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In article the international economic activities as one of dominating directions of country development
at the present stage are considered. The modern stages of development of world economy foresee active
foreign economic activity of Ukraine, which determines basic priorities of the economy growing.
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THE MAIN POLICY INSTRUMENTS OF POLAND IN 1997 — 2010

Y cmammi pozenaoaromvca mpu ocnogui incmpymenmu pecynioganns exonomiku Iloavwi, a came:
MoHnemapHa, Qinancosa ma eaniomna noaimuxu. Taxodxc moea tide npo me, AK GNAUNHYAU HA €KOHOMIKY
kpainu ecmyn [lonvwi 0o Eeponeiicokozo Coioszy y 2004 poyi ma ginancosa kpuza 2008 poxy, sax 3miHuecs
pisens inrayii ma be3pobimmsi.

Knrouosi cnoea: obminnull Kypc, Oesanveayis, KOHyenmpayis, QiHaHco8a NOAIMUKA, pO3UWUPEHHS,
MoHemapHa noximuxa, Oe@iyum 0100cemy, eKOHOMiuHe 3POCMANHA, 6ANIOMHA NONIMUKA, BAN08Ul
eHympiwnil npodykm (BBII).

Actuality. Government should protect and defend against domestic and foreign aggression the lives
and property of the people under its jurisdiction, settle disputes that arise, and leave the people otherwise free
to pursue their various goals and ends in life.

Governments today are often asked to regulate and control production, to raise prices of some goods
and services and to lower prices of others, to fix wages, to help some businesses get started and to keep
others from failing, to encourage or hamper imports and exports, to care for the sick and the elderly, to
support the profligate, and etc. Which policy instruments does the Polish government use to manage such a
burgeoning economy in the right direction? In the following section | will address three of them: monetary,
financial and currency policy.

The purpose and research problems. The purpose of current study is to look for the tendency of
implementation of Poland’s entrance to European Union in 2004 and influence of the World Financial Crisis
in 2008 on economy of the country.

Methods of research. The research of the given paper is built on the psychological, organizational
and economic principles of the problem-solving as well as the use of the data of Polish and international
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electronic resources, mass media information and scientific reports. Also, methods of the analysis and
synthesis were used.

The personal contribution of the author consists in the personal author's approach to the overview of
objectives and instruments of Polish economic policy in the period of 1997 — 2010; qualitative and
guantitative data analysis of the results obtained.

Monetary Policy. Clearly, the institutional framework for policy-making has important implications
for the policy mix. As in many countries, fiscal and monetary policies in Poland are in the hands of two
independent authorities. Major legislative steps were taken in 1997 to make the National Bank of Poland
(NBP) more independent and responsible for price stability.

Monetary policy is formulated by the Monetary Policy Council, an independent body of ten members.
Since 1999, the NBP has been operating a direct inflation targeting regime, combined with a free float of the
zloty since April 2000. On the fiscal policy side, the government is constrained by a set of fiscal rules laid
down in the Constitution and the Public Finance Act which are designed to prevent public debt rising above
60% of GDP. The government must take specific steps when the public debt breaches the thresholds of 50%,
55% and 60% of GDP. Moreover, the government is now subject to the provisions of the Stability and
Growth Pact, including the requirement to avoid excessive government deficits.

Poland became a member of the EU in 2004 together with other countries like the Czech Republic,
Estonia, Cyprus, Latvia, Lithuania, Hungary, Malta, Slovenia and Slovakia. The country is one of 12
countries, including Denmark, which has not yet adapted the euro. This is something the Polish government
strives to establish as soon as possible, preferably already before 2012. Poland’s integration into the
European Union has greatly influenced the economic policies which have been introduced in Poland, both
before and after 2004.

The Polish government has, since the request to join the EU in 1994, had a lot of work ahead of them,
when talking monetary policy. The actual negotiations started in 1998, and the period from and to the
annexation in the EU in 2004 was also the turning point for the Polish economy. Poland had a huge task in
terms of having to clean up public finances. Poland has historically been through something like of a roller
coaster economically. Historical Poland was under occupation in both the First (1914-1918) and the Second
(1939-1945) World War of Russia and the Soviet Union. The Soviet Union maintained control over Poland
until the end of "Cold War" in 1989, when Poland got rid of the Communist rule.

The Polish monetary policy in the period of 1998-2003 appears to have been a 5-year preparation for
the EU admission. The EU has a series of convergence criteria for its member countries, including an
inflation stability requirement of less than 3.2 percent of GDP. Poland just hit 3.2 percent, and therefore just
missed the criteria.

