralist system. In order to effectively replace the inefficient 
aechanisas still prevailing in actual economic i>ractice, it is indispensable 
to pr01110te local entrepreneurship and to creale favourable ~onditions for its 
development. For this purpose, efficient locel IJlCl regional development 
institutions are needed. A. l:uklinski suggests that "local development has 
always been ara art of integrating spontaneous activity and aechanisas of 
guided c!iange" and that the renaissance of focally-based development 11\lSt be 
seen as the start of a long-tera trend.l/ This underlines the iaportance of 
such develo1111ent inatitutions. 

In this context, the c:>ncept of regional dr.velo1111ent corporationsll 
acquire special interest for a country like Poland. Such institutions would 
pool the resources, activities and aotivation of various "agents of growth", 
i.e. representatives of authorities, enterprises and their associations, 
foreign investors and their 6rganizations, llGOs and IGOs, independent 
economists and policy-makers. The basic goal 6f such institutions would 
consist in proaoting econ011ic activity by bring together d011estic and foreign 
entities. The duties of thE corporation would consequently focus on the 
identification and presentation of develo1111ent opportunities in the region. 
Their functioning aight be tested first on selected territorial units -
chosen, h~vever, neither aaongst those aost pri•itive and "flrgotten" regions, 
nor aaong those struggling with aost severe industrial and ecological problems. 

The establishllent of regional development corporations could have a aajor 
iapact on the transfol'llltion of production structures in Poland. These 
structures have not, so far, undergone significant modification despite 
profound systematic changes 1Dldervay as of 1989. The main cause of this was 
the econoaic recession which has tended to inhibit structural adjustaents, 
especially through new investment. Regional development corporations would be 
able to stiaulate economic growth and thus restructuring both in terms of 
output mix and structure of industries and other sectors, especially 
services. They would also proaote new ventures which would contribute to the 
structural change. Their importance is accentuated by the fact that 
restructuring of the State and transfol'llltion of the society (in Poland) into 
a "competitive society" - as A. Kuklinski points out - is unthinkable without 
territorial restructuring and reverting to the big voivodshipJ/ where new 
and innovative institutions will certainly be required. 

!/ Baaed on the contribution to the Workshop by Marian Geidner and Jan 
Woroniecki. 

l/ See "Globality versus Locality", op. cit., pp. 216 and 223-225. 

11 See Kuklinski, Antoni. "Regional Development Corporations. An Idea for 
Central and Eastern Europe", Geojournal vol. 23, Bo. 3, March 1991, p. 
288. 

11 See "Polskie vojewodztwo", op. cit., pp. 5-6 and 31. 
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3.2 the c~aracter, 
Corporations.!! 

structure 

- 58 -

and tasks Of Redonal Develop;.;ent 

For regional development corporations to operate effectively, their 
character and perforaance conditions should be clearly stated. This is an 
issue where there are 110re questions than answers. Here are soae of theta. 

(a) First of all, there is the question of the institutional character 
of regional development corporations. The foraal institutionalisation of IDCs 
is a necessary condition of their operation. It supplies the routine in 
economic activity authorized by law or custom and observed for fear of 
sanctions, also of an extra-economic nature.11 The problem is, how far 
legal institutionalisation should go, and whether existing rules will suffice 
to handle the aatter. There is also a risk of •over-institQtionalising• RDCs, 
which aay restrict their operational flexibility. 

(b) Of key iaportance is the question of vho should be involved in the 
corporations and the kinds of activity the latter should pursue. According to 
Woroniecki,!/ the eligible participants are: •representatives of local 
authorities, enterprises and their associations (including local 
representatives, of the Rational Chuber of EconOllY, foundations and other 
existing business associations), foreign investors and their organizations, 
foreign, hoae or international finlS and banks, intergovernaental and 
non-governaental organizations, and fi~ally, leading econ011ists and 
politicians•. 

The proposed cOllposition of the corporations raises the question whether 
it is not too broad, giving them a "syndicalist" character. In a narrower 
definition the subjects could pri .. rily be enterprises, while corporations 
the11&elvea would be joint stock coapanies. With regard to f1Dlding, a system 
of tax-deductible contributions could also be thought of. In a soaevhat wider 
penpective, local authorities could think of levying a surtax designed to 
assist the corporation in its prOllOtion activities. Foreign assistance funds 
•ight also be .. de available. Services would be rendered on a C01mercial 
basis. 

Closely related with the issue of participation is the issue of the scope 
and mode of RDC operations. According to Kuklinski,~/ they should engage in 

!/ Revised version of the contribution to the Workshop by Zbyszko Chojnicki, 
with additional notes from the contributions by Bohdan Grucbllan, Tadusz 
lt&rkovski and Marian Geldner/Jan Woroniacki. 

11 Balicki, W., "Liberalizacja i limitacja", (Liberalization and 
limitation), in: Buczkowski, P., Cichocki, I. (eds), Podl!iotowosc; 
mozlivosc. rze~zyvistosc. konieczuosc, Poznan: RAl:OM, 1989, p. 301. 

!/ Woroniecki, J., "0 korporacjacb rozvoju regionalnego" (Of regional 
development corporations), in: Restru)tturvzacia redonov 1ako problem 
ysoolpracy europe 11kie 1, Vol. 1, Studia Regionalne i Lokalne 1 ( 34), 
1991, War1zava: Buropejski In1tytut lozvoju Regionalnego i Loicalnego UW, 
p. 17. 

~I JCuJtlintki, A. "ICorporacje rozvoju regionalnego. Idea 
Srodkovo-Wschodniej" (Regional development corporations. 
Central-Eastern Europe), in: Restrukturyzac1a regionoy 
yspolpracy europeiakie, op. cit., p. 10. 

dla Europy 
An idea for 
1ako problem 
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activities "which would integrate the operation of local and foreign firms" 
and "the operation of the public and private sectors, and especially the 
activities of regional governments". Woronieclti~/ wants them to engage 
priaarily in "the promotion of economic activity in the area within the 
coapetence of a corporation, with the participation of home, foreign and 
aixed-property subjects". The doubt that arises at this point is whether this 
scope is not too narrow, excluding RDCs from banking and condueting other 
economic activities (production, services) on their own acco\Dlt. 

The aodi operandi of the corporations might consist in holding regular 
aeetings of all aeabers, and/or of an executive co1mittee to examine prospects 
and conditions for investment and business activities in the region, incoming 
offers and enquiries from within the region, and establishing channels of 
coammication, business contacts including visits in and from the region in 
question, etc. The corporations should be entitled to seek external 
assistance and foreign expert advice, especially in the "probation period". 
Foreign vol\Dlteers serving in the corporations may be sought. Ad hoc expert 
groups may also prove useful, to cope with specialized tasks that the 
corporation aay identify as worth exploring and pursuing with local and 
foreign businessmen or bankers. 

In case of larger regions where the corporations are being formed it may 
be purposeful to recur to the networking principle, i.e. to select localities 
where local agencies may be formed drawing from the most dynamic people 
available who have a stake in their co11111\Dlity's future. 

(c) The next question, supplementing the previous one, concerns the role 
of RDCs in changing the regional economies. This restructuring role is 
strongly emphasized by Kuklinski,Z/ being a central issue in building a 
market economy. 

When discussing this role of RDCs, we should first of all consider the 
ways in which they can affect the processes of restructuring. This can be 
done on three levels: (1) the building of regional restructuring programmes, 
(2) the building of confidence, especially among foreign investors, and (3) 
the creation of "indus~rial incubators". By analogy to Porter's concept of 
co.mpetitive advantage of nations,1/ regional restructuring should be based 
on the analysis of the competitive advantage of regions, both at the Polish 
and the European scale. The analysis should be followed by working out an 
appropriate strategy of the development of selected regions. The processes of 
economic, especially industrial, restructuring should then aim at introducing 
a new technological-organizational model of economic development, called 

~I Woroniecki, J., op. cit., p. 17. 

11 Kuklinski, A., "Restrukturyzacja polskich regionow jako problem 
wspolpracy europejskiej" (Restructuring of Polish regions as a problem in 
European cooperation), in: Restruktueyzac1a redonow 1ako oroblem 
wspolpracY europe1skie1, op. cit., p. 325. 

II Porter, M.E., Tbe competitive advantage of nations, London, 1990, 
Macmillan. 
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post-Fordisa, that is being followed in highly developed co1Dltries .'1/ This 
would allow Poland to avoid duplicating the long way that those co1Dltrits have 
COile, and to narrow the gap that divides it from them. 

In this context, the RDCs may (and should be) entitled to create trust 
f1Dlds of aembers or non-members to finance promotion activities, improve and 
develop business infrastructure and assist new ventures in their first steps. 
In the field of environmental protection, corporations could serve as a focal 
point and finance protection measures of local entrepreneurs (perhaps with the 
encouragement of the central administration and the State Inspection for 
Environmental Control as well as local ecological RGOs). It would be the 
corporations' responsibility to avoid the introduction into the region of 
environmentally harmful activities or technologies; to this end, they may 
establish teams of local experts. 

Gradually, the corporations may also take up forthcoming debt conversions 
on the regional level in p"rticular debt-for-equity swaps as an element cf 
privatization packages, and debt-for-infrastructure or debt-for-education 
(including ecological management etc.) swaps. 

Finally, it should be remembered that the development dynamics of a 
national as well as a regional economy, depend on the expansion of the export 
sector and the degree of import penetration. Such interrelationships should 
be fully taken into acco1Dlt by the RDCs in pursuing the promotion of export 
expansion of the region. 

(d) Where should the corporations be organized first? Naturally, this 
question defies an answer - everywhere, or wherever possible. However, 
putting the concept of RDCs successfully into practice depends heavily on the 
choice of a proper region (or regions) that would serve as a kir.d of testing 
ground. The division of regions proposed by Kuklinski!Q/ - iunovative 
regions, adapting regions and Skansen regions (see also Part 1, Chapter 1) -
provides good criteria for the choice. Innovative regions are as yet absent 
in Poland (and might not need an RDC), but Wielkopolska (Poznan region) meets 
the conditions for adapting regions which, in the words of Kuklinski,ll/ "in 
due time are able to make use of the mechanism of innovation diffusion and 
create those conditions for activity and such economic, social and political 
potential which will secure tham a long existence on the dynamic scene of the 
world economy". 

Would there be a case for using problem areas as a testing ground for 
RDCs? Their problems are not only a consequence of a bacltv1trd industrial 
structure but also of an overlappin& of competences and interests of local and 
regional authorities which can have a paralyzing influence in individual 
cases. Here, the staff of the RDC can gather valu&ble experience in the field 
of management and planning strategies with a "waste case scenario". 

')./ Jaloviecki, B., "Rove przestrzenie produkcji jako czynnik rozwoju 
regionalnego i lokalraego" (Nev production spaces as a factor 1n regional 
and local development), in: ... R .... e=s ..... t.=..r ... uk ....... tu ........ rv ... z ... a ... c ... _1a...__.r._e .... & ... i._o...,n .... o.,.w..___1a ... k._o...._ ..... D ... ;' ... o ... b ... l .... e ..... m 
wspolpracy europe1skie1, op. cit., p. 215. 

12/ Kuklinski, A., "Restrukturyzacja polskic.h 
wspolpracy europejsk!ej", op. cit., p. 320. 

regionow jako problem 

11/ Ibid., p. 321. 
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Once an effective basic model for RDCs in the Polish context has been 
established, it could be adapted to the specific needs of individual regions. 
In regions ¥here institution-building is already advancing, R.DCs might focus 
more on coordinating various activities already undertaken by different 
parties. Such coordination would guide efforts to areas still untouched by 
local initiathes (there could e.g. still be a great need to develop venture 
capital ant! seed money institutions for new start-ups). Naturally, such 
coordination would be entirely different in nature from that exercised by 
central and regional authorities in the past. 

An entirely diff~rent task would await the RDC in regions (or subregions) 
without llUch drive towards institution-building. The main reason could well 
be a lack of entrepreneurial climate. In such a region RDCs would have to 
focus their attention on helping to develop entrepreneurship. Two lines of 
action would be needed: development of education and training institutions 
and establishment of seed-cayital facilities. 

To stimulate structural change and development in other countries as well 
and to strengthen the potential for interregional cooperation among different 
countries, it might be worthwhile to consider adapting the concept of regional 
development corporations to other European countries, in particular to other 
post-Connunist states on their way to a market economy. 
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4. KSTilLISBDC BGIODL DKYBLCPlllll!' CORl'OllTIOllS IW UST-CDTUL IUJlOPB: 
SOllB PRACTICAL COllSIDllATIOllS~/ 

4.1 Introduction 

This chapter aims at providing a systematic overview of some of the more 
practical remarks made during the Workshop discussions and suggesting a few 
answers to the question countries of East Central Europe may face in the 
nearest future: what concrete steps should be talten before establishing an 
RDC? For analytical reasons, it seems appropriate to consider three 
successive phases, although it is most probable that they will intertwined 
when coming to actual practice. These phases are: 

Definition of a consistent regicnal policy; 

Definition of objectives; 

Conceptualization. 

4.2 Definition of a consistent regional policy 

As RDCs in East Central Europe will most probably be financed - at least 
initially - by the central budget, it is important that decisions in this 
field be taken according to a clearly defined regional policy at the national 
level. One of the tasks ahead for Poland, and for other Eastern and Central 
European countries alike, is therefore to formulate an overall framework for 
regional development. 

In countries E!Xileriencing such extensive and dramatic changes, this might 
not seem a priority compared to other tasks society is faced with. On the 
other hand, governmer.ts cannot bypass explicit formulations of their overall 
regional policy befoce allocating means to specific regions at the expense of 
others. Only s~ch transparency can reRpond to eventual criticism of 
governmental favouritism or partiality which is bound to arise in colDltries 
where the State is U"lable to provide means to everyone. In the case of pilot 
corporations in Poland, it is of utmost importance that central authorities be 
able to give lDlequivocal explanations for the choice of the regions where such 
experimental projects will be set up. 

