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EDYTA DWORAK U

Analysis of knowledge-based economy impact on ecaniw
development in the European Union countries

Abstract

Directions of changes in the world economy occyrrin recent years
show the transition from industrial era economyktmwledge-based economy.
Increasing investments in fixed assets is no lorgsufficient way of ensuring
permanent economic growth. Research-developmeititactinnovation and
human capital become decisive factors of developmés an essential
determinant of the innovativeness level of indigldeconomies are considered
expenditures on research and development designedriduct basic, applied
research and development activities as well asceffof these research
appearing in the form of innovations. The objectifghe article is to analyze
correlative connections between the two main véesuescribing knowledge-
based economy, that is between the share of R&@neijpres in GDP and
R&D expenditures per capita, and the remaining eleéegristics of knowledge —
based economy. Another aim of the article is tessdhe impact of these two
variables on the basic macroeconomic indicatorsti®e European Union
countries, and, connected with them, to analyzeripact of knowledge—based
economy on economic development of these countries.

YPh. D., University of £64
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1. Introduction

Directions of changes in the world economy occgriin recent years
show the transition from industrial era economkmowledge-based economy.
Increasing investments in fixed assets is no lorgsufficient way of ensuring
permanent economic growth. Research-developmeititgctinnovation and
human capital become decisive factors of developr(fRadrigues 2003, p. 3-
30; Neef, Siesfeld, Cefola eds. 1998, p. 34; Si2@02, p. 23). The process of
transition to knowledge-based economy is seen enirtbrease of competitive
superiority of countries and regions specializingn imanufacturing
technologically advanced products. Innovativeneghén considered as one of
essential factors deciding about the rate and tguali economic growth
(Rooney, Hearn, Ninan 2005, p. 25-28; Stevens 1p985-54). Consequently
the main subject of research conducted in highlyeldgped countries is
searching sources of innovativeness and constgugtimovation potential which
become a basis for creating knowledge—based econdigdzinski 2001,
p. 210; Foray, 2000, s. 57). As an essential détamb of the innovativeness
level of individual economies are considered exfpiangs on research and
development designed to conduct basic, appliedareseand development
activities as well as effects of these researclpeapng in the form of
innovations (Stec 2009, p. 45-46).

The objective of the article is to analyze cortiglattonnections between
the two main variables describing knowledge-bassmhemy, that is between
the share of R&D expenditures in GDP and R&D exjtenels per capita, and
the remaining characteristics of knowledge—baseda@ny. Another aim of the
article is to assess the impact of these two visatin the basic macroeconomic
indicators in the European Union countries, andhneated with them, to
analyze the impact of knowledge—based economy onosgic development of
these countries.

2. Methodology of research

In the research of knowledge—based economy numekauimbles
describing its particular areas are used. And sotlegy basis of variables of
Knowledge Assessment Methodologgelazny 2006) is statistical database
provided by the World Bank in the framework of tliEnowledge for
Development Program —-K4D” which consists of morenth80 variables
describing knowledge-based economy on macroecon@uiéde. Here four
principal pillars are distinguished: (A) Economiacéntive and Institutional
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Regime, (B) Education and Training, (C) Innovati@amd Technological
Adoption, (D) Information and Communication Infrastture.

Another research of knowledge—based economy - theop€an
Innovation Scoreboard (EIS) - is a special methoehted by the European
Union the aim of which is to assess achievemengsids, strong and weak
points of individual economies in the field of iniadions. Till the year 2005 this
method was based on the analysis of 17 indicateseribing four areas of
knowledge— based economy (European Innovation Soard 2007, 2008).
Since 2008 the European Innovation Scoreboard kas lan analysis of 32
indicators of innovation activity grouped in thrdemensions: (A) Innovation
Carriers, (B) Activity of Enterprises and (C) OutpuEuropean Innovation
Scoreboard 2008, 2009).

The following method of knowledge—based economysumeament, also
elaborated by the European Commission, the Glatabvation Scoreboard,
comprises the analysis of 9 indicators describingovation activity and
technological capacities of a researched econamijis method indicators were
grouped in the following pillars: (A) Firm Activiés and Outputs, (B) Human
Resources and Infrastructures and (C) AbsorptiyeaCity.