Therefore, the main purpose of the NBP is sensibly enough also to obtain a price stability in the longer
term. In the short term, the tool for ensuring a stable low inflation is monetary policy. NPB published a
report on the conduct of monetary policy in Poland in the period of 1998-2003, which also mainly
concentrates on inflation, and the forthcoming task to meet the economic requirements for joining the EU.

Since 1999 the direct inflation target strategy has been utilized in the implementation of monetary
policy. Within the framework of this strategy, the Monetary Policy Council defines the inflation target and
then adjusts the NBP basic interest rates in order to maximize the probability of achieving the target. Since
the beginning of 2004, the NBP has pursued a continuous inflation target at the level of 2.5% with a
permissible fluctuation band of +/- 1 percentage point.

The NBP maintains interest rates at a level consistent with the adopted inflation target by influencing
the level of nominal short-term interest rates on the money market. Money market rates affect loan and
deposit rates at commercial banks and thus the size of loans, the demand within the economy and the
inflation rate. The set of monetary policy instruments used by the NBP enables it to determine interest rates
on the market.

In addition, Poland fights to meet two additional EU-criteria. The first is the requirement for stable
long-term interest rates, the requirement that Poland meets; the second requirement is the requirement of
exchange rate stability - the requirement to be explained in the section on currency policy.

The event, marking the second part of the specified time period is of course Poland's admission to the
European Union in 2004. But did the admission to the EU at all affects monetary policy, the policy that was
already being run as if they were already members of the same union?

Ones again it is the report "Monetary Policy Strategy Beyond 2003" that indicates the first major
change compared to the period before the EU admission: "While the previous Strategy was oriented towards
the reduction of the inflation rate, this Strategy offers a redefinition of the core task of monetary policy.
Presently, the task is to stabilize inflation at a low level".
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This quote from the National Bank of Poland, is that they themselves in the years 1997-2003 had done
such a good job, that inflation in 2004 was stable and at a satisfactory level. Monetary policy should instead
be crash treated in a way so that inflation would remain stable. This strategy, called DIT (Direct Inflation
Targeting) is the only major change made in monetary policy in Poland in connection with EU admission in
2004.

The results of Poland's monetary policy is hard to argue against. Inflation in Poland in 2010 lowered at
3.5 percent of GDP, if to compare with the inflation in 1997 which was amazing 11.6 percent, a change of
8.1 percentage. Monetary policy also changed when the global financial crisis hit Poland.

NBP adjusted the instrument most often used in monetary policy when country wants to stimulate the
economic activity: the interest rate. The Polish National Bank followed the development of the European
Central Bank (ECB) lending rate, an interest rate that at the beginning of the crisis in 2007 was 3.75 percent.
While it is 1.0 percent in February 2010.

For comparison, the Danish national bank lending rate was 4.25 percent in 2007, and after a peak of
5.5 percent in 2008, the present interest rate is 1.05 percent in 2010. Poland's interest rates were no
exception, interest rates went from their peak in 2008 at 6 percent, to just 3.5 percent, in 2010, representing a
change of 2.5 percent.

This simply underlines that the reduction in the interest rates, was a global trend. Poland's interest rates
do not reach a level close to 1.0 percent, as both the ECB and the Danish National Bank does.

The greater interest rate in Poland can be explained due to the importance of foreign investment in
Poland in 2010, which was 22 PLN billion. Therefore, it has been a balancing act between attracting foreign
investors with high interest rate and stimulating national economic activity with low interest rate.

Financial Policy. A stable financial system is conducive to the implementation of the main policy
objectives of the central bank — maintaining price stability which creates the foundations for long-term
economic growth. Financial system stability is a situation when the system performs all its functions in a
continuous and effective way, even when unexpected and adverse disturbances occur on a significant scale.

Disturbances in the functioning of the financial system and in the efficiency of the provision of
financial services have a harmful influence on the standing of enterprises and households. Acknowledging
the importance of financial stability, leading central banks conduct research in this area and publish financial
stability reports. This aims at strengthening financial stability through the discussion of risk factors and the
assessment of the capacity of the financial system to withstand negative shocks.

The dissemination of this knowledge should support financial stability through, among others, better
understanding of the scale and scope of risk in the financial system. This increases the probability of a
spontaneous adjustment of the behavior of these market participants that undertake excessive risks, without
the necessity of public entities' intervention into market mechanisms. Thus, the information policy of the
central bank is an important instrument supporting financial system stability.

To investigate what kind of financial policy has been conducted in Poland in the period of 1997-2010,
it is important to explain the types of active financial policies available.