What is even more important, and certainly more difficult, is to achieve 
political consensus on the general purposes and aims of regional policy. 
During the Workshop, two main approaches were mentioned: the global approach 
and the social approach. 

According to the glcbal approach, priority should be given to the 
development of those regions capable of being compet{tive on the international 
level. Regional policy is seen therefore as a means of promoting overall 
national competitiveness with~ut taking into account the tremendous increase 
in interregional diqparities that this may imply. In countries whPre 
democratic legiti~acy is so fragile, and where societies' material aspiraLlons 
have been frustrateu for so long, such a Darwinist approach could eventually 
lead to social unrest. 

!/ Revised version of the contribution to the W~rksh~~ by Oliver Freeman. 
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A good example of the social approach is the Irish Regional Development 
Divi!.ion. This governmental body designed a policy aiming at stimulating 
ecor.omic activity in the poorer western regions of the Republic of Ireland. 
In regional policies in Western Europe, the social approach has been adopt~d 
by most West European co\Dltries since the end of the war, and although its 
efficiency see111s to be decreasing, it certainly managed to reduce 
interregional disparities in the past. It must be added however that this was 
done at a time when economic prosperity enabled goveI'I'..ments to implement such 
policies without damaging too much their international competitiveness. 
Supranational policies, like those of the EC for example, also contributed to 
diminishing interregional disparities without compromising the competitiveness 
of Western Europe as a whole. 

Contemporary Poland has neither the political means to adopt the global 
approach, nor the financial capacity to opt for the social approach. It must 
therefore d~sign an intermediary solution capable of avoiding such staggering 
differences in terms of wealth as those encountered in ~atin America. But at 
the same time, it must be able to satisfy social aspirations to welfare 
enhanced by daily co~parisons with West European neighbouring countries. 
Although such questions could lead to important conflicts within the political 
class, they should not be underrated, as it is most often ~asier to solve such 
problems among poll ticians and government officials than to placate feelings 
of social injustice. The information gap between top and bottom, between 
government and society, is one of the critical problems in contemporary 
Poland. Providing information to potential foreign investors must therefore 
be accompanied by appropriate information of society as a whole. 

4.3 Definition of obiectives 

An RDC can be assigned quite a wide range of objectives. These vary 
according to the priorities set by the government's regional policy, the 
specific needs of th~ region concerned, and the means allocated to the 
corporation. Several participants in the Workshop gave examples of RDCs 
specially designed to fulfill precise tasks such as: 

Promotion: A good example is the Office of ~he Adviser for 
Industrial and Commercial Promotion in the canton of Neuchatel, as 
discussed in Part II, Chapte~ 3. The success of this Office can be 
explained by its flexible organization and recourse to modern 
marketing techniques. Emphasis is placed here on a pure business 
relationship with potential investors. Such RDC~ aim at convincing 
firms of the advantages of settling down in the region. The "art" 
of public relations, perfect knowledge of administrative matters, 
strong governmental backing, and finally a solid network of reliable 
collaboratorf:, are the main ingredients explaining the success of 
such an institution. 

Fea:iibility studies: RDCs specializing in feasibility studies will 
in ma~y cases need more technical expertise than those concentrating 
on promotion. Feasibility studies must analyse not or.ly the 
technical and economic possibilities open to investors, but also the 
social and ecological consequences of proposed investments. In 
Western Europe, many firms, private and public alike, specialize in 
t~is second dimension, which is more and more commonly referred to 
as "impact analysis". 

Consulting: In Poland consulting firms are aprouting like 
mushrooms, and many of them are undoubtably drawing substantial 
profits from the disarray of many public institutions in the face of 
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the tremendous changes. For a RDC to be able to compete with these 
private companies, it must be able to attract specialists by 
offering them a good basic salary, which could be partly related to 
perfol'llance. 

In economies characterized by imperfect competition, leaving 
consulting work entirely in the hands of the private sector may only 
create new monopolies of knowledge (and consequently of power) which 
will lead to excessive prices for services. An RDC which would take 
up consulting work could help to speed up competition within the 
private sector itself, and accelerate transfers of infol'llation and 
know-how to all levels of society. It could for example provide 
"consultancy on consultancy" to assist potential investors in their 
searches. In this case it would act as an information broker, 
providing addresses and data on specializations, competences, and 
prices offered by consulting firms, research institutes, and other 
public and private institutions. The RDC would in no case influence 
the final choice of the investor, but limit its function to 
providing him with a real choice between different partners, and 
therefore let the law of supply and demand play its regulating role. 

Complete isolation of such RDCs from their private counterparts 
should houever be avoided. Too much is sometimes expected of the 
separatlon of public and private sectors in Poland. Although 
competition stimulates initiative and tends to lower prices, it 
cannot be a solution to everything. Cooperation between the sectors 
has been (and is) of essential importance in the developed market 
economies. 

4.4 Conceptualization 

This is one of the most important phases in the setting up of a RDC. 
Conceptualization here means finding answers to the quP.stion: what has the 
region to offer to a potential i·.nvestor? The general philosophy here is to 
consider the relationship between th1a region and the investor as a business 
relationship: a "deal" can be st:uck only when both partners are convinced 
that it is to their advantage. Th~ RDC should therefore show a dynamic and 
positive attitude, and not, as happens quite often in contemporary Poland, 
j•Jst wait for money to "fall from heaven". Such a stance can be 
counter-productive. Foreign investors also require good quality guidance in 
their search for investment opportunities. What is most important is to prove 
that the guidance offered is the result of a solid preliminary assessment, and 
not simply deduced from superficial analyses. As we have seen during the 
Workshop, such preparatory work can encompass the following activities: 

Assessment of comparative advantages: Each region has a certain 
amount of advantages compared to others. A foreign company does not 
look just for any location, but for a place with specific qualities 
of the economic, social, political, and natural environment. To be 
a~le to market the region, it io therefore necessary to assess these 
advantages beforehand, so as to be able to present them, if 
necessary, during preliminary talks with any po~ential investor. 
The RDC should define strong and weak points, and try to identify 
other regions it may have to comp!.ete with. During the seminar, 
quite a few examples were given. A number of these Polish regions 
arc presenc~~ in Part IV. 
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It should be stressed that low labour costs by themselves do not 
guarantee profitability. Anyw11.y, the increasing convertibility of 
the zloty, and drastic changes in Polish monetary policy, have 
already greatly reduced the differences in labour costs between 
Poland and Western Europe that prevailed before. These differences 
will probably even out in the future. Long-term investments and 
regional development projects should therefore be based on more 
structural factors. It is essential that the Polish economy, if it 
wants to be internationally competitive, should substitute the 
approach stressing quantity inherited from the former regime with 
one that gives priority to the quality of the goods, labour, and 
services it is able to provide. As shown by the difficulties 
encountered by many "post-coaaunist" firms in Poland, such a radical 
transformation of economic "mentality" is a slow process as it 
impliea a complete change in the value given by society in general 
to discipline, mobility, and competition. Economic reform not only 
calls for institutional innovation, but also requires cultural 
change. 

Definition of priorities in the development of the region: Regions 
in Poland differ by the quality of c0Dm1unication networks, the level 
of unemployment, the access to raw materials, the proximity to 
international markets, etc. An RDC must therefore define the 
development priorities of the region it aims to work in. Transport 
infrastructure should have high priority. It will be difficult to 
attract foreign firms if the transportation system is insufficient. 
In such a case, the corporation should target firms for whom the 
comparative disadvantage due to poor coamnmication counts less than 
other comparative advantages of the region, or it might target 
companies specializing in the development of transportation 
systems. Finally, the rise of unemployment in many peripheral 
regions of Poland pleads for a strategy aiming at securing as many 
jobs as possible. This means adapting 2ducation and training, and 
concentrating on those fields in which direct and indirect 
employment effects are most evident. 

Definition of means: An RDC should be run like a c0Dm1e~~ial venture 
rather than a public administration, as flexibility and adaptability 
are so crucial to its efficiency. Bureacratic procedures must be 
avoided in all cases as they inevitably reduce performance. The 
objectives set by an RDC must be adapted to the means at its 
disposal. Public funds are limited. To attract the appropriate 
staff, however, salaries must be competitive with those offered in 
private companies. One way to solve that problem is to offer a good 
basic salary while the rest is related to performance like in the 
canton of Neuchatel. Part of the costs can be recouped by charging 
a fee for serYices provided to enterprises. The legal status of the 
RDC should in short be carefully thought out so as to allow such an 
efficient mix of private management techniques and public funding. 

The RDC should also know precisely what it is legally entitled to 
propose to the investor. Close cooperation with local and regional 
authorities is necessary when it comes, for example, to offering 
tax-breaks or other legal arrangements. Monit~ring the 
decision-making process at the national level could also help 
forecast changes in the autonomy given to local government, and 
provide information on the possible modification an investor may be 
interested in. The "rules of the game" should be clear to all the 
actors implicated in the process of regional development. 
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Definition of a marketing strategy: again, a number of good points 
are made in the chapter on Beuchitel. It must be stressed however 
that an efficient marketing strategy can be defined adequately only 
after the stages mentioned above have been reached. Only when an 
RDC fits into an overall regional policy at the national level and 
its priorities and objectives are clear, can one devise a 
appropriate marketing strategy. 

Begotiation: Although the previous stages are all very important, 
the negotiation phase can prove to be the most crucial, as it is 
precisely at that moment that an RDC meets the investor for the 
first time. There is no need to underline the importance first 
impressions always leave. Before the meeting, the RDC should try to 
obtain as much information as possible on the potential investor, on 
the questions that may arise, and on the answers to be given. 
Perfect knowledge of the general environment and the ability to 
respond very quickly to all kinds of situations will prove that the 
RDC is a serious partner. The "single-desk" approach, as shown in 
the case of Beuchitel, enables the development of personal contacts 
which, although being subjective by definition, are often the 
trigger to an investor's choice. 

4.5 Conclusion 

It is important to underline the fact that an RDC is only part of the 
multitude of various public and private institutions contributing to the 
economic development of a region. It has to fit into a global environment 
without trying to monopolize power and sources of finance. In Western Europe 
there are hundreds of institutions with different names which contribute to 
regional economic development each in a specific way and according to 
different institutional models. Before setting up such an institution, it is 
th2refore important to have an exhaustive overview of the situation. To be 
really efficient, an RDC should avoid overlapping and concentrate on filling 
gaps within the already existing institutional network. 

An RDC should also try to show how regional development can be stimulated 
not only by external transfers from the government budget or from foreign 
partners, but also by endogenous resource mobilization and innovation. When 
looking at what is happening in contemporary Poland, one has the feeling that 
many people rely too heavily on assistance from the government or fron: the 
West. Since the collapse of real socialism, there j s no evidence that the 
West is prepared to develop a new Marshall plan for EastErn and Central 
Europe. This seems even less probable if one takes into account the recession 
ml'.'st western economies are going through. Most governmental programmes of 
assistance to East and Central Europe appear in fact t~ be indirect subsidies 
to Western economies in crisis. The hopes of a "trickle-down effect" most be 
replaced by activation of the "bubbling-up effect". 

The formidable task awaiting Polish and t:ast European societies is not 
only to change rad •.cally their way of thinking - to substitute the mentality 
of dependence inher:ted from the former regime with one characterizea by more 
confidence in the se.'f-development of society as a whcle - but also to convert 
Western countries• short-term views into pclicies more compatible with the 
idea of a stabilized New Europe in the year 2000. 
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1. BEV DIDCTIOllS D IllDOSTRliL DBVBLOPlllllT: THE ll&LBOU: MCAROBI PLOT 
CASE!/ 

1.1 Genesis of the pro1ect 

(a) Jhe entrepreneur: 

European Institute of Business .Adainistration, 118.A, ex-banlt 
1181lager, industrial, audit, •inisterial and international 
experience (France, Greece, Italy, Germany, England). 

His aim was: 

- To set up his own cOllpany; 

- To set an example of successful return to Poland of sOllebody 
who has a link with the country; 

- To implement a new venture by starting from scrap in the 
industrial sector where capital needs are heavY; 

- To settle in Poland. 

(b) Why Poland? 

Family links; 

Historical rebirth of the country; 

Market size; 

Strong international financial support; 

Significant industrial tradition. 

(c) Why macaroni? 

Good market prospects. Poor existing production. 
cannot cover 100 per cent of the market; 

Importii 

Highly mechanized production process and simple inventory 
management; 

Ro risk of raw material shortages; 

Profitability does not depend on low labour costs; 

Good local product know-how. 

1.2 Tbe implementation 

(a) Tbe strategy: 

Industrial strategy starts at a national level with a 
well-targeted investment plan. Develop a long-term strategy in 
cooperation with financial institutions and the Government. Do 
not rely on short-term profits in an industrial project. 

!I Reviaed veraion of the contribution to the Workshop by Michel Marbot. 
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Create a corporation with its decision-making centre in Poland 
but with well-established long-term links with France and Italy 
(Carlone, leading Italian pasta producer, Veronelli, best 
Italian food and beverages specialist, and Credit Lyonnais 
joined the project}. The company is thus forced to function 
according to international standards, and the entrepreneur, 
with his European experience, avoids a risk of 
provincialisation. 

(b} The choice of Malbork: 

The Malbork plant was visited by several potential buyers who 
declined due to: obsolete machinery, shortage of factory 
buildings and lack of product diversification. But for a new 
entrepreneur this rendered the acquisition possible. Moreover, 
the quality of the management, the size of the land (possible 
extension of the factory}, the market share (though declining 
drastically}, the tradition (best in Poland} provided a basis 
for success and the otherwise inevitable decline of the company 
was prevented. A new strategy could be implemented. 

