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Abstract

The present crisis has forced almost all countries to introduce an active
economic policy. A lot of attention has been paid to fiscal policy and taxes in
Poland. The measures taken in Poland differ considerably from global standards
and decisions concerning taxes have been generally political in nature. The
paper presents solutions in fiscal policy applied in Poland and explains the
specificity of Poland’s economy and its anti-crisis policy.

1. Introduction

The theory of economics presents definitely diversified views on the
origins of crises. There are two radically different opinions. According to the
first, crises occur because governments excessively restrict market mechanisms.
The economy can achieve the state of equilibrium only through the decreased
state intervention and free market mechanisms. These views, dating back to
classic economics have been reflected in many later trends (Neo-classics,
Monetarists). The impact of such approach on the economic policy in the times
of current crisis has been severely limited in many countries.
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According to another approach crises are a consegquef the weakness
of market mechanisms and overcoming them requiresreased state
interference. This reasoning stems from the conoégbhn Maynard Keynes,
whose views were rejected in the mid-1970s in fterraath of the 1973 — 1975
crisis and supplanted by Neo-classic theory. Totlayever, we are observing
the renaissance of these trends which, in manytdeanbegin to form the basis
for economic policies.

Most countries seem to focus on activities aimegraventing economy
against too rapid economic fluctuations and reggbiromptly at the sight of first
symptoms of crisis. Previously, they focused onaeing negative effects of the
downturn. The current crisis shows that it is nletags successful. However,
one should generally appreciate the pace of ldgpisl@hange, its large scope,
and the involvement of large financial resourcdssTs evident in the U.S. and
the European Union countries. Against this backgdo®oland presents an
entirely different attitude, where the legislatwecedure takes a very long time,
the scope of change is modest, and the resoursigsiiicant.

2. The Anti-crisis Policy in the USA and European dion

The countries of the Western Europe apply antispslicy of short-term
demand fiscal and monetary policies and long-teoficy, which is defined as
a developmental intervention. Short term actionktirely quickly affect
economy (e.g. within few months) and focus on deimaspects (they tend to
increase demand). A wide range of instruments imled, (tax system,
government expenditure) within fiscal policy anédulation of interest and
exchange rates) within monetary policy. There widespread belief that active
fiscal policy may be more effective in reviving @oony and monetary policy in
preventing it overheating. There are many doubtsedain the theory of
economy whether such short term demand policyfectfe. Mistakes can be
made causing such negative effects which underr@g#éimacy of actions
taken. Despite these reservations and uncertainfiessal and monetary
instruments are used on a wide scale (the latterdmaller degree) during the
present crisis in the USA and countries of WestEurope. Poland is an
exception in this respect — actions are taken @mall scale here. There are
fears that they might lead to undesired resultss paper will present evaluation
of such different approaches.

The present crisis is often compared to the bigdesinturns of 1929 —
1933 and of 1973 — 1975 and this justified duehe $cale of difficulty and
geographical coverage. No other crisis did havadvrerse effect on so many
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countries at almost the same time. One should tica¢ these two great
downturns revealed so many problems, difficultxplain and overcome, that in
consequence economic theories of the past have bmmaced with new
doctrines. The prompt dissemination of John M. Keyrtheory after 1929 —
1933 and Milton Friedman’s after 1973 — 1975 ig/mlsol of radical changes.
Therefore it seems justified to expect distinctolenge of economic doctrine
setting out the shape of global economic policy nitwing present actions one
may expect that the new doctrine will refer to JKeynes' views and will
introduce more state regulation of economy anda@stalso increase the role of
the state as an owner. Such prospects are rejectather reluctantly adopted in
Poland. However, it seems impossible that Polishitigans and liberal
economists manage to convince most economist&ioitieas.

Apart from demand and short-term fiscal and moretaeasures, the
second element of anti-crisis policy is considertb@, so-called development
interventionism, which affects supply aspects ameeny in the long-term. This
involves state intervention in:

» Development of technical infrastructure (e.g. highe; airports, high-speed
trains, telecommunications),

« Development of social infrastructure (such as etimcaand high quality
health services),

« Support of national technical ideas (science, mebeand development
programs),

« Stabilisation of money supply.

It is popular belief that development interventimnthe right way to
increase the resilience of the economy to downtumrihis respect, Poland has
successfully achieved only the stable money sulpgtstill faces:

* embarrassing indolence in the construction of hmysv(a maximum of
several dozens of kilometres per year),

» underdeveloped air transport (all Polish airportsnbined handle less
passengers than a fairly large airport in Westenmpge),

« a complete lack of high-speed railway lines,

 low level of health care and higher education (lest Polish universities
rank low on the global list of best universities),

* low level of expenditure on education (about 0.5@245DP, where most
countries spend 2 - 3%).