The research, the outputs of which are presentethig article, was
conducted on the basis of a comprehensive Euraitdbase describing
knowledge—based economy grouped in three pillas) Gcience and
Technology, (B) Education and Training and (C) tnfation Society. The
analysis of variables included in the mentionethgslcomprises the years 2000-
2007. Accepting as the beginning of the analyzedogethe year 2000 is
connected with publishing the Lisbon Strategy whiebognized as the main
direction of development of the European Union mgkhe Union economy by
2010 the most competitive economy in the worldedasn knowledge which is
characterized by a higher than now degree of seohésion and gives more
jobs. It can be stated that accepting by the Elhtims the Lisbon Strategy
began the process of building economies based owlkdge although the
notion of this economy had appeared already in 19%%e documents of OECD
(The Knowledge-Based Economy 1996, p. 30-31). Asaifathe end of analysis
in 2007 is concerned it should be stated that phetl by Eurostat statistics in
majority do not cover later years, moreover at ti@ment of conducting the
analysis some of time series were finished in 200&&n for lacking variables
their approximate values in 2007 were accepted hen Hasis of the trend
function, which was possible thanks to sufficiedtipg time series (data since
the year 1996 were considered). Regarding the iptsieness of data
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concerning Cyprus, Malta and Luxemblrdpe analysis was limited to 24
countries of the European Union.

The analysis of cause and effect correlations enfigeld of knowledge -
based economy was conducted by means of Pearsdineas correlation
coefficient- the use of which was well- foundedthg quantitative character of
the examined variables and the lack of clear deviatfrom normality of
variables distribution or linearity of relations ang them. To compare
Spearman’s analysis using the non-parametric caifiof rank correlation was
conducted, resistant to failure of the mentioneduasptions. The obtained
results were very close to the results obtainedutyin parametric methods. As
the applied coefficient are widely known their dieth characteristic was left
out.

3. Assessment of correlative connections betweeragchcteristics of
knowledge-based economy in the European Union couids

For each country dependence of the main variablesracterizing
knowledge-based economy and the share of R&D exjppees in GDP and
R&D expenditures per capita was examfmetlable 1 shows dependences
between the share of R&D expenditures in GDP amdré#maining variables
describing knowledge-based economy in the resedratmuntries of the
European Union.

! The countries are so small that their outputshmmecognized as weakly representative for
the whole European Union.

2 The R&D expenditures are treated as an essentidsure of R&D activity and even as the
main determinant of the innovativeness level ofhetoies. See: Science and Technology in 2007,
Central Statistical Office, Warsaw 2008, p. 31.



Table 1. The correlation between the share of R&Dx@enditures in GDP and the remaining variables desibing knowledge-based economy
in the European Union countries* in the years 200@007

The share of R&D
expenditures In AT | B |BLG | CZ |[DN|EST| FL | F|EL| ES | NL| IRL |LIT |LTV D |PL|{PT| RU [SLK|SLV|SE|HU|UK | IT

GDP

Human resources in
science&technologly ++ - |+ 4 - S| +H+H + + + ++ - - I
as a percentage of
labour force

Exports of high
technology products - | +++ - I e | | - | | . _ ) :
as a percentage of
total exports

Employment in
knowledge-
intensive service + - - |+ PR - o+ 4 + ++4 - + + 4+
sectors as a
percentage of total
employment

European high-
technology patents |+ ++ + I -
per million
inhabitants

Gross domestic
R&D expenditures
(GERD) financed | +++ | +++ ++ ot - + e | | 4 +
by industry as a
percentage of
GERD




Employment in
high-and medium-
high technology
manufacturing
sectors as a
percentage of total
employment

e+t

++

Government R&D
expenditures as a
percentage of GDP

++

++

+H++

+H++

++

++++

++

+++H

++

++

++

+H++

+H++

++

Patent applications
to the European
Patent Office per
million inhabitants

e+t

e+t

++

++

e+

+++

+++

e+t

Number of mobile
phone subscription
(1000)