The Elblag region where the plant is located is close to the 
port of Gdansk and well connected to Warsaw, Germany, Russia 
and the Baltic States. 

The deeper the roots, the stronger the position; therefore, the 
regional approach is logical for an entrepreneur with a 
long-term vision. There is a better chance to build a specific 
"company spirit" in a regional environment. 

(c} Result: 

Many difficulties at the preparatory stage due to lack of 
precedents (this was the first full privatization in Poland} 
and of experience among local authorities. But good sense has 
prevailed and the investment plan was accepted. 

The company recovered very rapidly once the privatization was 
completed, with a return to growth and profits despite the 
doubling of labour costs. An amount of US$ 15 million was 
invested and 325 jobs saved. In the meantime, the first 
company of the city of Malbork went bankrupt. 

1.3 Conclusion 

The Malbork macaroni plant has not or.ly saved but also created jobs. 
Considering the enormous needs of her market, Poland could be entering a time 
of full employment, like Western Europe in the 1950s and 1960s. But Polish 
companies will need financial and marketing expertise and new owners/managers 
capable of formulating and implementing a long-term stragety. Moreover, there 
is a neP.d for rapid implementation of the privatisation process, the 
settlement of property disputes and an application at a regional level of the 
state industrial strategy. 

Building on dormant local traditions can help to make ventures 
successful. Nowadays, technology and development can spread easily. But 
traditionR still take years to be built, and represent a reservoir of know-how 
and creativity which can be tapped by the right choice of activities. 
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Other factors needed for a successful re-orientation of Polish industry 
include: 

A coherent industrial strategy at the national and regional level; 

A continued, consistent privatisation policy; 

International cooperation. 

A .. rket economy does not exclude a strong state intervention through 
investment incentives in the frame of an industrial and regional policy. 
Japan and Western Europe serve as examples of efficient connections between 
the State, the banks and the private industry. 

Privatisation and international cooperation constitute significant 
investment incentives for private industry at regional levels, provided the 
State and local authorities finance their ovn current budgets through a modern 
fiscal policy and not through the benefits derived from privatisation. 

With regard to international cooperation there is a special element that 
should be mentioned: Poland has a diaspora of 15 million individuals, many of 
them highly qualified, all aro1Dld the world. The return of many of these 
people is expected. They should be given the chance to create, at a regional 
level, the new international entrepreneurship Poland badly needs. 
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2. COIW&IITIO. ..... CIPALl1'Y 2000•: BlClGltOUIW9 DBRLOFWWWIS 9 

PDSPBC'tlus!/ 

The idea of the "llunicipality 2000" coapetition was born in 1984. in the 
Institute of Space lconoay at the University of Warsaw. when Professor Anto1 l 

~uklinski first presented his seminal thesis that local COllllUllities in Poland 
had a "donNDt potential" for development. A research project was 
subsequently drafted and state grants obtained to finance a series of studies 
lcnovn under joint title "Regional Develoi-ent Local Develo19ent 
Territorial Self-Governaent•. As a result. a wealth of interesting aaterial 
was collected corroborating Prof. ~uklinski's diagnosis. After 1989 9 when the 
political transformations threw the door open to aarket reforas and opened the 
economy to Europe, Western business, finance and consulting firms began to 
probe for potential business deals in Poland. One serious obstacle was lack 
of reliable information on the conditions of doing business iu the country, 
especially on the econoaic health and new laws regulating business ar·-tvity of 
foreign agents. Efforts to provide such data are now being made, M&ainly by 
big aanufacturers hoping to attract large investments. though with varying and 
usually rather llOdest success. 

The new economic system in Poland offers greater opportunities for small 
businesses. At the same time these face the troublesome and time-consuming 
task of seeking and establishing business contacts. Municipalities and small 
tovns. which have won the right to make independent economic decisions and act 
on their ovn after 1989. face a similar situation. While a situation in which 
independent 11UDicipalities must fend for themselves is becoming normal, it has 
its darker sides. One negative aspect is that in a period of economic 
restructuring. recession and inflation, new business opportunities are rather 
hard to come by. Development prospects on the home market will remain 
limited. at least in the short to medium term except for the most powerful 
part of the business co111DUDity operating inside state-backed industries. 
Should the rest, including medium and small sized firms rely on economic 
"charity"? 

The competition "Municipality 2000" announced at the end of 1990 is an 
attempt to surmount these difficulties. Its underlying idea is to promote the 
top and mid-range firms. The idea was to establish business contacts with 
foreign firms, especially in municipalities vigorously and creatively pursuing 
their economic visions and already boasting some success. The other group of 
potential participants were municipalities (with up to 50,000 inhabitants) 
with attractive investment potential in the form of, for example, developed 
real estate, surplus p.roducti ve capacity etc. , which is not used due to 
economic crisis. The third group of potential participants were the 
municipalities where power went to new elites full of new ideas and determined 
to rally their population behind their economic initiatives. 

In other words, the aim of the competition was to promote among Polish 
local authorities the ability of "speaking the market language", a skill 
presently badly lacking in Poland. Moreover, it wan assumed that the 
competition would result in an inventory of existing fac:ilities ready to be 
used by foreign investors. 

!I Revised version of the contribution to the Workshop by Jerzy Pavel 
Gieorgica/Grzegorz Gorzelak. 
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Regrettably there ure no llllllicipalities in Poland which could be called 
pioneering on vorld scale but which are as yet unknown in international 
business circles. But there are municipalities representing the adaptative 
type; they survived comaunisa and are no less ready to adapt to the aarket 
econQllY by adapting state-of-the-art technological innovations and management 
skills. Precisely these aunicipalities were targetted by the competition. It 
was assm.ed that while such 11U11icipalities would not by any •eans represent a 
aajority there were enough of thea to let the whole endeavodr be a success, if 
only in the form of an encourageaent. We did not use the competition to 
create the iapression that 11U11icipalities already in decline would become the 
recipient of .. ssive flows of finance. Instead we have focussed on the 
leading and llOSt promising areas capable of attracting the interest of foreign 
capital on their own or needing only aarginal support, and the winners were 
promised only one thing - our help in establishing foreign bushless contacts 
by slotting thea into the international flow of information, publicising their 
investaent profiles. 

With such general guidelines we set about the competition itself. Our 
first llOVe was to attract respected figures from the government and interested 
ministries, policy-makers, economists, the press and non-governmental agencies 
such as the Foundation in Support of Local Democracy. The Foundation has 
supported the competition by joining it with a programme sponsored by the 
C01mission of the EC, "Municipal Development and Training in Poland", managed 
on behalf of the Polish Government by the International Union of Local 
Authoriti~s in The Hague. 

Information about the competition was published twice in "Gazeta i 
lfowoczesnosc" and invitations for participation were sent directly to those 
lllDlicipalities which fulfilled the conditions of the competition. The 
municipalities were expected to provide a description of their potential 
before 28 February 1991. They were asked to provide the following information: 

Population: age, education, employment structure; 

Economic structure by sector; 

Technical and social infrastructure; 

Local budget: revenues and expenditure; 

Development projections; 

Quality of environment; 

Leisure facilities; 

Attitude of local authorities towards foreign investment and 
provisions they are willing to make to promote small- and medium
sized business of foreign origin. 

Foreign experts (a town marketing manager and a promoter of new 
investment) were invited to become the International Jury members. They have 
taken part in the following activities: 

Elaborating the evaluation criteria system; 

Evaluation of the municipalities; 

Promotion of winning contestants on foreign markets. 
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Additionally. invitations to participate in the ce>11petition were sent to 
nearly 100 aunicipalities which in the past won prizes in the Rational 
Ce>11petition in EconQllY and Management. and town authorities which had in the 
past been positively reviewed by the European Institute of Regional and L~cal 
Development. At the begiiming of 1991. information about the competition was 
distributed to all other municipalities in Poland. 

The response to the competition was good. Representatives frOll a large 
nU11ber of 11unicipalities shoved great interest in the conditions of the 
c011petition. The European Institute of Regional and Local Development 
supplied them with literature on regional aspects of economic development and 
also ga~e advice and provided additional information. The interest that the 
ce>11petition generated soon drained our budget and additional personnel was 
needed. 

The following criteria were adopted for evaluating the municipalities' 
investment profiles: 

1. Oualitv of presentation (up to 30 points in total. each subcategory 
up to 6 points): 

Comprehensiveness (does the profile cover all points specified in 
the competition announcement, is the information sufficient); 

Clarity and visual quah •y (is the presentation clear, how is the 
layout of the profile. does the profile contain maps and pictures); 

Credibility (is the presentation internally consistent, do the 
proposed investments match the features of the municipality); 

Market orientation (does the profile show an awareness of mi..:-ket 
rules and requirements); 

Responding to community needs (does the presentation 
specification of the community needs and objectives, 
proposed types of investment in congruence with these). 

contain 
are the 

2. Quality of investment opportunities (up to 60 points in total, each 
subcategory up to 10 points): 

Labour market (quality and quantity of presently available labour 
potential, demographic structure and perspectives, training 
opportunities, price of labour• ineustrial disputes, stability of 
the labour market); 

Infrastructure (availability of technical and economic 
infrastructure, development perspectives); 

Accessibility (location 
co1111unication networks); 

in relation to transportation and 

Environment (quality of natural and social environment, 
accessibility to cultural facilities, aesthetics of landscape); 

Inyestment feasibility (does the investment proposed match the local 
conditions, is it congruent with the market trends, is it reallstic 
in terms of profitability); 
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Local incentives (what is the municipality ready to offer to the 
investor - in kind, in form of c0111Ditments for infrastructural 
development, in form of ta.Jr: eJCemptions or subsidies). 

3. lxtra premiua (up to 10 points) 

An eJCtra premiua was given for high quality of both the presentation and 
the investment sugge~tions. 

The response from Polish municipalities was so massive that in itself 
this made the competition a success. Almost 300 Polish municipalities 
submitted investment profiles. The competition may be said to have breathed 
new life into local initiatives. While going through the process of drafting 
concrete proposals, the municipalities revie1i0ed their stocks, resources and 
plans, looked into property laws and decisions and land management plans. The 
competition also fanned eJCpectations. Many town mayors treated the 
competition very seriously indeed. 

At its meeting in Poland in June 1991 the International Jury decided to 
nominate 17 municipalities as winners of the competition and to select an 
additional seven to specially be mentioned. In alphabetical order, the 
following municipalities were selected: 

Winners 

1. Dukla 
2. Lesnica 
3. Mikolajki 
4. Minsk Mazowiecki 
5. Bowy Tomysl 
6. Oswiecim 
7. Pultusk 
8. Pyrzyce 
9. Radltow 
10. Sierpc 
11. Skala 
12. Starogard Gdanski 
13. Jzczytna Slaska 
14. Szczytno 
15. Swidnik 
16. Zarow 
17. Zyrardow 

Honourable mention 

1. Chojnice 
2. Goleniow 
3. Koscian 
4. Lukow 
5. Ropczyce 
6. Wadowice 
7. Zywiec 

The results of the competition "Municipality 2000" were announced during 
a press conference held on 19 June at the University of Warsaw and were 
published in newspapers participating in the organization of the competition. 
The winning municipalities were also individually informed by official letters 
from the Chairman of the International Jury. 
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The Jury expressed the opinion that the Polish municipalities are poorly 
prepared for the requirements of competition on the foreign market. In 
particular, skills in presenting the municipal potential, awareness of foreign 
investors' expectations and readiness to suppo=t investment projects were 
seldom evident in the profiles, even in those submitted by the winning 
municipalities. 

The Jury indicated that serious promotional activities of the winning 
municipalities will need additional work on the preparation of municipalities' 
offers addressed directly to foreign investors. 

The Jury was of the opinion, however, that generally there is a rich 
potential for foreign investment in Poland, of both a material and a human 
character. This potential is restrictP.d by the limitations of skills and 
knowledge mentioned above, as well as by the absence of professional 
consultancy serv:lcE.s for either the municipalities or the potential foreign 
investors. 

The Jury suggested that training could be an efficient way of enhancing 
foreign investment in Polish municipalities. This training should target 
municipal officials of the winning municipalities and should be devoted to 
municipal mark£ting, creation of effective partnerships and the use of local 
incentives for investment. The following topics should not be overlooked in 
training: 

Identification of local advantages and disadvantages, efficient 
exploitation of the advantages; 

Flexible, no.1-bureaucratic att:J.tude to foreign investors; 

Financial management, cost-revenue accounting; 

Drawing u~ sound business plans. 

The Jury members st,pported the idea of creating an agency for foreign 
investment in Polish municipalities. This agency should bring together 
foreign investors and Polish municipalities and should provide consultancy to 
both interested parties. The agency should receive initial support from the 
Polish Government. 

The competition "Municipality 2000" is by no means the only way to 
publicize the investment potential of Polish municipalities. Many of them are 
trying to do the same through direct contacts and other channels. Therefore, 
it is not unlikely that some investment profiles may soon be withdrawn. Some 
municipalities withheld -.heir presentations when they learnt that their more 
powerful and resourceful neighbours also planned to ::.itter their names. In a 
number of cases, such self-depreciation proved totally unfounded. There are 
also exiiectations of a more traditional type. .>ome municipalities simply 
expected the competition to bring in a lot of mone.: which could in turn be 
used for other purposes. Thinking strictly alor,g "business" lines may 
somedmes prove quite unbusinessiike as the parties may only see their own 
profit, giving little if any thought to potential partners. This could 
explain why preliminary assessments showed a preponderance of presentations 
focussing on inunediate financial benefits over those with a more long term 
persp~ctive. There were, however, cases reconciling the two approaches. 