But also issues related to the effectiveness otldgment intervention
the present crisis raises many questions and dolilits not self-evident that
countries with a good level of infrastructure anelergoing the crisis smoothly.
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Since the beginning of the current crisis most toes of major
importance for the global economy carry out actaredl expansionary fiscal
policy aimed at stimulating investment and consurdemand. Since the
beginning of the current crisis most countries ajanimportance for the global
economy carry out active and expansionary fiscéicp@imed at stimulating
investment and consumer demand. Hundreds of lsllion even trillions of
dollars and euros flow into economies. This leaws tsharp increase in the
budget deficit, accounting for example, from a teveeveral per cent of GDP in
one year in the U.S., UK and Ireland. Consumer daeima stimulated by
lowering taxes (directly or indirectly), but mostlpr low-income people
(because of their high propensity to consume)n Jorder to speed up flow of
money and shopping, President George W. Bush gaepoborest citizens
vouchers worth U.S. $ 180 billion. This solution sveontinued by President
Barack Obama and some European countries. For éxadusé Luis Zapatero,
Spanish Prime Minister along with additional moraesked the public to spend
the money as soon as possible, and if they hade®what to buy, advised them
to spend it for parties in expensive restauranesy [grograms in infrastructure
arise, financed with public funds. In the U.S.,dfttent Obama is preparing very
expensive reforms in health care and educationstogeting and expanding
highways and the Internet, supports environmentadtments, including those
directed towards reducing the greenhouse effeatil&i steps (although often
on a smaller scale), are taken by the EuropeannJaind other countries
(Switzerland, Norway). Sometimes Poland may berfeditn these additional
funds, provided it is capable of spending thesel$utturing the crisis (hundreds
of millions of euros for construction of facilitieeducing CQ emissions in
Belchatow and the construction of the port for wgiies of liquefied gas in
Swinoujscie). The money must be spent by the en#0dD. Some banks and
other financial institutions receive huge subsidiasd, eventually, also
companies from the real sphere (spectacular desismpncerning General
Motors). In practice, this is a return to the nagilization of important economic
entities in the financial and real spheres.

But here arises a dilemma. How should the statet rieavards entities
over which it takes control (these are usually véayge entities, of key
importance for the economy). Should the state:

* be a passive investor, but then lose its abilityinluence the remedial
programs and select executives, which can leadagienof public resources
and public disapproval (potential voters) or

* be an active investor, who affects the compositidnsupervisory and
management boards, and recovery plans and deterswharies of managers
(usually the upper limit). Public opinion is gerramore willing to accept
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this latter approach. It means limiting the role mérket mechanisms in
favour of administrative action. However, this ppsethreat of decreasing
effectiveness in the long term.

The tax system is considered as an important safré@ancing active
fiscal policy. Some countries (USA, UK) have alrg@creased the tax burden.
Increased taxes will also play an important rol@riograms restoring budgetary
balance in the future. Leading U.S. economistdudiog Nobel Prize winners
Joseph Stiglitz, Edmund S. Phelps, and Paul Krugeraourage using such
measures.

Jeffrey Sachs, a well-known in Poland American ecaist (in the early
1990's a principal adviser to the Polish governnmninternational economic
issues and who had a major impact on the views atrd’'s Minister of
Finance, Leszek Balcerowicz and his program) hagrgone an interesting and
surprising change of his views. Currently, Jeff@gchs, while assessing the
economic policy in the U.S, states: “Ronald Reggaorly diagnosed stagflation
and took course for future disaster. Together with colleagues he wrongly
concluded that the problem lay in government regaiaand in high taxes and
allowances ... by cutting taxes, Reagan made ibgsiple for us, for a whole
generation, to invest in basic infrastructure. Roial deregulation on a large
scale, initiated in his time, led to the currergaditer ... In the 1990s share of tax
revenues in GDP was still low, and Washington cu@d to deconstruct social
security system and rapidly deregulated financiarkat’(Sachs, ,Gazeta
Wyborcza”, 2008). The government of George W. Busls been similarly
assessed, mainly due to tax cuts. J. Sachs beliegegdmerica must overcome
an aversion to taxes and says: “... our problemsire a reliable fiscal program,
which would provide for an increased share of wenues in GDP in the next
decade ... Money must be found for urgent investsnahhome and overseas.
The increased tax base may be the only source....”

3. The GDP and Public Finance in UE between 2007 dr2009)

Data on the GDP growth in EU countries indicatet tte crisis was
demonstrated to the greatest extent in the Battimtries. These countries were
regarded as leaders of transformation. In the y2a@§ - 2007 these countries
recorded a GDP growth rate of 10% and higher. Tdilamse of the economy
became strongly apparent in those countries alrea@d908 (a decrease of GDP
by 4-5%), and in 2009 a negative growth rate reddl@86 in Latvia and 14% in
Estonia and Lithuania). Also previously stable ddes: Denmark, Germany,
Austria, and Sweden in 2009 recorded a 5% dropD® &Gnd Finland up to 8%.
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Poland was the only EU-27 country which recordegbsitive growth rate of
1.7% of GDP and appeared as a "green island" agatimsr EU countries in the
deep crisis.

EU countries (except Ireland and United Kingdomyeveharacterised by
a high proportion of public expenditure in GDP.\Be¢n 1998 and 2007 these
countries launched various disciplinary measurasdoce public spending. The
data in Table 2 indicate that these actions hawdymed a clear effect in 11 of
the 15 countries of the "old EU". Public expenditdrd not decrease during this
period only in Ireland, Greece, Portugal, and WhKengdom.