L ++++
P

++

++

e+

+++

++++

+++H

e+

+++

+H

+++

e+

+++

e+

Mathematics,
science
&technology
graduates per 1000
of population aged
20 -29

+++

++

++

++ ++

+++

School expectancy

++

++

+++

++

++++

++H

+++

+++

Median age in yean

++

+++

++

e+

+++H

+++

++

Public expenditureg
on education as a
percentage of GDP

Four-years-olds in
education
(participation rate -
%)

e+t

+++

e+t

e+t

+++H

+++

++4

Students per 1000
inhabitants

+++

+H++

++++

+++H

++

+++

+++




Foreign languages
learnt per pupil

++

++

+++

+++

Annual
expenditures on
public &private
educational
institutions per
pupil/student

++

++

e+t

++++

Participation in
education

++

++

o+

++

+++

18-years-olds in
education

++

+++

+H++

++

+++

+++H

+++

Science
&technology
graduates per 1000
of population aged
20-29

+H++

+H++

+H++

++

Internet access pelr|
100 inhabitants

+++

++

e+

+++

++

High-technology
trade per capita in
1000 euro

++

++

++

* Malta, Cyprus, Luxemburg were left out in the bsés.

++++ positive correlation, statistically signifidafp<0,05); the correlation coefficient >0,9;

+++ positive correlation, statistically significafut<0,05); the correlation coefficient (0,8;0,9);

++ positive correlation, statistically significaft<0,05); the correlation coefficient (0,7;0,8);
+ positive correlation, essential with 0,05<p<0tte& correlation coefficient (0,5;0,7);

---- negative correlation, statistically essenfat0,05); the correlation coefficient <-0,9;

--- negative correlation, statistically essentiat@,05); the correlation coefficient (-0,9;-0,8);

-- negative correlation, statistically essentia@®5); the correlation coefficient (-0,8;-0,7)
- negative correlation, essential with 0,05<p<0th@;correlation coefficient (-0,7;-0,5)

Source: own calculations based on Eurostat data.
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On the basis of values of the correlation coeffitieetween the share of
R&D expenditures in GDP and the remaining variallescribing knowledge-
based economy in the researched countries of tr@pEan Union two groups of
countries can be distinguished:
1.the countries in which appears a strong correlat{tihe correlation
coefficient >0,9) between the share of R&D expamés in GDP and the
remaining variables describing knowledge- basethewy; to this group
belong: the Czech Republic, Estonia, Ireland, lathia, Romania, Austria
and ltaly;

2.the countries in which a strong connection betw#en share of R&D
expenditures in GDP and the remaining variablesacherizing knowledge-
based economy does not occur; these countriesBalgaria, Belgium,
Slovenia, Greece, Poland, Hungary.

It is worth mentioning that in case of Poland oscarmoderate positive
correlation (significant with 0,6&<0,10) between the share of R&D
expenditures in GDP and the share of R&D experatitim GDP, financed from
the state budget (Government R&D expenditures gseraentage of GDP)
(r=0,640), and the participation in education, nueed by the share of students
in public institutions in the total amount of studte (r=0,628). However, the
influence of R&D expenditures of industry is indfigant which is confirmed
by the slight inclination of Polish enterprisesdiie up innovation activity. It is
worrying that the majority of remaining characttics of knowledge-based
economy do not correlate positively which may iadicthe fact that taken up
activities do not make coordinated innovative polef the state. Statistically
essential is negative €p,05) and there is a strong connection of the shéare
R&D expenditures in GDP relating to such variakdss the number of patent
applications in European Patent Office per millminhabitants (r= - 0,872),
the number of students per 1000 of inhabitants@r835), and also the number
of graduates in mathematics as well as scienceéemhaiology fields (r=-0,871).

Table 2 presents correlation between R&D expengktper capita and the
remaining variables characterizing knowledge—basednomy in the 24
European Union countries.