The competition will be followed by a training programme for the winning 
municipalitied. A first seminar will be organized in October 1991. It will 
be conducted by the foreign experts of the International Jury. It is 
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envisaged that this event will start a broader training-consultancy programme 
for Polish municipalities willing t~ cooperate with foreign investors. 

The competition "Municipality 2000" will also be followed by creation of 
a special institution in Poland which will bring together Polish 
municipalities and foreign orga.'lizations and institutions, creating a 
"clearing-house" for foreign investors and Polish municipalities willing to 
acco1111odate small and medium-sized firms of foreign origin. 
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3. LOWD SILESIA. - A FUTUll KUROPIWI llAt:RO-UGIOB!/ 

3.1 Characteristics of the Lower Silesian macro-region 

Lower Silesia is a highly industrialized region in Southwestern Poland, 
bordering on the Federal Republic of Germany. It has a long industrial 
tradition and has attracted numerous institutions and individual entrepreneurs 
from the developed market economies stnce the liberalization of the Polish 
economy, offering various types of assistance and cooperation. 

In 1975, the region was subdivided in four voivodships: Jelenia Gora, 
Legnica, Walbrzych and Wroclaw, the capital of the latter voivodship being the 
major city in the region as well as the most important industrial centre. It 
is likely that the present division of Poland in voivodships will be replaced 
by one of 10-12 macro-regions. Wroclaw will definitely be the capital of one 
of these, with Lower Silesia at its heart. 

The Lower Silesian area belongs to the most highly urbanized and 
industrialized regions of the country, although the intensive agriculture 
found in rural areas should also be mentioned. The industrial potential of 
the region amowits to about 10 per cent of the country's overall industrial 
resources. The number of industrial workers in Lower Silesia - about 450,000 
- constitutes 42.6 per cent of the total employment in the region and 8.9 per 
cent of industrial employment throughout the country. Several industrial 
branches in the region have a country-wide significance. These include 
primarily copper processing, the production of transport equip~ent and 
electronics. Public industrial enterprises predominate (over SC per cent of 
the potential). These are typified by a considerable cechnical and 
technological backwardness and a decapitalization of fixed ass~ts r~aching an 
average of 65 per cent. 

The weakness of public-sector industries is not yet co11pens3ted by a 
strong increase in the production potential of the private sec. tor. Although 
over 40,000 private enterprises were established in 1990 and 24,000 in 1989, 
only about 20 ,000 are engaged in production (and another 8 ,000 in services). 
Most of these are micro-firms employing only a few individuals and producing 
moderate amounts of goods. 1'he development of these enterprises - as of the 
public establishments has been hindered by a shortage of finance, 
particularly for the purchase of up-to-date technologies, machinery and 
facilities. 

Lower Silesia is suffering badly from Lnvironmental pl'oblems. Apart from 
Wroclaw, which is discussed separately, at least three ~f the major citie9 are 
subject to very serious pollution: 

Legnica 111ay be termed an "ecological disaster area" due to the 
emissions from copper smelting. This activity may nave to be 
terminated even before the local copper ore reserves are exh~usted; 

Walbrzych is a mining centre badly polluted by emissions from 
cokeries. The pollution and land usage problems as Wt'll as the 
increasing difficulty of finding economically attractive codl 
reserves in the area will undoubtedly lead to an end of mining and 
related activities; 

'Y Based on the contribution to the Workshop by Tomasz Winnicki. The a11thor 
is grateful to the Lower Silesian Economic Society and the Office of the 
Voivode of Wroclaw for inspiring discussions and the statistical data. 
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Jelenia Gora is a chemical industries centre. Located in a valley, 
it facea alm~st permanent inversion, trapping the polluted air. 
Some pruduction facilities have meanwhile been closed down (rayon 
and cellulose production), another chemical factory is awaiting 
restructuring proposals. 

The overall ~haracteristics and tendencies also apply to the Wroclaw 
voivodship which belongs to the highest developed districts in this 
macro-region. Industry - employing about 105,000 persons in over 1,000 public 
enterprises and independent establishments - is one of the basic economic 
features characterizing the Wroclaw voivodship. The industry of the 
voivodship comprises nearly all relevant branches with a prevalence of 
electromachinery (37 per cent of the potential), food industry (23 per cent), 
chemical industry (15 per cent) and light industry (7 per cent). As regards 
certain goods, the plants have a country-wide production monopoly. 

Only 10 per cent of the industrial production of the voivodship is 
exported - half of this goes to Western countries. Predominant in the range 
of exports are products of the electromachinery industry (POLAR, ELWRO, JELCZ, 
FADROM, DOI.MEL, FAT, PZL-HYDRAL), the chemical industry (ROKITA) and light 
industry (INTERMODA, ODRA). The small export share of manufactured goods is 
due to their low standard, falling short of world norms. This resJlts from 
the insufficient means devoted to technological progress. 

The princip&l industrial and scientific centre of the voivodship is 
Wroclaw city, comprising 57 per cent of the population ant! 67 per cent 'Jf the 
industrial potential. Like othel" cities in the region, Wr.l•claw suffers from 
serious pollution which would require a complete overhaul or even closure of 
several factories. A nl)n-ferrous metal smelter has already been closed to 
reduce air and drinking water pollution. 

There are 12 university-level establishments in Wroclaw including Wroclaw 
University, the Technical University and the Academies of Medicine, 
Agriculture and Economy. There are, moreover, 89 secondary 3nd basic 
professional schools educating students for the requirements of regional 
industry. Out of the overall number of workers, 7.5 per cent have university 
education, 27 per cent secondary education and 32 per cent a basic 
professional education. Numerous scientific! institutes and branch research 
and development centres of a regional and country-wide importance are Active 
in Wroclaw as well. 

The presence of a good educational, ~raining and R&D infrastructure 
creates great possibilities for the progress of industry in the Wroclaw 
voivodRhip, especially by private enterprise in its various forms. The cit:' 
has an educated cadre of potential businessmen and managers. There exists, 
moreover, a qualified executive potent'1al in almost all professional 
specializations. Skilled labour is also plentiful. By May 1991 over 27,000 
unemployed from various professions were registered in the \•oivodship, and 
f~rther reductions in the sector might increase their number. 

Industrial d~vel~pment would benefit from cooperation ~of pa~ticular 

enterprises) "fith foreign capital. Hundreds of enterprises (including private 
firms) have "'!Xpr!"ssed their readiness for joint ventures, and this has already 
resulted in efJtablishment of about 100 joint ventu!f~s h• the Wroc!aw 
voi\.odshi p. 

To get an impression of the potential of a ~~wer Silesian 
macro-region, the figure1:1 on qualified staff available in Wroclaw should be 
multiplied by two or three, and the production potent~al by four or five. The 
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exact magnitudes would depend on the area that would be covered by the 
macro-region. With regard to qualified labour, for example, the branches of 
Wroclaw University in the three other voivodship capitals would have to be 
taken into account, as well as the Engineering College at Zielona Gora and the 
Teachers' Training College at Opali. Additionally, there are several 
scientific and engineering associations in other towns. 

3.2 The Lower Silesian Foundation for Regional Development 

Despite financial difficulties private enterprise is gaining impetus. 
There are now examples of emerging dynamic, private firms. Many potential 
enterprises are deterred from ventures simply by difficulties resulting from 
the shortage of services such as expert bookkeeping and legal services. A 
management centre rendering services to new enterprises should therefore be 
established. s~ch an institution would find a favourable climate and support 
in Wroclaw. 

There is however a much wider range of problems to be tackled. The old 
economic: system has been formally abolished, but the transition to a new 
system - for which there are no precedents - will be a long and complicated 
one. There are many obstacles to be surmounted: environmental destruction, 
ineificient production technologies, top-heavy bureaucracies, lack of properly 
trained managerial staff, a badly motivated labour force, lack of foreign 
exchange and investment capital etc. 

To deal with tl-ese complex problems in a coordinated fashion a:id with 
other important issues such as unemployment, retraining, restructuring and the 
proper channeling of foreign assistance and investment, it was decided to set 
up a regional development institution, the Lower Silesian Foundation for 
Regional Development (LSFRD). LSFRD was established in 1990 by the following 
parties: 

The Lower Silesian branch of the independent trade union 
"Solidarity"; 

The Board of Rectors (presidents) of the Wroclaw universities; 

The Lower Silesian Economic Society; 

The University of California at Berkeley. 

Any other domestic or foreign party can join the LSFRD as a member or a 
donor. 

The principal objectives of the LSFRD have been defined as follows: 

To create and implement co-operative programmes of institutions, 
organizations and individuals of Polish, foreign and international 
origin; 

To carry out research and use its results in the for:n of managerial, 
technological, manufacturing and trading activities; 

To carry out, mainly on the territory of Lower Silesia, some 
demonstration projects on solutions for crucial problems of regional 
development involving ecological, cultural, social, managerial, 
scientifir. a.nd economic issues; 
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To provide managerial and financial support for undertakings 
presented in items 1 to 3; 

To accumulate financial resources for the above described prograJ11De, 
including own econoaic activities. 

The LSFRD may thus be said to have been designed to serve as 11 

managerial, financial and conceptual framework for future development. It has 
also been decided to create, within the Foundation, an International Institute 
for Regional Development (IIRD) to become its brain trust. 

The IIRD should group eminent individuals - sociologists and economists, 
financiers and businessmen, state and municipal authority leaders and members; 
all connected with science and/or practice - representing a Member of or a 
Donor to the LSFRD, or any other party. 

The main task of the IIRD would be to single out the most important 
regional problems from the numerous project proposals presented to the LSFRD. 
Thereafter, it would create a team which would elaborate proposals in the form 
of a feasibility study justifying either financing by LSFRD res?urces or an 
application to a potential external sponsor. 

Over 70 project proposals have already been identified during and after 
the first LSFRD Conference: "Regional Development Lower Silesia 
University of California, Berkeley", held in Wroclaw on 3-7 July 1990 and the 
second Conference in this series held at Berkeley on 5-14 November 1990. The 
task is now to assign priorities to these projects, and to identify and select 
new proposals. 

Numerous LSFRD initiatives and projects are of an international 
dimension, such as: 

MADO (Interregional Agency for the Oder River Basin), initiated by 
the LSFRD is already on its way to becoming an independent 
organization, dealing vith the revitalization of Danube-Oder-Baltic 
transportation route project, as well as a programme for quality 
control of the Oder river basin waters; 

The Air Pollution Control Authority, organized to deal with 
international problems of the alarming pollution by lignite-driven 
power plants in the Polish/German/Czech border zone; 

The trans-Poland railroad project, import.~nt for the activation of 
both the Lower Silesian Econo~ic Zone and several large state-owned 
enterprises building or having built locomotives, cars, engines and 
other railway-related equipment; 

Wroclaw Central European International Port (air, land, water) and 
Free Trade Zone - a project to activate manufacturing, trade and 
tourism in the large area of Lower Silesia and the neighbouring 
areas of Eastern Germany and Bohemia; 

The International Centre for Studies on Higher Education - an 
initiative of University of California at Berkeley to adjust the 
Lower Silesian universities to teaching and research systesu and 
standards of leading academic centres abroad. 
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The LSFRD took an active role in organizing the first regional School of 
Business, established by the Central ConnP.cticut State University (CCSU) of 
Bev Britain, USA and the Technical University of Wroclaw, as well as a second, 
promoted by the dynamic Swedish-Polish enterprise "Mercuria". The CCSU will 
soon be the second American member of the LSFRD. Further expansion of the 
various forms of international cooperation is seen as essential for achieving 
the objectives of LSFRD and IIRD. 
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4. BCOB(IUC DSTRIJCTURIBG 
'VOIVODSBIP~l 

AllD lllSTITOTIOB-BDILDIBC IW 1BI LODZ 

4.1 Characteristics of the Lodz voivodship 

The Lodz agglomeration is one of the major examples in Central and 
Eastern Europe of an industrial centre based on a single industry - textiles. 
It grew very rapidly during the 19th century, the textile bl')Oll attracting 
additional investmer• in activities dependent on the textile industry and a 
large n1m1ber of hmigcants. The basis for the textile boom, however, was laid 
solely by local entrepreneurs who eventually also invested in industries as 
far away as the Caucasus and Egypt. The textile industry is responsible for 
the fact that the Lcdz voivodship is also the largest centres of light 
industry in Poland, products from Lodz acco1Dlting for 19.4 per cent of all 
domestic sales by the sector. 

During the period of central planning, the textile industry was quite 
heavily dependent on East European markets, particularly that of the USSR. 
The radical changes in Eastern Europe have led to a serious decline in 
exports. A reorientation to Western markets will be necessary, but the 
problem is that Polish textiles have to face heavy competition from exports 
from developing countries. Polish exports moreover face import quotas in a 
number of developed market economies; the recently granted improved access for 
Polish garments to EC markets certainly offers new opportlDlities, but Polish 
garment producers will have to do much to become or remain competitive with 
developing co1Dltry suppliers of these goods. 

A restructuring of the textile industry, in Lodz and elsewhere, seems 
inevitable. In Lodz the restructuring process may be complicated by ownership 
issues: most of the large factories were foreign-owned and nationalised after 
World War II. Unless the legal issues have been cleared, investors may be 
hesitant to become involved in the local textile sector. Ways will also have 
to be found to reduce the voivodship's heavy dependence on a single industry. 

A major asset of Lodz is its location in the Polish heartland, on the 
intersection of the North-South and East-West transportation axes. 
Transportation along these axes is likely to be improved in the future by an 
expansion of the motorway network and an upgrading/expansion of the railway 
network. Lodz may thus become the largest "dry port" in Poland. 