Table 1. Real GDP growth rate (2006-2009)

2006 2007 2008 2009
Belgium 2.7 29 1.0 -2.8
Bulgaria 6.5 6.4 6.2 -4.9
Czech Republic 6.8 6.1 2.5 -4.1
Denmark 3.4 1.6 -1.1 -5.2
Germany 3.4 2.7 1.0 -4.7
Estonia 10.6 6.9 -5.1 -13.9
Ireland 5.3 5.6 -3.5 -7.6
Greece 5.2 4.3 1.0 -2.0
Spain 4.0 3.6 0.9 -3.7
France 2.2 2.4 0.2 -2.6
Italy 2.0 15 -1.3 -5.0
Cyprus 4.1 51 3.6 -1.7
Latvia 12.2 10.0 -4.2 -18.0
Lithuania 7.8 9.8 2.9 -14.7
Luxembourg 5.0 6.6 1.4 -3.7
Hungary 3.5 0.8 0.8 -6.7
Malta 3.3 3.9 2.7 -1.9
Netherlands 34 3.9 1.9 -3.9
Austria 3.6 3.7 2.2 -3.9
Poland 6.2 6.8 5.1 1.7
Portugal 1.4 2.4 0.0 -2.5
Romania 7.9 6.3 7.3 -7.1
Slovenia 5.9 6.9 3.7 -8.1
Slovakia 8.5 10.5 5.8 -4.8
Finland 4.4 5.3 0.9 -8.2
Sweden 4.3 3.3 -0.6 -5.3
United Kingdom 2.8 2.7 -0.1 -4.9
UE-27 3.2 3.0 0.5 -4.2

Source: Eurostat, Date of extraction Feb.14, 28ith;//epp.eurostat.ec.europa.eu/
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EU struggles with disciplining public finances shothat these
expenditures are characterised by a high degrésedfa. The reduction of the
absolute size of public spending as well as inimpitheir growth rate and the
share in GDP, was in practice accomplished withatgdéficulty, gradually and
produced modest results (Krajewska 2008a, pp.71H®&) this reason, public
finance theorists often emphasise the relevandbeoiVagner law, formulated
yet in the late nineteenth century, on the steadwtp of public expenditure.
This stems largely from the fact that the level miblic expenditure is
determined by many factors that are not only econdmut also historical,
political and sociological. However, as soon as fingt signs of the crisis
appeared we saw the increased activity in EU cmmin terms of counter-
cyclical policies. All EU countries see an increasebudgetary expenditure,
although the pace of change is clearly differeatiaPublic expenditure between
2007 and 2009 in the countries of the "Old EU" (%) increased steadily by
4 - 6 percentage points. The situation in the neuntries of the Commonwealth
was much more diverse. The largest expansion dfgsiéctor expenditure was
recorded in the Baltic countries (an increase d08ercentage points in the
period under consideration), although these caestfiom the beginning of
transition pursued a very restrictive fiscal polayd have consistently sought to
reduce public spending. Poland (along with Hungarg Bulgaria) is within the
group of countries which during the crisis increhpeblic spending to the least
extent. This did not protect Poland from growinglpet deficit and public debt.
Some countries, however, fell into a serious ded.tin five EU countries, the
deficit exceeded 10% of GDP (Latvia, France, Itidgland, Greece), and public
debt of 100% of GDP (Greece - 126.8%) and Italy.Q%.



Table 2. Total general government expenditure, pulid deficit, and public debt

Total general government expenditure - % GDP Public deficit - % Public debt - %
GDP GDP
1998 | 1999 2000 200 2002 20p3 2004 2005 2006 20@O8 2009 2004 2008 2009 2007 2008 2
Belgium 50.4 | 50.2| 49.1 49.2 498 51]1 494 523 486 484€.25542| -0.3| -1.3 -6 842 896 96
Bulgaria 394 | 40.0| 41.3 409 396 391 385 397 344 39.7.68 40.6 1.1 1.7 -4 172  13]7 14
CzechRep. | 43.2| 42.3| 418 444 463 47|]3 451 4%0 4B.7 42294 459| -0.7| -2.7/ -5 290 300 35
Denmark 56.3| 55.5| 53.7 542 546 55|]1 546 528 516 B50.205 58.2| 4.8 3.4 2.7 274 3412 41
Germany 48.0 | 48.1| 451 476 48.1 485 471 468 4p.3 43.8.84 475 0.3 0.1 -3.0 649 663 73
Estonia 395| 40.1| 36.1 348 358 348 340 336 336 3448938452 25 -2.8 -1.7 3.7 4.6 7.
Ireland 345| 34.1| 313 331 334 332 336 340 344 36274 489| 0.0 -7.3] -14425.0| 44.3| 65.5
Greece 443 | 44.4| 46.7) 453 451 447 455 440 4pb5 46924 53.2| -6.4| -9.4 -15.4105.0/110.3|126.8
Spain 411 | 399 39.1] 38.6 389 384 389 384 384 39.2.34 458 1.9 -4.21 -11.136.1| 39.8| 53.2
France 52.7| 52.6| 51.6, 51.6 526 53]3 532 534 5p7 852285 56.0| -2.7| -3.3 -7.53 638 675 78
Italy 49.2 | 48.2| 46.20 48.0 47.4 4813 477 482 4B7 47884 519| -15| -2.7 -53 103/606.3|116.0
Cyprus 36.7| 36.8| 37.00 38.2 40.2 450 428 43.6 434 42254 458| 34 0.9 -6.0 58.3 48|3 58
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Latvia 40.2 | 419 373 346 356 348 358 356 381 35888439 -03| -42 -10.2 9.0 | 19.7| 36.7
Lithuania 40.1| 39.9| 391 368 34F 33)2 333 333 336 3448436 -1.0/ -3.3 -973 169 156 29
Luxembourg | 41.1 | 39.2| 37.60 38.1 415 418 426 415 3B.6 36.5.938 422 37 3.0/ -0 6.4 136 14
Hungary 50.4| 48.4| 46.8 47.2 51 49/4 487 50.2 5p0 50884 505 -50, -37 -44 66.0 723 78
Malta 43.0| 43.1| 41.00 431 432 479 456 446 486 42484 439| -23| -48 -3 61F 631 68
Netherlands | 46.7 | 46.0| 44.21 454 46.2 47|]1 461 448 4p5 45%.04 514 0.2 06| -54 458 5812 60
Austria 54.0| 53.7| 52.1 51.6 51.p 515 540 50.2 4P4 48884 523| -04| -05 -3 598 625 67
Poland 443 | 427 411 43.8 443 44|71 426 434 4B9 42324 444 -19| -3.7| -7.4 450 4711 50
Portugal 40.8 | 41.0| 411 425 423 43|8 447 458 445 43.8.64 48.2| -28| -29 -93 62 653 74
Romania 358 | 39.2| 386 36.2 35D 335 336 336 3pb5 368238 410 -26| -57 -84 126 13[4 23
Slovenia 457 | 46.5| 46.7| 47.6 46.3 46/4 438 4%2 445 42414490 00| -1.8 -58 234 225 35
Slovakia 458 | 48.1| 52.1) 445 451 401 377 380 3p.6 34308 415 -18 -2y -7.9 296 27|8 35
Finland 529 | 51.7| 48.3 47.8 489 50{1 500 50.2 4p.0 47334 56.2| 5.2 42| -285 352 34]1 43
Sweden 58.8 | 58.1| 55.1 54.5 556 557 542 539 5p7 51.a55 549 3.6 22| -09 40D 3812 41
UK 395 | 38.9| 39.1 40.2 4141 4211 429 441 442 44044517 -27, -50 -11.4445| 52.1| 68.2