Table 2. The correlation between R&D expenditures @r capita and the remaining variables describing kowledge-based economy in the

European Union countries* in the years 2000-2007

R&D expenditures
per capita

AT

B

BLG

Ccz

DN

EST

FL

EL

ES

NL

IRL

LIT

LTV

PL

PT

RU

SLK

SLV

SE

HU

UK

Human resources in
science&technology
as a percentage of
labour force

++

+++

+H++

+H++

+++

+++

+H++

++

+H++

+++

+++

+++

++

+++

+H++

+++

++

++

+++

+++H

Exports of high
technology products|
as a percentage of
total exports

e+t

+++

e+

Employment In
knowledge-intensive
service sectors as a
percentage of total
employmer

e+

+++

+++

+++

+H+H

+++

e+t

e+t

++

++

++

e+t

++

++

+++

European high-
technology patents
per million

++++

++

Gross domestic R&[
expenditures (GERD
financed by industry
as a percentage of

)+++

+++

++

+++

+++H

+H++

++

+++

Employment in high
and medium-high
technology
manufacturing secto
as a percentage of

total employmer

e+

+++

+++




Government R&D
expenditures as a
percentage of GDP

++

e+

e+

e+t

e+

e+t

+++

e+

e+

++

Patent applications t
the European Paten
Office per million
inhabitants

+H++

+++

++

++++

+++

+++

+H++

++

+H++

+H++

++++

+H++

+++

+++

++

++++

Number of mobile
phone subscriptions
(1000)

e+t

e+

e+

+++

e+t

e+

e+

e+

+++

e+t

e+

e+

e+t

+++

+++

++

+++

e+

++

+++

e+t

+++

e+

Number of mobile
phone subscriptions
per 100 inhabitants

e+t

e+

e+

+++

e+t

e+

e+

e+

+++

e+t

e+

e+

e+t

e+t

e+t

++

+++

e+

++

++

e+t

+++

e+

Maths, science
&technology
graduates per 1000
population aged 20

++

++

e+t

+++

+++

School expectancy

e+t

+++

+++

+++H

+++

+++

e+

o+

+++

+++

++

+++

e+

+++

e+t

+++

Median age in years|

+++

+++

+++4

+H++

+H++

+++

+++

+H++

+H++

+++

Public expenditures
on education as a
percentage of GDP

e+t

+++

Four-years-olds In
education
(participation rate -

e+t

e+t

e+

e+

e+t

e+t

+++

+++

++

e+

e+

++

Students per 1000
inhabitants

e+t

+++

+++

e+

e+

+++

e+t

++

e+t

e+t

+++

e+t

+++

Foreign languages
learnt per pup

++

e+

+++

++

++

+++

++

++++

+++

++++

Annual expenditureg
on public &private
educational

institutions per

e+

++++

++++




Participation in
education

++

++

+++

18-years-olds in
education

++

+++

++

+++

+++

+++

+++t

+++

++

+++

+++

+++

+++

o+

Science &technolog

graduates per 1000 pf

population aged 20-

++++

+++

e+t

e+

e+t

e+t

+++

++

e+

+++

+++

Internet access per
100 inhabitants

+++

+++

++

High-technology
trade per capita in

++

+++

+++

++

++

+++

++

+++

* Malta, Cyprus, Luxemburg were left out in the bsés.

Notations same as in table 1

Source: own calculations based on Eurostat data.
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As it results from the above table (table 2), ia thajority of researched
European Union economies there is a strong pogitiveelation (the correlation
coefficient >0,9) between the R&D expenditures papita and the remaining
variables characterizing knowledge —based econtimagncerns particularly the
following countries: the Czech Republic, Slovakidermany, Italy, Estonia,
Spain, Ireland, Lithuania, Slovenia, Hungary, Laj\Romania, Greece, Finland
and Austria.