Other assets include: 

Extensive expertise with regard to textiles and clothing based on a 
century or more of textile manufacturing; 

A well-developed R&D infrastructure; 

A qualified workforce, with education provided up to and including 
university levels; 

A tradition of clothing and textile fairs; 

A well-developed wholesale system; 

!/ BHed on the contributions to the Workshop by Bohdan Jalowiecki and 
T•deusz Markowski. 
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Tourism potential, with 19th century industry and housing complexes, 
aansions etc. which have changed little over time and are now unique 
in Europe. 

4.2 A new institutional framework 

To facilitate the difficult t•sk of restructuring the industrial sector 
in Lodz, a new institutional framework would be needed. The establishment of 
a development corporation will not be an easy task. The present 
administrative structure of the country has resulted in a number of social, 
politico-administrative and econOllic barriers to efficient cooperation between 
the parties involved in the process of industrial development. A thorough 
assesslJlent of these is needed, and ways must be identified to eliminate the 
worst obstacles, before decisions are taken on the establishment of a 
development corporation, and on its tasks and structure. Experience shows, 
e.g., that there is little cooperation between the comunes (local 
governments) and the voivodship authorities. Even if these authories would 
recognize the need for a development corporation, surport - financial or 
otherwise - may not be forthcoming at the initial stage. The development 
corporation will probably have to depend on central government support in its 
pioneering stage. Once its usefulness is clear to the parties involved in the 
restructuring process, it should start charging a fee for its services and 
become independent from the authorities. 

One obstacle to the creation of an efficient development corporation is 
the shortage of qualified professionals. The existing local and voivodship 
administrations as well as private consulting agencies are already in heavy 
competition for this scarce resource. A possible way out is cooperation with 
similar development corporations in developed market economies: these could 
train young, promising people for, say, a year, after which these could apply 
the lessons they learned in Lodz. 

Attention must also be paid to the fact that there is a tendency among 
the authorities - including those now democratically elected - to retain the 
"old habit" of controlling economic development by administrative measures. 
In combination with the shortage of funds for outside expertise, this will 
encourage the authorities to create their own local development departments. 
This will strengthen the bureaucracy; it is unlikely to strengthen the local 
economy. 

Given the shortage of funds and the present lack of cooperation among the 
region's authorities, it might be better to start with a local development 
corporation in Lodz, which is after all the hub of economic life in the 
voivodship. Outside support would still be needed. Unfortunately, an attempt 
to start a "sister city programme" with Baltimore in the USA (an initiative 
resulting from a cooperation agreement between the State of Maryland and Lodz 
voivodship) was shelved for lack of support from other authorities. This 
initiative foresaw the establishment of a development corporation on the 
pattern used in Baltimore. It would be worthwhile to take up that idea again, 
and to convince the central government of its usefulness. With its strong 
tiea to the local comunity, a development corporation in Lodz city could do 
much to speed up strurtural change of its economy. 
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5. VDLmPOLSll - A lllCllO-UGIOI DD ITS IllSTITOTIOBS!/ 

5.1 Ma1or characteristics of the region 

The Wielkopolslta region is situated in the west-central part of the 
C01Dltry. Barrowly defined, the region covers five voivodships: Poznan, 
Lesmo, ICalisz, IConin and Pila. They are inhabited by 3.4 million people, 
i.e. some 10 per cent of the total population of the country, covering also 
10 per cent of its area. Broader delimitations include also the voivodships 
of Gorzow and Zielona Gora from the West and ISydge>szcz from the north-east. 
Altogether the larger Wielkopolslta region has almost six million inhabitants, 
i.e. 15 per cent of total population of Poland while covering approximately 
one-fifth of the country's total area. The capital is Poman with 600,000 
inhabitants. T"'ne region is characterized by a dP.nse netwo:-k of small towns 
with up to 5,000 inhabitants. 

Development in the area bas historically been influenced by shifting 
borders be"Cween Germany, Russia and Poland. The influence of the shifts in 
sovereignty is still noticeable in varying densities of the railway network 
and a higher than average productivity of the agricultural sector in most of 
the voivodships, where Polish farmers had to compete with German settlers. 
From an international perspective, the region is favourably located astride 
the Berlin-Warsaw-Moscow transport axis. There are also fairly good rail 
connections with the Polish ports of Szczecin-Swinoujscie and Gdansk; from 
these, there are shipping routes to the Scandinavian co1Dltries. 

The Poznan voivodship is the economic centre of the region, fixed asset 
values showing higher than Polish average figures in a number of key 
activities: industry, agriculture, transport and comm1Dlications, other 
services, and science, technology and educ.ation. The region as a whole, 
however, shows a different picture, agriculture being clearly the dominant 
activity, other activities ~ontributing less than average to the domestic 
economy. Industry, trade and services are concentrated in the 56 county 
capitals, with major concentrations in and around Poznan, Bydgoszcz and Torun. 

Favourable factors for future growth would be: 

A strong agricultur&l base, supported by research institutes; 

A wide range of other raw materials; 

A relatively modern industrial structure; 

A range of scientific and research centr~s; 

Fa~ourabl~ !~~•cion and good communications; 

A disciplined hard-working population; 

Attractive landscapes and towns. 

!/ Baaed on the contribution to the Workshop by Bohdan Gruchman, with 
additional information from an easay by Bohdan Kacprzynski: 
"Globality-locality relation in the case of Wielkopolska (Greater 
Poland)", in DCyeloppement local en !'Europe !'experience et 
l'avenir/Local deyelopment in Eurooe - exoerience and prospect•, Regional 
and Local St:udiea, ''niversity of Warsaw, lo. 5, p. 151-189. 



295Ct 85 

Apar1: from a skill and knowledge profile of the workforce that does not 
quite fit: present-day requirements, environmental problems seem the major 
obstacle ~·:> future growth. The region has limited water resources, and these 
are both overexploited and (often) heavily polluted. There is moreover heavy 
air pollution in part oi the region. 

Given the fact that much of the region's comparative advantage would seem 
to be in its relatively advanced agriculture, the regional economy would 
benefit much from clean and better managed water resources and clean air -
this would allow production to focus on high quality and $pedal products 
(e.g. health food). 

It would also stimulate the region's food processing industry which, 
however, is in need of restructuring, as present production capacity is 
ill-adapted to available raw material resources. A stronger food processing 
industry might also help to reduce the region's dependence on large-scale 
heavy industry. This dependence could be further reduced if the region's 
fomer capacity to attract innovate industries (the Poznan Fair used to play a 
major role in this respect) is restored. Bow that the selection of investment 
projects can take place on strictly economic grounds again, the way is open 
for economic revival. 

5.2 Wielkopolska's institutions 

To serve the transformation process of the regional economy, a number of 
institutions and organizations have been established since 1989 er expanded 
the SC•:>pe of their activities. Among them are the following: 

(a) Rudonal Cham.bers of Commerce and Industrv: These include Chambers 
incorpc•rating newly established private companies; the Chamber of 
Industry "P1>zna:1", whose members are existing state enterprises but also 
co-ope1·atiVE! ani private ones; of Agriculture and Food Processing with 
chambers in sev ~ral rural areas; and the C1lamber of Commerce 
incorporating pri1rate tracie. All these chambers together with the 
Chamber: of Crafts, which }:.as existed for 70 years, promote economic 
activities in their res:pective area of interest and initiate 
international cooperation. 

(b) Bew banks: A considerable number of new private banks has been 
established. Particularly noteworthy among them are: 

The Gospodarczy Bank Wielkopolski - a regional bank established as a 
stock company by some 300 small runl co-operative banks of the 
region; 

The Market Bank organized by Reve~al 
small-scale enterprises. Both banks have 
help small-scale enterprises, farmers and 
activities. The recently organized 
Corporation has a similar task. 

Chambers of Crafts and 
a local capital base ari:i 
commerce to expand their 
Wielkopolska Investment 

(c) Wielkopolskie Centrum Innowac1i i PrzedsiebiorczoRci (WIP}: A joint 
stock company established in 1990 by the governors of Poznan, Konin, 
Zielona Gora and Kalisz. Its aim is to promote new economic activities 
through training, technical advice and economic information. It has 
already done advance work on a science park and business incubators. 
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(d) Nev training institutions focussing particularly on small- and 
medium-scale business. They offer short-term courses and workshops on 
practical topics o~ particular interest. Among them is the Wielkopolska 
Business School organized by a special fotmdation established jointly by 
the Poznan Academy of Economics, the governor of the voivodship, the 
Chamber of COllllerce and Industry and the regional chamber of "Solidarity". 

(e) Numerous consulting and marketing firms, trade and stock exchange 
companies, market research tmits, the Regional Development C~ntre (joint 
establishment of local authorities and the Academy of Economics) and a 
number of other units. 
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6. DIE ELBI.lG UGIO• AS A l'Ot"Dt'IAL LOUTIO• FOR FOllIGll IllVES'lllEllT!/ 

6.1 Basic facts 

(a) Area. population 

The Elblag voivoclship (i.e. the adainistrative region with a capital in 
the city of Elblag) is located in the Borth-Eastern part of the country. The 
voivoclship comprises two geographically different parts: Zulawy Wislane (the 
Vistula Lowlands) and Rizina Staropruska (the Oldprussia Plain). The lowlands 
have excellent soils but they require efficient dewatering systems. The 
Staropruska Plain located in the east part of the region has a picturesque 
hilly relief, malting it attractive for tourism. Unfortunately, the natural 
environment has become badly polluted in many places, as elsewhere in Poland. 

The voivodship's population is 476,500, and the population density low: 
78 persons per square km. More than half of the population (61 per cent) 
lives in the cities. The four largest towns in the region are: Elblag 
(125,000 inhabitants), Malbork (38,000), Kwidzyn (36,000) and Braniewo 
(17 ,OOO). With 6. 7 per cent, unemployment is above the Polish average and 
this is an additional spur for new development initiatives. 

6.2 Location. con111unications 

Elblag is located some 60 km from Gdansk-Gdynia seaports and ca 300 km 
from the national capital, Warsaw. It has a con111on border with the Soviet 
Union and also borders on the Baltic Sea. The road and rail connections 
should be regarded as satisfactory and will even be improved after 
construction of the Borth-South trans-European highway as well as a highway 
connecting Berlin with Kaliningrad in the Soviet Union, which will pass 
through Elblag. A frontier crossing to the Soviet Union on this highway will 
be opened in the near future. The nearest international airport is located at 
Gdansk. 

The maritime location of the region is currently not fully exploited. 
The waterway through the Vistula bay, with the mouth located within the Soviet 
territory, does not play an iciportant role. It is envisaged, however, that 
after establishing more active cooperation with the Kaliningrad region, Elblag 
will become once again a maritime town with a well-developed port. 

At the moment, international exchange (commercial and personal) with the 
Soviet Union does not play an important role in the region's economy. It is 
projected, however, that the renaissance of the economic potential of the 
Baltic Republics and the Kaliningrad District will place the Elblag region at 
the heart of economic, social and cultural cooperation in the East Baltic, for 
which this region is well endowed with natural and human resources. 

!/ Revised version of a report on the project "Elblag Region as a Potential 
Location of Foreign Investment" presented at the Workshop. The original 
report was prepared by: Grzegorz Gorzelak, Miroslaw Grochowski, 
Agnieszka Mync, Hanna Libura, WojciP.ch Pomianowski, Elzbieta Zak-Rosiak 
of The European Institute for Regional and Local Development, University 
of Warsaw. 
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6.3 Industn 

Elblag town is the largest industrial centre of the region. The most 
important is the electro-engineering industry producing power turbines, screw 
propellers and ship shafts (the "Zamech" factory). Other industries include 
plastic, clothing and furnitur~. In other towns of the region the most 
important industries are: pulp and paper (Kwidzyn) and engineering (Malbork, 
Orneta and Paslek). The food industry, based on local agricultural products, 
is of special importance for the region's economic structure. The major 
branches are: dairying, cereal, fruit and vegetable and fish processing as 
well as flax processing (Kwidzyn, Tolkmicko, Elblag, Bovy Dvor). 

(b) Agriculture 

The mild, maritime climate and ?ery good soils in the lowlands are 
conducive to agriculture. Arable land comprises 66 per cent of the 
voivodship. Wheat, barley and sugar beets are grown in the Zulavy region. In 
the 6raniewo-Paslek area, where the worst soils prevail, potatoes and rye are 
grown. Meadows and pastures form an important part of total agricultural 
lan~, creating opportunities for the development of cattle breeding. 

(c) Tourist services and recreation 

Tourist services have always been an important branch of the region's 
economy, and they are conceived as one of the most important factors of local 
development by the local authorities. The region has favcurable natural 
conditions to develop this kind of activity: a long open sea coast with sandy 
beaches, forests, lakes, historical sites of unique quality, including one of 
the largest medieval castles in Europe. 

(d) Foreign investments 

The new economic policy in Poland has mainly led to the creation of new 
enterprises, joint ventures and other firms in major cities and traditional 
industrial centres. However, important recent poll tical changes in Western 
and Eastern Europe (the re-unification of Germany; the independence of the 
Baltic Republics) have provided significant development opportunities to 
regions perceived as peripheral so far. They could become dynamic frontier 
regions in the near future. Elblaskie Voivodship is one of them. 

So far, five new enterprises were set up in the region. Both the State 
and privilte owners are involved in these. Two new firms emerged in Elblag: 
"Marcam Containers S .A." and "Plastyk". In Malbork one firm based on foreign 
capital was cruted. The others are located in close vicinity to the border 
with the Soviet Union. Foreign capital investment invested in Elblag region 
so far originates from Germany, Switzerland, Liechtenstein and the USA. 

The range of activity of the new firms is very wide. It encompasses the 
productlon of building materials, construction of industrial plants and 
apartment~, produr.tion of equipment for protection of the natural environment, 
production of furniture, livestock breeding, trade, recreation and tourism. 