Source: Eurostat, Date of extraction Feb. 14, 281tp;//epp.eurostat.ec.europa.eu/
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4. Fiscal Policy and Taxes in the Countries of th&Old” European
Union (EU-15)

It is generally accepted, that the fiscal functiointaxes is the most
important one. Taxes are levied so that the stateachieve social and economic
goals. Non-fiscal tax functions, especially redsttive, allocative and
stabilizing began to play a big role along with tieng popularity of Keynes’
theory. Tax system that emerged after World Waselliously considered tax
extra-fiscal functions. This was reflected in pesgive tax, income tax
allowances, and tax exemptions and deductions, @t as in diversified
consumption tax rates. Such tax structure madedsiple to employ taxes as
automatic stabilizers. It also allowed the impletagion of the stimulatory and
the allocative function of taxes.

The Neo-Liberal doctrine approach to taxation iffedént. It clearly
emphasizes that taxes should be neutral, the figti@- functions of taxes
should be limited, taxes should be reduced ancexamptions abolished. The
representatives of the supply-side economics weeentost explicit in their
expectations towards taxes. Their postulates wetet practice by Ronald
Reagan and Margaret Thatcher. This path was fotlawenany West European
countries by implementing the tax reforms of th&0€® Tax progressivity was
reduced. The scope of tax reduction was increasiregiuced. The lowering of
income tax rates was coupled with expanding theéotese. Taxes for the richest
households were gradually reduced and the burdetaxas was shifted on
indirect taxes and social security contributionsill,She tax systems in the
“Old” Europe were diversified both in terms of imge tax rates, the number of
tax thresholds and income tax exemption amountee He some examples, in
2008 in Ireland and Great Britain there were omlp ttax rates (respectively
20%, 41% and 20%, 40%) and 17 tax rates in Luxegnffiom 6% to 46%).
There were also substantial differences in terntsof free income: from EUR
1830 in Ireland up to EUR 35530 in Sweden (KrajevR10, pp. 84, 87). The
attempts to harmonize VAT rates failed too, thendéad rate varies from 15 to
25% and the reduced rates and the scope of thaicajon vary considerably.

The tax reforms, performed in the spirit of liberachool
recommendations, have been introduced graduallynaiidhigh resistance (on
the principle that "taxes do not like revolution'flowever, reducing tax
progression and tax deductions as well as lowdhegupper tax thresholds led
to two negative effects:

1. reduced government revenues from taxes and linaibdiity to reduce the
budget costs led to an increase in public defiwit public debt,
2. the new tax structure led to a greater social diffgéation.
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The current crisis has deepened these effects amigrmned the saying
well-known among economists: “When in fear, Keyngsdear”. This was
reflected in President Obama’s anti-crisis package then followed by many
governments in Western Europe with anti-crisis pgels covering new tax
systems. These packages included such activiti@saaation Trends, 2009, pp.
13-19):

1. increased tax exemption amount in many countrigs EUR 40 000 in
Sweden),

2. reduced bottom PIT rate (used in many countriesluting Denmark,
France, Germany),

3. the introduction or increase of the pro-family takorms (the Netherlands)

4. the indexation of tax threshold (for example, iaxembourg 9% in all
brackets),

5. the introduction of the new additional top PIT gmfe.g., in Great Britain
a new 50% income tax rate on income in excess @10 as of April 1,
2010 — prior to that rate was 40%),

6. improved collection of taxes - better tax systehtay().

These measures were justified as follows: the ¢dirfrfor the poor will
increase their consumption demand and stimulatecgoy. However, raising
taxes for the rich will not reduce their consumptiand therefore will not harm
the economy; to the contrary it will only resultreduced savings.