One possibility is concretionary financial policy. This kind of financial policy is used to limit demand
in situations where you would like a reduction in activity, and for improving the balance of payments or to
close a gab in inflation. This financial policy is exercised in practice, by reducing government spending and /
or increasing taxation.

Contrary to the above is the expansionary financial policy. Here the target is to achieve a higher
economic activity, and to reduce unemployment by increasing government spending or lowering taxes. This
kind of financial policy into practice by the state tries to stimulate demand, either directly by purchasing
goods and services, or indirectly by increasing people's disposable incomes.

An important indicator of the financial policy implemented in a given country is a balance on the
public budget. EU convergence requirements for the government balance is a deficit not exceeding 3 percent
of GDP, a requirement which Poland is obligated to work towards. Poland had a surplus on the government
budget from 1997 to 2000, but since then, the balance turned to a deficit of 5.5 percent of GDP in 2008,
when the financial crisis began. Between 2006 and 2007 alone, the negative balance rose by 2 points.

The period of 2000-2003 is an exception. During this period, the government deficit improved from -
3.1 percent in 2001 to -2.5 percent in 2003, representing significant 0.6 points. With the NBP's inflation
target in mind, the explanation for this, is that a very certain financial policy to reduce inflation in the
country was led during this period. Compared to the EU's convergence requirements for a maximum deficit
of the government balance of 3 percent, it seems that the concretionary financial policy worked as intended
for Poland. As EU admission in 2004, the deficit took a decent leap, and rose in 1.5 (percentage) points from
2003-2004 landing at 4 percent of GDP, a very sharp rise, which in the report from the Polish National Bank
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can be explained by several onetime costs in connection with EU admission.

Years later, in 2005, the public budgets are already strong again. Deficit will be reduced by up to 2.8
points, equivalent to a reduction in budget deficit of 25 billion PLN. In 2006 according to the same report,
the budget deficit lowered to a, stable and expected level of 2.7 percent of GDP.

In 2007 however, due to the financial crisis, the economic situation in Poland has changed completely.
In the period of 2006-2010 the public budget deficit is expected to increase more than twice. From 2.7
percent of GDP in 2006 to 5.7 percent in 2010, representing a dramatic growth of 3 points. The financial
crisis has also forced the state to implement the second type of financial policy than the concretionary policy
which had been used in the period of 1997-2006. The goal went from fighting the government deficit and
inflation, to stimulate the economic activity again, and to reduce unemployment. Financial policy is changed
to a very expansionary financial policy, government consumption grew, and it could clearly be observed on
the public balance. Another fact that made the expansionary financial policy necessary was the growing
unemployment rate in the country as a result of the financial crisis.

Poland has, like many other eastern European countries, suffered from a high unemployment rate
throughout the history, and in 2002 20 percent of the labor-force was not employed. With EU admission in
2004 however, the economic activity was peeking, which had a positive affect on the unemployment rate.
The rate kept reducing until 2008, when it reached its lowest level ever. Namely 9.5% percent. The effects of
the financial crisis have however sent unemployment in Poland up 12.7 percent in January 2010. So,
unemployment increased on 2.2 points. Compare, the Danish unemployment is now 3.9 percent.

Currency Policy. Along with a sharp reduction in inflation, stable long-term interest rates and
exchange rate stability, one of the main points of the NBP's report is also that in order to facilitate integration
into the EU, and later EMU (European Monetary Union) requires some form of fixed exchange rate policy
towards the euro. This exchange rate policy instrument is the same system used in Denmark, where the goal
is to ensure that the exchange rate follows the euro stable, with a maximum fluctuation band of + 2.25
percent.

Tabl. 1
Overview of objectives and instruments of Polish economic policy in the period 1997 — 2010
Period /
Economical 1997 — 2004 2004 — Finance crisis Finance crisis — Nowadays
policy
Goal: Goal: Goal:
To fight the high inflations Price stability (stabile low Economical stimulating
Monetary inflation)
policy rate in
How: How: How:
High interest rate Medium interest rate Low interest rate
Goal: Goal: Goal:
. . Reducing deficit on public | Stabilizing deficit on public Fight unemployment +
Financial . - :
nolicy account account economical stimulating
How: How: How:
Contractive financial policy | Contractive financial policy | Expansive financial policy
Goal: Goal: Goal:
Maintain the rate of zloty Maintain the rate of zloty Maintain the rate of zloty
Currency | within + 15 per. of the euro | within = 15 per. of the euro | within + 15 per. of the euro
policy How: How: How:
Let the zloty flow with euro | Let the zloty flow with euro | Let the zloty flow with euro
+ devaluation (2001)

In Poland however, this band is = 15 percent, based on the exchange rate of 400 (400 PLN per. 100
euros). For Denmark, the fixed exchange rate policy is the necessity as a member in the EU's exchange-rate
agreement ERM2 (European Exchange Rate Mechanism), which aims to ensure stable exchange rates
between the euro area and EU countries that have not adopted the European currency.