6.4 Developmept potential 

A begiMing has been made with the opening up of tl'.e region's economy. 
But the region's administration would like to see a stronger role of foreign 
capital in the development of the Elblag region. The attitude of the local 
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authorities is ver.,~ positive and the administration is willing to cooperate 
with foreign investors advancing serious economic projects. 

The present economic structure of the region indicates that the following 
sectors are probably the most promising for potential foreign participation: 

(a) Agricult~re and food processing 

The recession of the Polish economy resulted in shrinking demand for some 
agricultural products of the El~lag region. The overall domestic demand for 
processed food seems smaller than the production potential of agriculture, but 
the demand for special, high quality food products would allow an expansion of 
production. The existing potential of the food processing industry can be 
expanded in the form of direct foreign invest111ent or joint ventures with 
domestic capital of private or public origin. 

(b) Tourist services 

The natural conditions and the cultural heritage of the region are 
extremely favourable for developing tourist services. The activities of 
foreign capital should be directed to: expansion of lodging and catering 
services (hotels to be built in four towns, tourist complexes to be 
constructed in several locations), adaptation of numerous palaces and manors 
for tourist services and establishing several spas. 

(c) Other industries and construction 

Existing industrial establishments outside the food industry, with their 
rich experience and skilled manpower, also seek technolcgical advancement and 
modernization in cooperation with foreign investors. 

Construction firms are also looking for orders from investors. These 
orders may come from abroad, from domestic clients, from domestic enterprises 
cooperating with foreign partners or from foreign enterprises operating in 
Poland. The expansion of tourism facilities, a.o., should provide stimuli t.o 
the region's construction enterprises. 

For the sake of the population's heal th in general and to ensure the 
development of tourism and high-quality agricultural production, the region's 
environ:nent must be cleaned up. Participation of foreign investors in 
environmental protection projects would in several c.ases allow the latest 
methods and technologies to be applied to the more complex problems. 
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7. BOR1'BBAST.Dll POI.OD: PUSDr COllDITIORS. :ruruu OPPOmJIUTIES!/ 

7.1 General overview 

lfortheastern Poland comprises the voivodships of Bialystok, Lomza and 
Suwalki. It has a total area of 27,000 sq. km. and, vith 1.7 million 
inhabitants, it is sparsely populated. The larges~ urban centre is Bialystok, 
with 270,000 inhabitants. The region borders on Lithuania and on the USSR 
(Belarus and the ICaliningra~ district). The nearest major metropolitan area 
in Poland is the Warsaw voivodship. 

Some parts of lfortheastem Poland are among the least developed in the 
country. On the positive side 1 the natural environment is on the whole in far 
better shape than is the case elsewhere, lfortheastern Poland being known as 
the "Green Lungs of Poland". The region has many nature reserves, among them 
Bialowieza lfational Park which is on UNESCO's list of biosphere reservations. 
Apart from a clean and attractive environment (lakes, hot springs, numerous 
rivers, unique flora and fauna), the region also has a richly varied 
traditional culture, which is the result of the colonization by diverse ethnic 
groups and is reflected in among others a large number of historical buildings. 

The region has, in short, a considerable potential for the development of 
tourism and preserving the fragile ecosystems deserves the greatest priority. 
lfortheastern Poland, however, has more to offer. There is a well-trained 
labour force with among others a large number of engineers and electronics 
specialists. University-level training is provided by the Warsaw University 
Branch at Bialystok and by the Bialystok UnJ.versity of Technology. The region 
has no heavy industry, the industrial structure being based on wood and food 
processing, textiles and building materials. Industry was not strongly 
developed in the past; the advantage of this is that pollution levels are low 
and restructuring problems manageable - some of the industries, such as 
electromechanical equipment, are in fact among the more advanced in Poland. 

Agriculture is dominated by private farming, and soils are of excellent 
quality. The natural environment provides a good basis for high-quality 
dairying and meat production and for the production of special products such 
as health food (low use of pesticides and chemical fertilizers). This could 
again provide new stimuli to the food processing industry. The building 
induotry could benefit from an expansion/modernization ot tourist facilities, 
including hotels, spas, etc. and improvements in transport infrastructure. 

While the region is relatively favourably located, just north of the 
Berlin-Warsaw-Moscow axis the transportation system as well as the 
communication system are not fully adequate yet. Improvements in the road and 
rail systems however have been planned; these would, among others, greatly 
facilitate connections with the emerging markets of the Baltic States. 

!/ Based on the contribution to the Workshop by Ryszard Kowalczyk and Donald 
Abott, summarizing the results of a project initiated by Prof. Antoni 
Kuklin11ki (Ministry of Foreign Affairs, Poland) and prepared in 
collaboration with Prof. Maciej Nowakowski (Technical University in 
Bialystok) and Regional Development Departments of Voivodship Offices in 
Bialystok, Lomza, Suwalki, and the following Peace Corps Volunteers: Don 
Aoo~tt, Monki; Diana Hugins. Goldap; Deborah Ryan, Hajnowka; Kate 
Kabiesman, Sokolka. 
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The following sections will highlight the major characteristics, problems 
and prospects of the individual voivodships, mainly focussing on industry
related activities. 

7.2 Bialystok voivodship 

The Bialystok voivodship is the 110st heavily urbanized in the region, and 
the city of Bialystok is its only large urban centre. Apart frOll acadeaic 
institutions - the llOSt iaportant of which were already referred to - the 
voivodship also has an extensive network of secondary and vocational schools. 
Appro::daately 1,200 students graduate yearly frOll the c011bined 
university-level institutions. The manufacturing sector employs SOiie 50,000 
persons, and accounts for 1. 6 per cent of total output in the country. 
Bialystok city is the main industrial centre; other centres include Bajnowka, 
Bilsk, Podlaski, Sieaialycze and Sokollta. There is a fairly heavy reliance on 
large enterprises, which employ over 50 per cent of the labour force while 
accowting for only 3.5 per cent of the nmber of enterprises. The major 
branches are agro-processing, electrical and mechanical goods, textiles and 
wood processing. The wood and agro-processing industries rely heavily on 
local raw materials. Generally speaking, the industrial sector needs to be 
aodernized and expanded, in particular the agro-processing industry which bas 
too little capacity to process all the available local raw materials even 
through the availabh arable land is underutilized. These raw materials 
include various cereals, meat and milk. Bialystok is one of Poland's larger 
milk producers, and the largest producer of potatoes. 

The key development issues in the Bialystok voivodship can be SU111arized 
as follows: 

Develo~ent of the border region's agriculture, focussing on health 
food products (including the provision of infrastructure and the 
investment in small-scale processing facilities); 

Improved preservation of the natural environment (waste treatment, 
and effluent control as an integral part of all investment projects); 

Developing the tourist infrastructure. 

Foreign investment could play a role in all of these, especially in the 
tourist industry and agro-processing. The voivodship has prepared a series of 
investment profiles of the various activities targetted for foreign 
investment. There is moreover a Free Trade Zone at Sokolka (total area: 43.9 
ha) near the border crossing to the USSR, and therefore close to the markets 
of the Baltic States and the Soviet Union. Tt.e FTZ has good interregional and 
international rail and road connections. 

7.3 L911za yoivodship 

The capital of this voivodship, Lomza, has some 58,000 inhabitants and is 
economically largely dependent on industry (food, furniture, textiles). 
Smaller towns also serving as industrial centres of varying importance include 
Zambrow, JColno, Wysokie, Mazowieckie, Grajevo and Sniadowo. Zambrow has a 
modest electronics industry. 

Otherwise the voivodship is largely agricultural, with private small 
farms predominating. The main products are potatoes, cereal8, white beets, 
rapeseed and agrimoney. The clean environment favours the growing of health 
food. 
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The main potential for development would seem to be in special 
agricultural products, food processing based on these products and tourism; a 
aodest expansion of the building materials industry (based on local sand, 
gravel and clay resources) could also be envisaged. 

The voivodship administration has prepared a series of investment 
profiles for projects considered essential for future economic growth. 
Co-operation with foreign entrepreneurs is aainly sought for the llOdernization 
of the voivodship's industrial base. Apart from the textiles, food processing 
and building material industries, repair services and production of 
agricultural aachinery and transport equipment also need to be llOdernized in 
the context of the overall development of the voivodship. Rev investment is 
mainly sought in food processing and recreational facilities. 

7.4 Suvalki voivodship 

The Suvalki voivodsbip is the northernmost part of the region, and has a 
great touristic potential, some 40 per cent of the area consisting of forests, 
lakes and rivers. The voivodsbip contains three national parks. Apart from a 
considerable agricultural potential, the voivodsbip also bas 1Dlexplored 
•ineral water, cer .. ic raw •aterials and iron ore reserves. Exploitation of 
the latter two, if economically feasible, will have to take account of the 
fact that an uns~iled environment is the voivodship's greatest natural 
asset. It is understood by the administration that considerable efforts ere 
needed to preserve the natural environment. Recent development plans 
(focussing on the development of tourisa and recreation) take account of the 
enviro1111ental side effects. Implementation has been delayed by the lack of 
funds. More specifically, development progr ... es emphasize: 

Legal protection measures for the environment and installation of 
waste and water/sewage treatment facilities; 

Improvements of physical infrastructure, including energy a.id water 
supply, development and modernization of the interregional and 
international transport network (an expansion of the number of 
border crossings is foreseen), and development and modernization of 
teleco11111UDications. 

The largest urban centre is the capital Suvalki (60,000 inhabitants). 
This is also the main industrial centre. Agro-processing is the major 
manufacturing activity, followed by wood processing. There is a variety of 
l~ss important industries: machinery, electromechanics, textiles and 
clothing, building materials. The raw material base for agro-processing is 
good. Plans for the expansion of agricultural production now focus on 
appetizing health foods with high nutritional value and good storage 
characteristics. Apart from a clean environment, a favourable structure of 
landownership and a system of mixed production (which reduces the nee~ for 
chemicals) create the preconditions for this type of agricultural 
development. Products include a wide range of livestock, fish, game, 
vegetables, fruit, cereals and potatoes. 

It la realized by the voivodship administration that cooperation with 
foreign investors is essential for the development process. It has prepared a 
range of investment profiles which include tourist/recreational facilities and 
agricultural modernization. But the bulk of the projects would be in 
industry. Thia includes agro-processing, agricultural machinery (including 
repair services), textiles, beverages, wood products and building materials. 
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7.5 Concluding remark: creating an i~stitutional framework 

llortheastem Poland being a largely "untapped resource", there are good 
opportunities for new development (unburdened by the need for costly 
restructuring); at the same time there is a need to provide a framework which 
can guide and stimulate such development. J Regional Development Corporation 
could help to enhance the cooperation between local government, existing 
enterprises and potential investors, whether local or international. Such an 
institution could also help to market the ~egion. The h...an resources to 
start an IDC are already available: the professional staff of the Bialystok 
Branch of Warsaw University and of the Technical University of Bialystok have 
already been deeply involved in assessing the region's potential as s111marized 
in the present chapter. 
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AWWBX A 

CllARAC'IDISTICS OF DI 11&.JOR POLISH LI.VS UCARDIBC 
GLOBAL .DD UCIODL BCOBOllIC ACTIVIn vnB fOUIGll PARrICIPATIO~/ 

1. Inuoductlon: lttal autonomy at the local leTel 

The road to local autonOllY in Poland was long and arduous. The 1950 
legislation introduced the principle of the 1Dlifomity of state authority. 
The 1950 Act on local g~.rernaent abolished local self--govei-Dllent and defined a 
new role for "elected" autbcrities, namely to represent state power in their 
area. The introduction of that principle resulted in the forfeiture of legal 
status (within administrative law) by urban and rural C01m11Dles. "It bad many 
far-reaching consequences: no right to take up banlt credits, no right to 
direct international and intergovel'Dllental contacts and cooperation, no 
property rights, etc. Centrally set state policies did not consider local 
interests, needs and priorities."!/ 

This system caa to an end in 1990 with the free elections for llUDicipal 
co1Dlcils in flay. Bew legislation was already in pbce, namely, the Local 
Govemaent Act of 8 March 1990.~/ This Act introduced a totally new system 
of local governaent in Poland. The hierarchy of elected and executive bodies 
bas been removed, together with the central govel'Dllent's supervision of local 
decisions and activities. Municipalities now come 1Dlder scrutiny for legality 
of their actions only. What is essential for possibJe cooperation with other 
regions abro•d is that the ownership rights of the municipalities over 
property such as land, buildings, enterprises, stocks, etc. was restored, 
creating a large source of municipal! ty income along vi th sources such as 
local taxes and shares in state taxes, local fees and charges, rents, loans, 
profits from own enterprises, grants, etc. 

Legislation allows local autbori ties to conduct all types of income
generating activity as long as these activities correspond to real social 
needs which are not met by other legal or juridical persons. These needs 
relate in particular to the following arefts: land development and planning, 
environmental protection, roads, bridges, traffic control, supply of gas, 
electricity and water along with waste removal, public transportation, health 
care and related social services, housing, education and cultural life, public 
order, etc.l/ All these activities require su1'standal inv1c?stments. Some 
of them could be easily profitable if proper technology and managerial skills 
were transplanted from other regions where experience with these issues 
already exists. 

The decision to enter into any type of cooperation rests with the 
municipality itself. Decision making is concentrat~d in the executive body of 
the local council, the Board. It is composed of the Mayor, as its Chairman, 

!/ Revised version of the contribution to the Workshop by Lucjan Lukasik. 