The decisions on VAT and excise rates are not soigely oriented. The
standard VAT rates were temporarily reduced in sawmentries (Germany,
Great Britain, Spain, Portugal, and Greece). Peetal VAT rates were also
reduced (e.g. for construction services in Belgama for catering services in
France). However, many countries temporarily inseelathe excise tax on
certain products and increased the standard VAE (&kland) (Taxation
Trends, 2009, 13-19).

5. Fiscal Policy and Taxes in Poland

The Government persistent endeavours not to rékafiscal policy have
been characteristic of the recent economic pofidgaland. While justifying this
approach the Government usually uses three argsment

a) high Government deficit (over 3.0% GDP) would prvEoland’s entry
into the Euro Zone in 2011 or 2012;

b) the costs of financing the deficit would be vergthbecause Poland would
have some difficulty in selling securities in thd@ernational market on
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favourable terms (competitive securities from otbeuntries, the weak
condition of the Polish currency);

c) high repayments would burden the budget and woutdessively
undermine the investment potential of economy @fthiure and seriously
affect its competitive position for many years tone.

This economic policy was manifested by the endeesvtw keep public
deficit below 3 per cent of GDP. To achieve thiddemthe conditions of
relatively slow growth of revenue, serious attemptsre made to reduce
expenses (i.e. the “looking for 1.5 per cent of G&Rings in the Ministries”
campaign at the end of 2008). This concept meaptdntice that the budgetary
measures could not significantly and selectiveiynstate consumption and
investment. The scope of subsidies and subventvassot extended either.

The difference between economic policy pursuedadfaid and that in
most other countries tends to reflect and questitose who chose the
appropriate approach in the times of crisis. InaRdlthis problem was clearly
posed by Jacek Rostowski, the Minister of Finawdeo at the beginning of
September 2009 stated that “...the results of thsPetonomy please all. They
even please more because during that year Polavgk dhe entirely different
road than the countries of Western Europe and thitetl States. Our results are
the evidence that we have chosen the right roashgldine crisis and that our
road proved to be the only one effective” (Rostavi26l09). This is an important
observation that should be analyzed and verified.

It seems that this statement can be interpretdues ways:

1) the procedure adopted in Poland can be successdplplied in other
countries contributing effectively to overcoming ttrisis;

2) Poland is actively pursuing the economic policylotad to special
conditions within the country and these experiencasnot be applied
abroad on a larger scale;

3) Poland’'s economic policy during the crisis was altarized by low activity
and relatively favourable economic situation due toe special
characteristics and conditions that are rare ierotbuntries.

Most arguments favour the third interpretation. Thest important of
them involve:

1. The Polish economy takes advantage of the so-cdtleckwardness rent”
consisting of:

a) The financial sector is relatively underdevelopéd.achieves good
results based on the traditional, proven instrusenhis weakens the
negative effects of crisis and delays their ocawree The impact of the
financial sector on the real sector is still limitd his was proved by the
fact that in 2008 only 26 per cent of small anddimm-sized
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enterprises benefited from loans (Raport, 200%)oaljh enterprises of
that size in most countries are generally strowiglgpendent on external
financing;

b) connections with international markets are stilatigely modest. For
example, in Poland exports account for 40 per cér&DP, while in
many countries of the “Old” European Union, eventhe Czech
Republic they are above 70 per cent (Statisticari@ok, 2009, pp.
875-887). This implies that the effects of the @p#le of economies of
the developed countries are not felt in Polandhéosame extent;

c) as one of the least developed EU countries, Polaenkfits from
abundant, external financial assistance, in exce&JR 10 billion per
year (Poland is a biggest beneficiary of EU aidd&)n

2. Poland receives significant financial resourcesfabroad, mainly from the

European Union. The funds are assigned for:

a) the infrastructure investments promoting entrepuestép, innovation,
and environmental protection;

b) consumer spending (EU farm subsidies, sustainingpl@ment,
severance pay for laid off employees).

3. High GDP growth rate before the crisis (5-6 pert@mually) slows down
the fall of Poland’s economy.

4. Decisions to reduce taxes taken just before ttstsciionsiderably increased
demand, especially the consumer demand. Thesdateciavolved:

a) the reduction of corporate income tax in 2004 (frefmper cent to 19
per cent) resulted in reduced budget revenues alguivto 0.8 per cent
of GDP,

b) the reduction of pension contribution 2006- 20€6nG 13 per cent
down to 6 per cent) resulted in reduced budgetmas® equivalent to 2
per cent of GDP,

¢) the introduction in 2007 of the pro-family inconaxtallowance which
made it possible to deduct expenses for bringingchijdren from
personal income tax,

d) the introduction in 2009 of a two-tier PIT scalé8 @nd 32 per cent) in
place of the previous (19, 30 and 40 per centescabulted in reduced
budget revenues equivalent to 1.5 per cent of GDP).