Poland is however not included in ERM2, but the Polish National Bank nevertheless chooses to follow
the ECB's lending rate, and is simultaneously trying to stay within the mentioned + 15 percent relative to the
euro rate. Again, a reflection NBP is mentioning in its report, and justifying it with the economy must be
geared to cope with the transition to the EU's currency mechanism painlessly. But which tools can the Polish
National Bank use to ensure that the zloty's value remains within + 15 percent of the euro exchange rate?
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One method is to buy and sell currencies. If the price is above the upper fluctuation limit, the NBP can sell
the euro from its foreign reserve. This will increase supply and thus push the price of the euro down.
Conversely, NBP buy euro currency reserve if the euro rate is low. This increases demand and price also
increases. If the NBP must realize they have not been able to keep the value of the zloty within the = 15
percent over a long period of time, it may resort to devaluation and revaluation.

A devaluation of the zloty means that the euro exchange rate increased, while a revaluation would
otherwise increase the zloty value by lowering the price of the euro. In 2001, the NBP actually made a
devaluation of the zloty, which otherwise is rare in recent times. Euro price very rarely comes near the limit
of the fluctuation band as stabilizing speculation helps to ensure that rates remain relatively stable.

Poland has, as already mentioned, led a foreign policy where the zloty is flowing towards the euro
since 2000, which means the price determined by supply and demand. Therefore, the fact is that if the euro
exchange rate is just a bit over 400 zloty, investors will start buying zloty, while a slight decrease below 400
zloty will get them to buy euro. The rate is usually keeping in a stable truce.

This exchange rate policy with a floating currency, combined with a targeted monetary policy to
combat inflation, is viewed by leading economists as a combination that fits well with the Polish economy at
the time when future membership of EMU is just around the corner. If we take the whole period from 1997-
2010 there have been ongoing in Poland uniform monetary policy through all years, except for the
devaluation of the zloty in 2001. Monetary policy’s only purpose in the period, has been remained within +
15 percent of the euro, for the eventual transition to the very same euro.

Conclusions. Measures employed by governments to influence economic activity, specifically by
manipulating the money supply and interest rates. Monetary and fiscal policy are two ways in which
governments attempt to achieve or maintain high levels of employment, price stability, and economic
growth. Monetary policy is directed by a nation's central bank.

Regarding the economic policy applied during the period of 1997-2004, it can be concluded that
monetary, financial and currency policy, to a greater or lesser extand, were tools used by the Polish
government to prepare for EU admission, and after 2004 to live up to the EU convergence requirements.

The relationship between the fiscal and monetary authorities in Poland in recent years appears to be
broadly consistent with a leader-follower model. The fiscal authority (the government) can be most of the
time viewed as the leader. The NBP responds to fiscal developments in setting its policy in line with inflation
targeting. It ultimately determines the macro policy stance.

In light of this and the broader uncertainty that characterizes the context in which economic policy is
set, the fiscal authority appears be too timid to reduce the deficit, which has had an impact on the stance of
monetary policy. As a result, the policy mix has resulted in “higher deficits and higher real interest rates”
than those obtained under cooperative solutions. For instance, while both fiscal and monetary policy eased
during 2001-2002, the pace of monetary easing was more hesitant than it could have been with a tight fiscal
policy. Monetary policy in the period until 2004 was mainly aimed at combating inflation through high
interest rates, while after 2004 it was aimed to maintain price stability. After 2008, the financial situation in
Poland resulted in a low rate of economic growth, due to the financial crisis.

Financial policy has, after the financial crisis, through an expansive strategy, the same purpose as the
monetary policy in the period — creating of economic stimul. From 1997 until 2008 the following conclusion
can be made the financial policy was highly concentrated on contractive policy to target the deficit in public
budgets. Finally, it can be concluded that the zloty exchange rate, due to the floating against the euro for the
whole period, has been stable, with the exception of the zloty devaluation in 2001.

Plans of the Government are directed mainly to solving problems of the transitory period before
becoming an EU member-state. After obtaining its membership, the power policy of the state will comply
with priorities of the EU policy. One of the advantageous effects will include, e.g., a wide inflow of the
capital and modern power generation technologies, as well as the environmental protection, facilitating the
realisation of supreme goals of the state policy.