1/ "From co-uniam towards democracy: Local government reform in Poland" by 
Jerzy Regulski and Wlodzimierz Kocon. 

ll Journal of Lava, •~. 16 of 1990. 

l/ Art. 7 .1. 
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his deputies and C~uncil members. The Board i .. plements the Council's 
decisions, manages its property, controls the budget and performs other tasks 
delegated to it. Responsibility for organizing the work of the Board and for 
day-to-day adainistration rests with the Mayor, who is also the chief 
executive of the Municipal Office. De facto any decision concern!ng economic 
or other cooperation is approved by the Mayor himself. 

Foreseeing the need for broader interregional cooperation, the Act of 
1990 indudes very important provisions allowing municipalities to organize 
various kinds of inter-municipal associations in order to perform certain 
activities jointly.!/ Th£re are three categories of thes~ structures: 
goal-oriented units established to jointly perform certain activities or to 
run joint programaes; nation-wide associations representing local government 
interests or certain kinds of municipalities at the national level (or 
cities); a.rad regional inter-municipal associations.ii 

All these reforms created favourable conditions for the participation of 
different regions in economic activity in accordanc£ with the new legal 
system, created to transform Poland into a genuine market economy. While this 
legal system is subject to constant changes resulting from the search for best 
options, it seems useful to describe the most significant Acts which are 
having an impact on economic cooperation on both global and regional levels. 

2. The 1988 Act on Econ011ic Activity 

The 23 December 1988 Act on Economic Activity§/ restored freedom of 
industry and trade in Poland. It did so by instituting three f\mdamental 
principles governing L"'lY economic activity: freec!om for everyone to conduct 
business, equality of all economic entities and the subjection of all economic 
activities to the existing legal order (principle of legality). Thus Art. 1 
of the Act stipulates that undertaking and managing an economic ectivity is 
open to all on the same legal basis. 

The new law ended the preferential treatment of state-owned economic 
entities by subjecting all entities - private, state-owned, co-operative and 
others - to the same taxes and granting them the same access to credit and 
supplies of raw materials. Rev economic entiti"!s can start operating upon 
mere notification to the rt!gistration office. C~rtain activities of 
particular importance to the State however (such as mining; manufacturing of 
and trading in explosives, medicines, alco~ol; maritime and l3nd 
transportation, etc.) require a licence. 

The Act paved the way for legal services in the field of economic 
activity. Such services can now be provided by private companies employing 
attorneys and legal counsels. 

Wh•t was of particular importance at the time of introduction of the lAw 
was the principle that any activity which ts not prohibited by law is 
permissible. This principl~ is being fully observed only now. 

!/ See Chapters 7, 8 and 9 of the Act. 

ii J. Regulski and W. Kocon, op. cit. 

~I Journal of Laws Ro. 41 of 1988. 
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3. the re-introduction of the ~rcial Code 

I~ which form may companies operat~ in Poland? This question is 
particularly significant in a time of basic transforaation from a central.1.y 
planned econOllY, based on a state-owned enterprise to a mark~t economy. 

The reslstance of peasants to collectivisation, resulting i~ p~ivate l'illd 
ownership and the inccedible ~itality of small Polish tusinessme~ and 
craftsaen led to the revival of the 1934 Comaercf d Code (introduced by 
Presidential Decree of l7 June 1990).II The ~ode estab!ishes three types of 
c0111ercial c011panies: the partnership, the limited liability company and the 
joint stoclt coapany. Although these are widely known in l~e leRal syste?1s of 
other de11e>cratic societies, it a&y ba useful to briefly describe them. 

A partnership does not enjoy legal personality. Each partner is 
personally liable for the partnership's obligations. Its role is small and 
di•inishing, no doubt because partners are reluctant to risk their personal 
capital in case of b6111truptcy or other financial demands from third parties. 

A limit'!d liability company can be established by one or more partners. 
The initial capital may be provided either in cash or in kind anti should not 
be lover than 10 million zlotys. The company is established by a contract 
concluded between the partners in the form of a notarial deed. The company's 
capital may be dhlded into equal or unequal shares. A limited liability 
company does not exist legally before its governir.g bodies have been 
established. These are: the board which manages the company, a supervisory 
board and an audit body (the latter two are nut compulsory) and the assembly 
of the partners - the company's highEst authority. 

A joint stock company cnn be established by at least three persons. As 
in the case of the limited liability company they may contribute in cash or in 
kind. Stock ca~ital should not be less than 25 million zlotys. Shares must 
be equal in nominal value. the company must have a statute. Upon 
registration in the commercial rt?gister it acquires legal persona Ii ty. The 
company is nm by a boLrd which represents it in court and elsewhPre. Members 
of the board, elected by ~he general meeting of shareholders, are perscmally 
liable to the company for damage resulting from acts or omissions contrary to 
the law or provisions of the statute. Unlike the previous ty!'e of company, 
the joint stock company 1mst establish el ther a supervisory board or an audit 
comission. Profits are shared by shareholders according to their capital 
shares \Dlless the statute stipulates otherwise. 

Liquidation of both limited liability and .1oint stock companies can be 
based on reasons envisaged in the :<Jtatute, a resolution by a general meeting 
of the partner&, a declaration of bankruptcy or other rea£ons provided by law. 

The Co-ercial Code allows the tr&nsformation of one of the 
aboYementioned company types into other without affectin& the rights and 
duties of third parties. 

At the moment a foreign company can operate in Poland either through its 
own representation or by entering into a joint venture with Polish entity. 
Questions related to the representation of foreign companies in Poland are 

11 Journal of Lava Ro. 57 of 1934, Ro. 57 of 1946, Ro. 34 of 1950, Ro. 41 of 
1988 and R~. 17 o! 1990. 
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regulated by the Council of Ministers' decision of 2 ~ebruary 1976 on the 
conditio~s, procedures and institutions concerning the right of foreign 
natural and juridical persons to establish representations on the territory of 
i"oland for the pt;rpose of conducting economic activities.I/ According to 
these regulations a foreign company can open a subsidiary in Poland for the 
purpose of conducting economic activity within the scope of normal activity of 
such a COllpany. Activity shall be limited to such branches of economy as 
foreign trade, transport, tourlsm and ~ultural services. 

Subsidiaries can be established in three forms: branch or agency, 
technical information office and supervising office. They require a permit 
issued by the Ministry of foreign Economic Relations. The size of the 
company's turnover with the Polish partners or cooperation contacts must 
justify such permission. The practice of the Ministry is much more liberal at 
the moment. 

Establbhed subFidiaries have the right to negotiate contracts and to 
sig:i them on behalf of their parent company. The branch or agency may operate 
consignment stores and ~ffer technical services to Polish enterprises or 
institutions. All coamercial activities of subsidiaries are subject to 
taxation. 

A technical information office is only entitled to conduct promotion 
activities and collect scientific and technical information on products and 
services offered by the parent company. It does not ~ave the rights granted 
to a branch or agency in re!'· ·ect of co111r11ercial activities and contracts. 

For the purposes of monitoring the implementation of the contract signed 
between a foreign company and the Polish partner, a supervisory office can be 
established. In certain cases .,o permit is required for setting up such an 
office, as in the c.ase of a contract between a Polish foreign trade company 
ar.d a foreign company. 

The establishment of a subsidiary for conducting economic activities in 
Poland ts subject to a fee of 10 million zlotys collected before issu~nce of 
the permit. Supervisory offices are exempt from paying the fee. 

4. The Foreim Investaent Lav 

The above legal regulations failed to stimulate foreign investments. 
Sweeping law reforms were necessary tc attract foreign investors. A result of 
this v•s the Lav on economic activity with the participation of foreign 
parties was enacted on 23 December 1988 • .ii It was subsequently amended on 
28 December 1989 • .12.I These two Acts, known as "The Polish Foreign 
Investment Act", created very favourable conditions for fo:eign activity in 
Poland. The basic regulations contained in the law are as follows: 

Companies with foreign participation joint ventures can be 
established between Polish l~gal and natural persons (including the Treasury) 
and foreign legal and natural persons living abroad 83 well as companies 
established by persons who do not possess leg~l per~~nality. 

II Journal of Laws Ro. 11 of 1976; and Ro. 26 of 1984 • 

.ii Journal of Laws Ro. 41 of 1988. 

121 Journal of Laws No. 74 of 1989. 
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The newly established company may have the legal form of a limited 
liability company or a joint stoclt company. Its economtc activities can 
include the production of goods, construction, trade ud services of all 
kinds. The foreign partner can hold as much as 100 per cent of shares in the 
joint venture's initial capital. The only limitation is that the minimum 
contribution of the foreign partner sh~uld not b~ less than 20 per cent of 
equity. The value of this 20 per cent should not be less than US$ 50,000 of 
equity. The foreign contribution can be ma~e both in money and in kind. The 
foreign partner's profit can be transfer::ed ab~oad in foreign currency to the 
amount of the excess of income from export over outlays for import. 

In order to set up sucll a joiht ventu~e, a permit issued by the President 
of the Foreign Investment Agency (FIA) is required. It is followed by an 
agreement between partners which must have the form of a notarial deed. 

The company pays the following taxes: turnover tax, corporate income 
tax, agricultural tax (when applicable), local taxes and duties, revenue duty 
and connunity and city fees. Corporate income tax is 40 per cent. The 
company may however be exempted from corporate income tax du::ing the first 
three years of its business activity. An additional tax exemption for up to 
another three ye&rs may be granted if the company's economlc activity is in 
priority sectors. The income of a foreign shareholder is subject to an income 
tax of 30 per cent, unless agreements ~oncluded between Poland and the foreign 
investor's home country specify otherwise. Custom duties will not be imposed 
on items constituting the in-kind contribution of shareholders to the 
company's equity as well as on assets earmarked for running the joint venture. 

The President of FIA supervises the conformity of the company's operation 
with the laYs and the conditions set in the permit. Anocher task of the 
President of FIA is to develop a national policy with respe~t to cooperation 
with foreign enterprises and to promote or organize activities which aim at 
increasing the flow of foreign capital to Poland. 

The Foreign Investment Lav was a success. Since January 1989, almost 
3,000 pumits have been issued for joint ventures in Poland. It mainly 
attracted however saall and medi1.J1D-~ize invescors from abroad. 

In order to speed up the creation of a market economy and to establish 
more attractive legal, fiscal and economic conditions for investment in 
Poland, the government has proposed certain changes in the eAisting investment 
law. Draft legislation to this effect is currently under consideration by the 
Polish Parliament. The proposal aims at eliminating the US$ 50,000 threshold 
for foreign investment. Instead, the provisions of the Commercial Code for 
the limited liability or 1oint stock company should apply (US$ 1,000 and 
US$ 26,000 respectively). A pemit will only be required if ~he activity of 
the joint venture concerns the operation of seaports and airports, real estate 
or defence industry, or if a Polish public enterprise should contribute all or 
part of its assets in kind as its share of the initial capi,al. Th!s does not 
apply to Tr~ssury companies. 

Contributions to the company's initial capital can be made in several 
ways~ cash in Polish currency obtained in exchange for foreign currency, 
revenues from shares or stocks, funds obtained from selling stocks and shares, 
and similar amounts (or contributions in kind) transferred from abroad or 
acquired for Polish currency. 

The new draft law proposes several incentives: 
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Automatic gusi"antees to compP.nsate for all losses resu~_ting from 
expropi-iation or similar acts; 

Free transfer of incomes: all pre.fits after tues, r.mounts from 
sale or liquidation of equity interests or shares, amounts due in 
case of liquidation of the joint venture, 8!11ounts received as 
comrensation resulting from expropriation, salaries of foreign 
employees; 

Custom exemptions for impcrted i!l·-kind contrib·lltions to the 
company's capital; 

Tues: all joint ventures (campmies liith fo~eip participation) 
shall be subject to the same taxes as Polish companies. The 
taxation system will be however simplified. The following measures 
will be introduc.?d ! pel'lliission to carry losses forward for three 
years, turnover tax exemption in case of production si.ppJ.~es and 
investment goods. accelerated depreciation. Furthermore, the 
Minister of Finance will be able to grant corporate inc'1me tax 
exemption in cases w~ere contributions of t~e forP.ign partner to the 
initial capital exceed two million ECUs and are not reduced during 
the period of tax exemption. Th!s will be applicable only to joint 
ventur~s in which the foreign partner acquired shares or stocks 
before the er.d of 1993. It is also expected that dividend income 
tax which at present is 30 per ceat will be reduced to 20 per cent. 
If th.e dividend income is used to acquire shares or stocks of any 
Polish company no tax will be due on the part of th~ foreign partner. 

The acquisiti~n by foreign partners of shares of privatised state 
enterprises will not require permission of the President of the FIA. 

The tax and customs privileges granted under existin' law shall remain in 
force for the period specified in the pe1111it. 

5. the Act on the Plivatisatlon of State-Owned Enterprises 

The most important law for the transformation of the Polish econo~y into 
genuine market economy was enacted by Parliament on 13 July 1990. This was an 
Act on the Privati•ation of State-Owned Enterprises.ill By this law, Poland 
introduced a progranme of a range and scale unknown in any other country. It 
means a basic change in the economic and political system of the country, 
leading to the re-establishment of a genuine class of private owners, which 
disappeared in Poland after the Second World War. 

The Act t'egulates two types of privatisation: privatisation of 
large-scale enterprises and so-called small privatisation of small- and 
medium-size enterprbes u well as of trade and services. 

In accordance with the provisions of Article 1 of the Law, privatisation 
ia baaed on offering t? third parties shares, stocks or assets of a 
state-owned enterprise or the enterprise as a ~hole. 

A state-owned enterprise can be transformed into a pt'ivatl! company or 
wound up on the basis of this Act. The first way of privatisation under 
Article 1 applies mainly to large and rather efficient state-owned 

11/ Journal of Laws Ro. 51 of 1990. 
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enterprises. As this paper deals with regional economic cooperation, a 
discussion is not called for. 