In 2004, the government headed by Prime Ministexzek Miller cut the
CIT rate from 27% down to 19%. At the same timetura persons running
businesses and settling their taxes under the glendes (i.e. progressively)
were allowed to switch to a flat rate of 19%. Ir020this opportunity was used
by 159,977 taxpayers. By 2008, their number alrtrgqged, growing to as many
as 463,115 taxpayers.
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The year 2004 was a good time for Polish econorhy dountry’s GDP
grew by 5.3%, in the enterprise sector the growtle in gross profit on sales
increased by 6%. Given the circumstances, entespritid not urgently need
governmental support offered at the cost of theedtadget. The reduction in
CIT should be interpreted as an obvious gestuigootl will made by the post-
communist prime minister towards the business conityyu however one
depriving the budget of part of its revenues. Asnesed, in the wake of the
decision CIT revenues were lower by PLN 8-10 hilloyear between 2004 and
2009.

Another thing one has to bear in mind is that oMdy 2004 Poland
became an EU member state. If Poland had behavétkd®ld” Community
members did, a more probable course of events waaud been increases in tax
liabilities. This opinion is based on the decisidredand, Greece, Spain and
Portugal made on entering the European Union. Tduntdes were then the
most similar to Poland in terms of their economévelopment and economic
structure. All of them increased the tax burden tloe whole economy (as
measured by budget revenue to GDP ratio) duringfitise five years after
accession. They strove to increase their allocationinfrastructure (to boost
their economies’ competitiveness), to raise fundsessary to support EU-
funded structural programmes and made efforts tmptp with the social
pressure on meeting the requirements of the EunoBeaial Charter, which is
in force in the European Union (Krajewski, 2009303). Poland and the other
new member states opted for a different model. Ghisip of countries started
with tax cuts and handling repossession claimsingothat the EU funds would
help them solve their problems without excessiveifiees.

In 2006, Minister Zyta Gilowska initiated a subdtahreduction in the
pension contribution rate. Between 2006 and 200&, rate decreased from
13% to 6%, i.e. by as much as 7 percentage potnss.p. of the reduction
falling to the employees and 1.5 p.p. to the emgig)y As a result, the public
finance sector suffered a serious financial lossmated at PLN 23-24 billion
a year.

This situation makes us ask the same question agaias the operation
necessary? Average gross wages were rising irpéneid at 5-6% a year, so no
additional steps were necessary to increase thelthouwgh the operation
distinctly improved employees’ disposable incomie®y neither noticed the
change nor appreciated it. Entrepreneurs did natepee the reduction in the
pension contribution rate as an act tangibly digfiitig the tax wedge, either.
From their perspective, the following decreasehe lbour costs was really
minimal. The whole operation had political rootsldts intended goal was to
distribute the additional, unexpected surplus inidai revenues. The deputy
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prime ministers representing the coalition partRRsman Giertych and Andrzej
Lepper, being aware that extra funding was avadlabere already starting to
give money away, promising it to teachers, pensmrand farmers, but minister
Gilowska was faster. She decided to give presergsdryone.

In 2007, the government introduced a family alloaeathat allowed the
taxpayers to deduct the amount of PLN 1,145.08 ftoeir income tax. After
a year, the amount was raised to PLN 1,173.70 RAbN2007, the family
allowance option was exercised by 3,973,668 taxgayes. 16.43% of their
total number. The deducted allowances totalled Bl481,984 thousand PLN,
i.e. 13.52% of the income tax net of social insaeacontributions. Owing to the
allowance, the costs of rearing 6,017,284 childeeme partly reimbursed. An
average deduction per taxpayer was 1,367 PLN anmdcpi#d 903 PLN
(Informacja, 2008, p. 33). A year later, 4,205,8ayers (17.21%) decided to
exercise this option. The total amount deducted tuehe allowance was
6,043,553 thousand zlotys (i.e. 11.76% of the iredax). The allowance was
used to reimburse the rearing costs of 6,357,88dreh. The average amounts
of deductions were PLN 1,437 per taxpayer and P&Nger child (Informacja,
2009, p. 32).

The family allowance is the most noticeable, pnmifg feature of tax
policy in Poland. The Polish tax system operatddree2006 was not friendly to
families and clearly differed from those used imest countries (Krajewska,
2008b). The tax-free amounts are limited; the ottax threshold (first 19%
and then 18% from 2009) is high compared with thfugectioning in other
countries. Tax relieves for families (allowing ttaxpayers to cover the costs of
their children commuting to schools, tuition fees ¢hild education in primary
and vocational non-public schools, and for tertiedyication) were first limited
and then liquidated. Therefore, the family allowaris a step in the right
direction, however insufficient. Besides, the allmee is designed differently
than its EU equivalents. It is deducted from tae @nd not from income, so
parents have to have appropriately high incoméxetable to use it. This means
that the allowance favours well-off families withany children, while most
multiple-children families in Poland are quite potltris difficult to understand
why the Law and Justice Party (PiS) that declatespio-family orientation
enacted an allowance of such construction.

Owing to another PiS initiative, natural persongehbeen allowed since
2009 to settle their taxes according to two taxckett 18% for incomes to
85,528 PLN and 32% above that level. This changestimated to reduce
budget revenues by PLN 16-17 bn.

The above tax cuts seriously strained the publitoss revenues. Table
3 presents the estimated financial impacts of éaictions in Poland. The data
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show that the public sector’s revenues fell by R38¥40 billion in 2008 and by

PLN 55-56 billion in 2009. The incomes availabléhtmiseholds and enterprises
increased by the same amount, most of which wédoeadéd to consumption

and investments. This means that the demand-bgopbilicy with measures

typically employed in periods of recession andisnsas launched in Poland
ahead of time, even before the crisis appearedurdlgt, even though the

measures were not intended as pre-emptive, theaufable effects coincided

with the crisis coming to Poland.