Whereas Poland is in the group of countries in Wwhigs tendency is not
too clear regarding the majority of variables. Tastgroup also belong the
following countries: Belgium, France and Great &rit In case of Poland the
principal tendencies can be characterized in theviong way:

a)a very strong and statistically significant cortiela concerns only the
relation between R&D expenditures per capita arel share of R&D
expenditures financed by industry in the totalxgenditures (r=0,916);

b)a strong positive correlation occurs between R&[Pemditures per capita
and the share of employed persons in high- anduneéi high technology
manufacturing sectors in the total of employed @essr=0,880), the share
of 4-year- olds in education (r=0,871) and the nembf science and
technology graduates aged 20-29 per 1000 persefis8@2) and also the
number of mobile phone subscriptions per 100 irthats (r=0,793), the
share of human resources in science and technalogthe total of
workforce (r=0,773), the share of employed peopl&riowledge intensive
service sectors in the total of employed persosB,55) and the number of
years of education — school expectancy(r=0,712);

c) a strong negative and statistically essential taioen occurs between the
R&D expenditures per capita and the number of goréanguages per pupil
(r="- 0,865) and the participation in education @;873).

In the case of remaining variables R&D expendityrescapita correlate
in the statistically insignificant degree. The istitally insignificant, and
moreover negative, connection between R&D experehtyer capita and the
share of R&D expenditures in GDP is surprisingtHe absolute approach R&D
expenditures per capita actually increase (in corspa with the year 2000 there
was a growth of about a hd)f however, in spite of the high rate of GDP growth
in Poland, the share of these expenditures in G&Pedsed in recent years (in
2007 this indicator amounted only to the level lodat 0,56%), comparable with

3 In 2000 the R&D expenditures per capita amounte@aitand to 31 euro and in 2007 rose to
46, 3 euro. See: Eurostat.
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Slovakia and Bulgaria, and more than 7 times law&omparison with Sweden
or Finland).

The conducted analysis of correlations of the sb&fe&D expenditures
in GDP and R&D expenditures per capita with the amimg variables
describing knowledge—based economy leads to thelusian that a group of
economies may be distinguished in which both theesiof R&D expenditures
in GDP and R&D expenditures per capita are stropghitively correlated with
the remaining variables characterizing knowledgeedaeconomy. To this
group belong: the Czech Republic, Estonia, Lithaaimtomania and Austria.
Poland, however, belongs to the group of econornmewhich the analyzed
relations are rather weak.

4. Estimation of correlative connections between @hnacteristics of
knowledge—based economy and basic macroeconomic igdnles in the
European Union countries

Besides the analyses of correlations between Jesaldescribing
knowledge-based economy, an attempt was underti@kstudy the impact of
two variables describing knowledge—based economy the share of R&D
expenditures in GDP and R&D expenditures per capithasic macroeconomic
indicators. These correlations are shown in table 3



Table 3. Correlation between the share of R&D expaditures in GDP and R&D expenditures per capita andbasic macroeconomic
indicators in the European Union countries* in theyears 2000-2007

AT

B

BLG

Ccz

DN

EST

FL

F

EL

ES

NL

IRL | LIT |LTV

PL

PT

RU

SLK

SLV

SE

HU

UK

the share of R&D expend

itures in GDP

Total investment as|
a percentage of GL

+++

+++4

| |

++

++++

+++

+++

Public investment a
a percentage of GL

++

+++4

+H+ |+

+H++

+++

++

GDP per capita in
PPS (EU27=10(

+++

+H++

+++

+++H

4 | |

+++

Growth rate of real
GDP per inhabitant
(%)

+++

+++H

Labour productivity
per hour worked
(GDP In PPS
EU15=100)

+++

+H++

++

+++H

+H++ |

++

+++

++

General governmen
gross fixed capital
formation (as a
percentage of GDP

—

++

e+

|

e+t

+++

++

GDP growth rate

e+

e+t

Labour productivity
per person employe
(EU27=100)

(o}

+++

+H++

Bl )

+++

++++

++

Employment rate

+H++

++++

| A |

+++4

Business investme
as a percentage of
GDP

+++

o+

et |t |

e+t

++

GDP per capita at

currentprices

e+t

++++

e+

++

+++H

et |t |

++

+++

e+t

+++

4]