Ideally, government should be a sort of caretaker not of the people themselves, but of the conditions
which will allow individuals, producers, traders, workers, entrepreneurs, savers, and consumers to pursue
their own goals in peace. If government does that, and no more, people will be able to provide themselves
much better than the government possibly could. These tasks are a result of a number of consultations, an
exchange of opinions and initial agreements, so they can be controversial for many circles, insufficient for
other ones, and intervening too much into the free market for others. In such a situation, the suggested
activities will require a consensus and political will to realize them in many cases. Plans set out directions for
the realization that should concentrate on activities of public administration bodies, self-governments, and
power enterprises.
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A given article is devoted to the main policy instruments of Polish government. There are monetary,
financial and currency policies. It also considers how the entrance of Poland to European Union in 2004
and the World Financial Crisis in 2008 influence the country’s economy, what are the tendencies of inflation
and unemployment there.
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B cmamve paccmampusaromes mpu 0CHO8HBIX UHCMPYMEHMA pe2yaupodanust skonomuxu Ilonvuu, a
UMEHHO: MOHemAapHasl, (PUHAHCOBAsI U 6AIOMHAsL noaumuky. Takdce peub u0ém o mom, KaK NOGIULIU HA
axoHOMuKy cmpansl ecmynienue lonvwu ¢ Esponetickuti Cooz ¢ 2004 200y u ¢unancosviii kpusuc 2008
2004, KaKoebl MeHOeHYu YpOGHs uHpasayuu u be3padbomuybl.

Knwuesvie cnosa: monemapnas noaumuxa, QUHAHCOBASE NOIUMUKA, GATIOMHASL NOJUMUKA,
pacuupenue, 0OMeHHbIL KYPC, KOHYeHmpayus, 0esanveayus, oeuyum 6r0xcema, I3KOHOMUUECKUL pOCH,
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JI0 MATAHHSA PO HUIAXU MOJ0JAHHS CBITOBOI ®IHAHCOBOI KPU3H

Y cmammi posensoaromscs npuuunu, aKki npuseenu 00 SUHUKHEHHS. C8ImMO060i (inancogoi Kpusu i
chopmynvosani pexomenoayii 3 il nodonanHs. 30Kpema, pPeKOMEHOYEMbCS 3anpo8adUumu HO8Y CEImos8y
De3epBHy 8ANIOMY 3aMICMb AMEPUKAHCLKO020 004apa i cmeopumu ceimosuti baux. [aromscs pekomenoayii' 3
pedhopmysanns c8imosoi (hinancosoi cucmemu i 30iUCHEHHS CY8OPO2O KOHMPOIIO 34 eMICIEI0 2POUEIL.

Knrouosi cnosa: ginancosa kpusa, pesepsua sanoma, Qinancosa cucmema, c8imosuii 6auK, ceimosda
8ANIIOMHA cucmema

[MoGynoBaHa Ha jioyiapi Mi>KHApOJIHA BaJFOTHA CHCTEMa Mae JIyxe cepiio3Hi Hepouiku. [lepeTBopeHHs
BaJIIOTH OJIHI€T KpalHU B MDXKHAPOAHY, IPHUOMY Oe3 OyAb-KuX 3000B'13aHb 1 BiANOBIAATBHOCTI, HAJANO LIl
KpaiHi BelM4e3Hi BUTOAM U MepeBary y 31iHCHEHHI KPeOUTHOI eKCIaHCii, CTBOPUBILM 3HAYHI MOXKIIMBOCTI 11
YPSIOBIISIM 1 Oi3HECMEHaM JUIs 3JI0B)KHUBaHb.

Ho 1973 p. cBiTOBY BaOTHY cTabiNbHICTH 3abe3neuyBana cuctemMa (pikCOBaHMX OOMIHHHX KYpCiB,
chopmoBana 1944 p. na bperron-Byncekiit kondepenuii. Kypc amepukaHcbKoro nojapa i KypcH BCiX iHIIMX
BaIOT OYJIM NMPHUPIBHSIHI JIO IEBHOT YaCTHHHU 30JI0Ta 3a MIEBHOIO 1[iHOI0. bpeTToH-Byickka cucrema ciyxuna
KBAa3130JI0TUM CTaHIApTOM, 0O BCIM IHIIMM KpaiHaMm TapaHTyBaJlOCs MPaBO KOHBEPTYBATH IXHI Jojlapu B
30JI0TO 32 OOMiHHMM KypcoM — 35 nomapis 3a 1 yHIi0 3010Ta.

Komu B 1973 p. obBanmnace bperroH-Byackka cucrema, KpaiHH CBiTY MOBHHHI OyJIM TOMOBHUTHUCS
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