Table 3. Financial impacts of tax cuts in Poland

Lower public sector’s

Years Decision
revenue
2004 CIT reduced from 27% to 19% PLN 8-10 bn a yefr
2006-2007| pension contribution reduced from 13% to 6% PLN223n a year

PLN 5.5 bn — 2007

2007 a family allowance deductible from PIT
PLN 6.0 bn — 2008

2009 introduction of two brackets of PIT: 18% ar2%@3 PLN 16-17 bn
2008 cumulated effects of tax cuts PLN 38-40 bn
2009 cumulated effects of tax cuts PLN 55-56 bn

Source: calculated by the authors, based on the &ldMinistry of Finance data.

At the same time, the present government could takegit for the
relatively good economic situation taking no amisis actions. Poland was the
only country in Europe in 2009 to show a positiagerof economic growth. It
must be remembered, though, that demand did néapsel owing, at least
partly, to the earlier tax cuts made by the Demtgxtzeft Alliance (SLD) and
PiS. The Polish economy was additionally stabilisgdtructural funds flowing
from the Community and by the so-called ,advantagfdsackwardness”, i.e. its
underdeveloped banking system, a relatively smallime of consumer and
enterprise loans, rather unsophisticated bankisgguments (banks could profit
enough operating traditional instruments) and ingdgt weak ties between
Poland’'s economy and foreign markets.

It is also worth stressing that in Poland, as ia tither transitional
economies, reductions in income taxes are accompdyi increases in indirect
taxes (VAT and excise tax). The data presentedainleT4 show, however, that
in Poland this process develops much faster thaawlere.
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Table 4. Indirect taxes as the proportion of total &x revenue (%)

Years Poland EU-15 EU-10? EU-27
1995 38.3 35.1 39.0 37.2
2000 38.8 35.2 40.3 37.6
2001 38.8 35.1 39.8 374
2002 40.3 355 40.1 37.8
2003 40.9 35.0 40.9 38.3
2004 41.5 35.8 41.5 38.8
2005 42.3 35.8 42.7 39.1
2006 42.8 35.8 41.4 39.1
2007 41.7 35.3 41.4 38.4
1995-2007 +3.4 +0.2 +2.4 +1.2
difference

Y Inclusive of contributions to social insurance
2 without Malta and Cyprus

Source: calculated based on Taxation trends ictliepean Union..., p. 255.

Although indirect taxes are fiscally efficient, @asto collect and less
painful (as they are built into prices), there e csignificant disadvantage to
them: because they are degressive, the tax burdegastonto the poorer strata
of the society. As a result, social inequalitiesdyae more distinct.

Statistical investigations into the redistribut@nsequences of consumer
taxes in Poland between 1995 and 2006 demonst@télobrowolska, 2008):

1) The burden of indirect taxes paid by householdsea®ed in the period in
question from 7.48% in 1995 to 11.23% in 2006.
2) The poorest households usually paid more in intitages. Average tax
burdens borne by selected income decile groups agfellows:
| —11.88%,

X —8.87%.

3) The extending gap between tax burdens carriedédy éimd X decile groups
proves that indirect taxes are becoming increagiregressive. In 1995, the
tax burden on households in the X decile group bya2.9 p.p. smaller than
that in the | decile group. By 2006, the differemeeased to 5.28 p.p.

4) The preferential VAT rates fail to perform a distriive function, because
households in different decile groups benefit frémwver VAT rates to
a similar degree.
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5) As a result of further adaptation of Polish VAT aexcise taxes to EU
requirements the poorest households and farmefshaile to carry the
heaviest tax burden.

Despite the above effects of indirect tax rises,ttxes can be expected to
grow. The reason is the fast swelling budget deficiPoland, from PLN 24.3
billion in 2008 to PLN 52.2 billion projected fo020 (exclusive of expenditures
necessary to repair the damage caused by the fIBoaf) Witold Modzelewski,
director of the Tax Studies Institute, estimatest AT will grow from 22 to
24%. An excise tax on cigarettes, alcohol and gnevidl also have to be
increased (Modzelewski, 2010).

There are no visible signs, in Poland’s economicpoof active policies
that could be regarded as the reaction to symptdrssis. The State Treasury
guarantee for bank deposits (necessitated by tisidles of other EU countries)
cannot be regarded as one. A modest state sumparpérations of the banking
system (credit campaign) or some credit facilifies entrepreneurs cannot be
regarded as such either.

It is typical that the so-called anti-crisis packag Poland took a very
long time to develop, and was delayed, but coulegtdayed a positive role, in
the development of labour relations.

According to the Minister of Finance there would tveo important
methods of behaviour in the anti-crisis packages{®aski 2009):

1. Restrained Government spending. Wages in the psiétitor in 2010 are to
be kept at the 2009 level and material and investragpenditures are to
be reduced by 10 per cent. Fiscal discipline isg¢onaintained in the whole
public finance sector. It is clear however, that #fforts that inhibit the
expenditures have not produced expected resulessdaring public deficit
is expected due to drastic reduction in Governnmeménue. The budget
deficit is likely to be nearly 4 per cent and thablic finance deficit (central
and local governments deficits put together) eqoe per cent of GDP.
This increasingly difficult budgetary situation ¢am public finance too)
indicates that one should not expect additionalpumf money to
overcome the crisis Chances for the future active interaction are in
practice low.