R&D expenditures per capita

Total investment as|
percentage of GC

+H++

+++

++

++

+++

+H++

+H++

+H++

+++

+++

Public investment a
a perentage of GD

++

o+

e+

e+

++++

+++

GDP per capita in
PPS (EU27=10I

e+

++++

e+

+++

+++H

e+t

e+t

e+

++

e+

e+t

+++

+++

Growth rate of real
GDP per inhabitant
(%)

+++

+++

+H++

+++

Labour productivity
per hour worked
(GDP In PPS
EU15=100)

e+t

+++

e+

++

+++H

+++

e+t

e+

++

+++

e+

+++

General governmen
gross fixed capital
formation (as a
percentage of GDP

—

++

+++4

+H++

+H++

+H++

GDP growth rate

++

+++

+++

e+

+++

Labour productivity
per person employg
(EU27=100)

o

+++

+H++

+H++

+H++

+H++

+H++

+++

+H++

+H++

+++

+++

Employment rate

++

+++

e+

e+

+++

+++

e+

o+

e+t

e+t

e+

+++

+++

e+

e+t

+++

+++t

Business investmer
as a percentage of
GDP

+H++

++

++

++

+++

++

++++

+++

+H++

++

GDP per capita at

current prices

+H++

+H++

+H++

+H++

+H++

+H++

+H++

+H++

+H++

+H++

+H++

+H++

+H++

+H++

+H++

++

+H++

+H++

+H++

+H++

+++

+++

+H++

* Malta, Cyprus, Luxemburg were left out in the bss.

Notations same as in table 1

Source: own calculations based on Eurostat data.
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The analysis of the data presented in table 3 lemdse conclusion that
the strongest positive correlation (the correlatamefficient higher than 0,9)
between the two analyzed variables describing kedgd—based economy (the
share of R&D expenditures in GDP and R&D expendiuper capita) and
macroeconomic indicators appears in case of Latize increase in the share
of R&D expenditures in GDP and R&D expenditures mampita causes
statistically significant and very strong growth af analyzed macroeconomic
variables in this country. A similar situation is ¢tase of Lithuania. It shows
a strong connection between economic developmenthése two Baltic
countries with development of knowledge—based emynespecially with the
level of innovativeness measured by R&D expends#tuiide positive direction
of the discussed relations is worth emphasizingitasonfirms a positive
influence of knowledge—based economy on developmetthese two
dynamically making up for the economic distancentoes (to compare, in
2000 in relation to the average of the 27 EU-cdestiGDP in Latvia amounted
hardly to 36,7%, while in 2007 it was already 57,960 in case of Lithuania
there appeared a rise of GDP from 41,5% in 20@®16% in 2007 — table 4).

The comparison of changes occurring in R&D activityd GDP in
relation to the Union average in Lithuania, Lataied Poland places our country
far behind them (table 4). While in Poland R&D emgiures (measured by the
share in GDP) decreased, they increased both luaitia and Latvia — in the
period of 8 years about 40%. As far as expenditpeesapita are concerned, the
rise of them was much lower in Poland. As it resfidom the data presented in
table 4, the dynamic growth of R&D expendituresLliatvia and Lithuania
caused a faster growth of GDP per capita in thesmtdes that in 2000 had
noted its lower level than Poland.
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Table 4. R&D expenditures and GDP in the selected Eapean Union countries in the years
2000-2007

R&D expenditures in GDP in % R&ng;(r;gg(ijtgures GDP per capita UE27=100
Years
Poland Latvia | Lithuania | Poland| Latvia | Lithuania | Poland | Latvia | Lithuania

2000 0,64 0,44 0,59 31,9 15,8 20,8 48|2 36,7 39,3
2001 0,62 0,41 0,67 34,6 16,p 26,2 476 38,7 415
2002 0,56 0,42 0,66 30,7 17,y 28,7 48|3 41,2 441
2003 0,54 0,38 0,67 27,1 16,2 31,9 48|9 43,3 491
2004 0,56 0,42 0,75 29,8 20,1 39,7 50(6 457 50,5
2005 0,57 0,56 0,75 36,3 31,6 45,8 51|3 48,6 52,9
2006 0,56 0,70 0,79 39,6 49,0 56,0 52(3 52,5 55)5
2007 0,56 0,63 0,82 46,3 55,1 68,7 537 57,9 59,5

Source: Eurostat.