The second way, however, asset liquidation, relates to small and medium 
enterprises, very often established by local authorities. According to 
Article 37 of the Act, a Founding Body (Minister or one of the voivods) after 
obtaining the consent of the Minister of Ownership Changes, may rule that a 
state-owned enterprise be wound up in order to: (1) sell its assets, or 
integrated parts of the enterprise's assets; (2) use the enterprise's assets 
or integrated parts of th~ assets as a contribution to a company; (3) allow 
the enterprise's assets or integrated parts of its assets to be let, against 
payment, for a specific time. 

The decision to liquidate is made by the Founding Body on its own 
initiative or at the request of the !mployee Council of the enterprise. The 
Employee Council and the Executive Director of the enterprise have the right 
to challenge the decision of the Founding Body in accordance with the 
provisions of the Act on state-owned enterprises.12/ 

The enterprise may be wound up in order to allow its assets to be let, 
against payment, if: (1) a motion for liquidation and to allow the assets to 
be let, against payment, is adopted by the general assembly of the employees; 
(2) the permission to let these assets is to the benefit of a company; (3) a 
majority of the employees of the liquidated enterprise join the company; (4) 
only natural persons are partners in this company, unless the Minister of 
Ownership Changes determines otherwise; (5) the amount of share capital or 
equity capital of the company shall not be less than 20 per cent of the joint 
value of the founding fund and the fund of the liquidated enterprise. 

The letting of assets against payment shi&ll be based on a contract 
concluded in the name of the Treasury by the Founding Body. In such a 
contract it can be determined that thr user has the right to purchase those 
assets which he is using. 

On the basis of an auction, public offer or negotiations after a public 
invitation, the Founding Body can conduct the sale, or allow them to be let 
against payment. 

In order to assure that the assets of the enterprise will be managed 
better after privatisation than before and will be used more effectively, the 
Founiing Body before making the decision on privatisation by means of asset 
liquidation shall appoint a team of experts for the purpose of prep3ring a 
financial analysis of the enterprise, a legal analysis of the enterprise's 
assets and an evalu~tion of the assets. 

Article 45 of the Act is of particular relevance to the present 
discussion. It stipulates that the provisions of the Act apply, to the extent 
relevant, to the privatisation of municipal enterprises, subject to the 
following provisions: 

The powers of the Minister ~f Ownership Changes, as well as of the 
Founding Body, prescribed in the Act, shall be exercised in respect 
of municipal enterprises by the Municipal Council or the Council of 
the Association of Municipal!tiea; 

.111 Journal of Laws No. 35 of 1987, No. 10 and No. 20 of 1989 and No. 17 of 
1990. 
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On the basis of an agreement with the Minister of Ownership Changes, 
the Municipality or the Associaticn r.f Municipalities may transfer 
the implementation of all activities associated with privatisation 
of municipal enterprises to the Minister. The conclusion of their 
agreement r~quires a resolution of the municipal representatives or 
the representatives of the Association of Municipalities. 

In the interest of the nationsl economy, and to make privatisation more 
attractive, especially to foreign investors, the Minister of Finance, at the 
request of the Minister of Ownership Changes, may exempt a company from income 
tax and tax on vage increases for a period of three years from the date a 
foreign party acquires shares belonging to the Treasury, or acquires shares 
issued by a company owned exclusively by the Treasury. 

6. The Polish tax system 

Taxes are subject to several legal regulations. There are a number of 
taxes related to economic activity. The si~plest form of taxation is that of 
the natural person engaged directly in economic activity. It is the so-called 
"tax card" and comprises both turnover and income taxes. The rate varies from 
locality to locality and depends on the kind of business and nwnber of 
employees (with a maximum of five). 

Corporate taxpayers are subject to corporate income tax, assessed on the 
basis of the company's income during the year subject to taxation. It equals 
40 per cent of the tax assessment basis. It is possible to reduce the tax 
assessment basis and therefor£: the tax for certain investments or charity 
itself. 

Turnover tax is collected on every product and on services and trade. 
The rate of the tax is 20 per cent in ~ase of production and in other cases 
5 per cent of the assessment basis, which is the business turnover besed on 
invoices. The Council of Ministers may introduce different rates for specific 
coDlliodities: export commodities, e.g., are free of ta:.<. 

Wage tax is paid by every company. Similarly, a tax on wage increase is 
paid by every company which does not apply anti-inflationary wage policy. It 
is collected for excessive wages. Foreigners and c~mpanies with foreign 
participation are not subject to such taxation. 

Agricultural tax (farming tax) is collected from the owner a of farmir1g 
land. It depends on the size of the land and the quality of the eoil. It can 
not exceed 40 per cent of the farmer's income. 

There are also a number of other, local taxes and duties, such as real 
estate tax, road tax, etc. which depend on the location of the company. 

In order to simplify the taxation system, the government is planning a 
major reform of the tax system. Its goal is also to achieve a proper balance 
between the taxation of individuals and companies and to ensure the tax 
coverage of the quickly expanding private sector. 

It has been decided that a value added tax (VAT) shall be introduced 
either on 1 October 1991 or 1 January 1992 as well as a personal income tax 
(PIT) on 1 January 1992. 
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VAT is a broad-based conswnption tax ai~ed -~ replacing almost all 
existing t!)LCise duties. These are levied on alcohol, tobacc'l and petrol 
products. VAT will have & wider coverage than the present; turnover tax and 
will have three rates: 0, 5 and 18 per cen:. Ro tax will t:e collected on 
1Dlprocessed food. Exports, and for a limited time certain agricultural 
inputs, will be zero-rated; processed food and reading materials will be taxed 
at the lower rate of 5 per cent and the rest of goods and services at 18 per 
cent. 

The PIT will be a progressive tax on earned income with three rates: 20, 
30 and 40 per cent. Corporate income will continue to be taJu!d at 40 per 
cent, and the process of replacing discretionary relief with 1Dliform 
depreciation and loss carry-over provisions will be completed in 1991. 
Dividends will be subject to the 20 per cent rate of PIT withheld at source, 
while capital gaine will be exempt from this tax 1Dltil the end of 1992. 
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ABBEX B 

1. LIST or PAlll'ICIPAllTS IR THE WOKSBOP 

1. "r. Donald ABBOTT 
r~ace Corp 
Urzad Glliny (Municipality CotDlcil) 
190100 "onki 
Poland 

2. "r. Jacek BOCHERSICI 
Voivodship office 
ul. Wojska Polskiego 1 
82-300 Elblag 
Poland 

3. Mr. Dan BREllRAB 
Regional Development Division 
"inistry of Foreign Affairs 
Dublin 
Ireland 

4. "r. Roman CHODAICOWSICI 
President 
CABAMPOL "anagement SA 
ul. Wiertnicza 36A 
02-925 Warsaw 
Poland 

5. Mr. Jean-Michel COLLETTE 
Acting Director 
Projections and Programming Division 
Economic Commission for Europe 
Palaia des Nations CH-1211 
Geneva 10 
Switzerland 

6. Prof. Andrzej DEMBICZ 
Director 
Centro de Estudios Latinoamericanos 
University of Warsaw 
ul. Dobra 56 
00-312 Warsaw 
Poland 

7. Mrs. Irena DEREWECKA 
Director 
Department of Regional Policy 
Voivodship Office 
ul. Wojska Polskiego 1 
82-300 Elblag 
Poland 

8. Ambaasador Alexander DIJCICMEESTER 
Head of Delegation 
Delegation of the Conunission of the European Communities 
Al. Ujazdowskie 14 
00-478 Warsaw 
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9. ltr. Oliver FREDUll 
European Agency for the PrOllOtion of Local Governments 
ul. Krzyvicltiego 9 
r. 4002 
02-078 Warsaw 
Poland 
European Cultural Centre 
Geneva 

10. Prof. Rarian GELDNER 
UIUOO Consultant 
Warsaw 
Poland 

11. ltr. ltiroslaw GROCHOWSKI 
Deputy Director 
European Institute for Regional and Local Development 
University of Warsaw 
ul. Kraltowskie Przedmiescie 30 
00-9:l7 Warsaw 
Poland 

13. ltr. Pavel GRZEDZIRSKI 
Voivodship Office 
ul. Wojslta Polskiego 1 
82-300 Elblag 
Poland 

14. Prof. Slawomir GZELL 
Institute of Urban and Spatial Planning 
Technical University 
ul. Koszykowa 55 
00-659 Warsaw 
Poland 

15. Mrs. Diana HUGIRS 
Peace Cor1, 
Urzad Gminy (~icipality Council) 
19-500 Goldap 
Poland 

16. Mr. Ian M. HUME 
Resident Representative 
The World Bank 
Poland Resident Mission 
Intraco I Building 
17 Fl., ul. Stawki 2 
00-193 Warsaw 
Poland 

17. Prof. Bohdan JALOWIECKI 
Deputy Director 
European Institute for Regional and Local Development 
University of Warsaw 
ul. Krakowskie 
Przedmieacie 30 
00-927 Warsaw 
Poland 
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18. Prof. Ferenc JOIDil 
Adviser to the President 
Hungarian Foreign Trade Banlt 
Budapest 
Hungary 

19. Prof. IUeczyslav KOCBAllOWSKI 
Faculty of Architecture 
Technical University 
ul. W. llajaltovskiego 11/12 
80-952 Gdansk 
Poland 

20. Prof. Tadeuaz KOLODZIEJ 
Department of EconOllics 
Faculty of Lav and Administration 
Jagiellonian University 
ul. Straszewskiego 27 
31-113Kraltov 
Poland 

21. Prof. Michel Maciej KOSTECKI 
University of Beuchitel 
Pierre-a-Maze! 7 
Ch-2000 Reuchitel 
Switzerland 

22. Prof. Ryszard KOWALCZYK 
Director 
Institute of Construction Engineering 
Technical University 
ul. Wiejslta 45 A 
15-351 Bialystok 
Poland 

23. Mr. Andrzej KOWALEWSKI 
Department of Industrial Policy 
Minbtry of Industry 
ul. Wspolna 2/4 
00-505 Warsaw 
Poland 

24. Prof. Antoni ICUKLIRSKI 
Director 
European Institute for Regiona~. and Local Development 
University of Warsaw 
ul. Krakowskie Przedmiescie 30 
00-927 Waraaw 
Under-Secretary of State 
Ministry of Foreign Affairs 
Al. I Armii Wojska Polskiego 23 
00-580 Warsaw 
Poland 

25. Mr. Krzysztuf LOTH 
Director 
UBIDO Investment Promotion Service 
ul. Stawki 2 
00-950 Waraaw 
Poland 
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26. llr. Lucjan LUOSU 
United Rations System Department 
lliniatry of Foreign Affairs 
Al. I Ar11ii Wojaka Polsltiego 23 
00-580 Waraav 
Poland 

27. llr. Richel llARBOT 
President 
DAllUTA Ltd. 
ul. Daleka 122 
82-200 llalborlt 
Poland 

28. Prof. Tadeuaz llABOWSll 
Institute of Regional Policy 
University of Lodz 
ul. Revolucji 1905 r. nr 41 
90-214 Lodz 
Poland 

29. Prof. Leo P. W. Vil DEil MEER 
Bead 
Regional Planning Department 
Provincie Gelderland 
Markt II 
Postbus 9090 
6800 GX Arnhem 
The Ketherlands 

30. llr. Berman MUEGGE 
Bead 
Regional and Co1D1try Studies Branch 
UlllDO 
P. o. Box 300 
A-1400 Vienna 
Austria 

31. Prof. Maciej ROWAICOWSKI 
Dean 
Department of Architecture 
Technical University 
ul. Kraltowska 9 
15-875 Bialystok 
Poland 

32. Prof. James C. OWER 
Depart~ent of Administration and Environmental Studies 
Indiana University 
Fort Wayne 
2101 Coliseum Boulevard East 
Indiana 46805 
USA 

33. Prof. Ryazard PIASECKI 
Institute of Political Economy 
University of Lodz 
ul. Revolucji 1905 r. nr 41 
90-214 Lodz 
Poland 
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34. Dr. b'zyaztof PUCBALSD 
Director 
Project Finance Departaent 
Bead Office 
Bank Polska Kasa OpieJti SA 
ul. Traugutta 7/9 
00-950 Vars•~ 
Poland 

35. llr. Georges men 
C01111ission des COlllUllautees Europeennes 
rue de la Loi 200 
B-1049 Brussels 
Belgiwa 

36. Mr. Ronald S. ROSS 
King Chapman Broussard & Gallagher, Inc. 
The Kent Building, 29th Floor 
161E 42nd Street 
B.Y. 10017 Bev York 
45A Alexander Street 
Greenwich, Connecticut 06830 
USA 

37. Mrs. Deborah RYAB 
Peace Corp 
Urzad Gminy (Municipality Comicil) 
17-200 Bajnovka 
Poland 

38. Dr. Roman SZUL 
European Institute for Regional and Local Development 
University of Warsaw 
ul. Krakowskie Przedmiescie 30 
00-927 Warsaw 
Poland 

39. Mrs. Katarzyna WASKIEWICZ 
CARAMPOL Management SA 
ul. Wiertnicza 36 A 
02-925 Warsaw 
Poland 

40. Mr. Arthur R.P. WIELKOSZEWSKI 
6, Barnsdale Road 
Madison Bev Jersey 07940 
USA 

41. Prof. Tomasz WIRBICKI 
Technical University of Wroclaw 
ul. Wybrzeze Wyspianskiego 27 
50-370 Wroclaw 
Poland 
Deputy Chairman 
Rational Council for Environmental Protection 
Chairman 
Lover Sileaien Foundation for Regional Development 
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42. Prof. Jan WORORIICU 
European Institute for Regional and Local Develoi-ent 
University of Warsaw 
ul. ~akovsltie Przedmiescie 30 
00-927 Waraav 
Poland 
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