2. The program of privatization on a large scale, Wwisbould influence the
budget in the next two years, is expected to boindget revenue to almost

! For example, Poland has been the only countrytiitlwOpel cars are made, which has not
supported financially this production. Poles haw created incentives to buy new cars, what
a number of EU countries have done. It is an imgivesevidence of our inaction, but perhaps also
of our weaknesses.
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3 per cent of GDP. Successful implementation of ghibgram, called “the
reform” by the Minister of Finance, will determirioland’s public debt,
which in relation to GDP may exceed 55 per cenit im2010. This would

mean the collapse of the current fiscal policy mlaRd and enormous
economic difficulties (it is difficult to drastidgl reduce payroll, so there
would be no money to invest).

This situation will probably prompt the sale of thmest national
“silverware”: the largest and most profitable comiga owned by the State (oil
and gas processing, mining and copper processing)atively low prices. One
cannot expect that such measures would be genexetlgpted. Would it be
better to sell government securities, even unddatively unfavourable
conditions?

One can see here how delicate and unstable thehRelbnomic policy is
and how uncertain the future of Poland’'s economgspide optimistic
declarations made by many politicians and econamist

For the Polish economy (in the near future) it isc@l to prevent the
sharp increase in unemployment (currently aroungdr2cent) and to prevent
decrease in consumption. This depends largely emttitude and actions of the
Government. So far, the Government unilaterallyael that the collapse will
not take place in these fields because of two reagbe interplay of favourable
circumstances (as mentioned above) and the higtiesffy of information and
media coverage, making the public (including thsifess community) aware,
that the situation of the Polish economy is and élrelatively stable (the main
argument is the increase in GDP)

It seems that this second aspect has played aiveosdle and some
entrepreneurs have been convinced not to cut dowplogment because the
economy has not been breaking down quickly and retiirn to the path of
sustained growth, whereas the re-acquisition of@pjate staff takes time and
considerable resources. In many households, ddbgitenderstandable anxiety
about the future, there are no signs of seriousatézh in consumption because
the belief prevails that there is no real threajobfinsecurity or the concern of
declining income.

The mood, however, may deteriorate, especiallyt iappears that the
Government has lost control over the deficit and PGBegins to decline.
Therefore, efforts should be made to:

» quickly show that the anti-crisis package is opegatsmoothly and on
a large scale,

* lower interest rates to curb the growth of the $tolfloty exchange rate and
to create conditions conducive to exports,
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* improve access to relatively cheap consumer anelsiment credits (lower
interest rates, ease the criteria for granting itsedand extend the
government credit guarantees).

6. Conclusions

The most developed countries of the global econbmye followed an
active and expansionary fiscal policy aimed at gkating investment and
consumption demand since the beginning of the otimésis. Additionally, the
economies have been supplied with hundreds ofobdlior even trillions of
dollars and euros. This has led to a sharp incregagske budget deficit, for
example, from a few to several percent of GDP ia year in the U.S., UK and
Ireland. Consumer demand has been stimulated bgriogytaxes (directly or
indirectly).

Changes in the Polish tax system have been mowirsgdirection other
than the tax reforms in the EU-15. Tax cuts caraetibetween 2004 and 2009
were to a large extent random and were motivategofifical considerations. In
practice, it turned out, however, that they triggkethe demand mechanisms that
made the economic crisis in Poland run smoothen tinaother countries.
However, in 2010, lower Government revenues duetao cuts led to
a significant increase in public sector deficitqab8% of GDP).

In Polish conditions, one cannot apply the taxeysbn a major scale to
overcome the crisis. The announced VAT increasetQup3% over the next
three years) as of 2011, can increase revenuelpydhto 0.4% of GDP. In this
concept, implemented over many years, economiclolewveent is promoted.
The basis of this concept is to create facilitieel(ding financial), designated
directly for entrepreneurs. The reduction of theix burden is very important
here. This is a controversial solution, not appli@deast not to the same extent
as in Poland) in most countries, especially theettgped and democratically
governed.) Western tax systems tend to spread uihgeib across all social
groups with different income levels. When loweritacxes, generally the low
income social groups are affected and when inargasixes, the high income
social groups are involved. In Poland, the oppadsitaue.

In most countries of the "old" EU and in the U.Staxes (including
business taxes) are relatively high, and the prmmodf entrepreneurship is
more focused on the creation of infrastructure coie to economic
development (highways, airports, telecommunicatiohernet, indigenous
technical thought, education on high level, goodlthecare). Funding for these
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purposes comes from relatively high taxes. Polaasl still poorly developed
infrastructure, which clearly hampers its econoatitivity.
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Streszczenie

SPECYFIKA POLITYKI FISKALNEJ W POLSCE W OKRESIE KRY ZYSU —
JEJ PRZYCZYNY | KONSEKWENCJE

Obecny kryzys sktonit niemal wszystkie kraje dovadzenia aktywnej polityki
gospodarczej. W USA i krajach UEzduvage w pobudzaniu gospodarki przypisuje si
polityce fiskalnej i podatkom. Dziatania podejmowanv Polsce odbiegaj od
standardow swiatowych, a decyzje dotyge podatkbw maj z reguly charakter
polityczny. W artykule pogp jest préba przedstawienia rozwei z zakresu polityki
fiskalnej podejmowanych na Zachodzie oraz ¥nignia specyfiki polskiej gospodarki
i prowadzonej polityki antykryzysowej.