On the basis of the so far conducted consideratibasappearance of
clear regularity can be stated — the influenceraividledge—based economy on
economic development of the country is especidiyarty seen in case of the
new member countries. These countries make uph@citilization distance in
relation to the “old” Union countries, thus thelavl of resources on innovations
makes economic development in these countries raoce more dynamic.
Among the 15 “old” EU member countries a similatuation takes place in
Ireland and Spain while the detailed analysisliert2 new members shows that
among these countries Bulgaria, Slovenia and Pdkkalthe least advantage of
knowledge—based economy development. However, gakito consideration
the degree of knowledge—based economy developmectt, a result should not
surprise.

It is worth emphasizing that in a few countriesréhss a strong positive
correlation (the correlation coefficient>0,9) beémeone of the analyzed
variables of knowledge—based economy, i.e. R&D edjtares per capita and
the majority of the researched macroeconomic vbesabTo such countries
belong: Bulgaria, Slovenia and Slovakia.

On the other hand in countries of a high degreeadfancement in
knowledge—based economy, eg. Sweden, Finland, mtblend Great Britain
these variables affect basic macroeconomic indisato a marginal degree.
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Moreover, in such countries as: Belgium, Greecennik or Austria the
discussed correlations are negative — the incréas¢éhe share of R&D
expenditures in GDP and R&D expenditures per capitannected with a drop
in basic macroeconomic variables.

As far as Poland is concerned it should be noted the analyzed
correlations are weak, same as in case of relatietwgeen variables describing
knowledge-based economy. Thus a decreasing shaR&Df expenditures in
GDP causes a significant (in the statistical megnidrop in the share of
complete investments in GDP, an increase of woficieficy per person in
relation to the Union average, an increase in b@gesof public investments in
GDP, an increase of work efficiency per hour iratieh to the Union average
for the “old” countries of the EU as well as anrggse in government’'s share of
total fixed capital formation in GDP. In turn growi R&D expenditures per
capita cause an essential rise of the employmén(titee correlation coefficient-
(0,8;0,9)), an increase in GDP per capita in magtetes, in GDP per capita
(PPS EU27=100), in the share of public investmentSDP and an increase in
general government gross fixed capital formatiopregsed as a percentage of
GDP.

In the context of the so far conducted considenatia worrying in the
Polish economy decrease in the share of R&D expamnadi in GDP should be
shown. As far as R&D expenditures per capita anecemed, it should be
emphasized that there appears in Poland a staligtioeaningful and positive
correlation between this variable describing knalgkebased economy and
some of macroeconomic indicators, although in tlagonty of cases it is weak
(the correlation coefficient — (0,7;0.8)).

5. Concluding remarks

The analysis of correlations between variables ritiag knowledge-
based economy and basic macroeconomic indicatottancountries of the
European Union lets formulate the conclusion timamiany economies these
variables are strongly positively combined whichynpaiove a high degree of
cohesion of economic policy in these countriesaRdldoes not belong to the
mentioned group of countries, as it is charactdriag the low level of R&D
expenditures in GDP and per capita (moreover theesbf R&D expenditures in
GDP has been decreasing in recent years), thedesl bf positive correlation
both between the share of R&D expenditures in GEWPR&D expenditures per
capita and the remaining variables of knowledgeethasconomy as well as
between those expenditures and macroeconomic todica



Analysif knowledge — based economy ... 23

Thus the argument seems plausible that the cordluntevation policy is
not cohesive and does not influence significantty masic macroeconomic
categories, and the Polish economy in a small dedgakes advantage of
possibilities brought by development of innovatigss It is well known that the
domestic R&D expenditures in relation to GDP raggam the level below 1%
(in Poland in 2007 — about 0,57% of GDP) threaterailong period with
weakening of driving force of economic developmemtd social progress.
Moreover, it is obvious that these expenditures gightly converted into
effects, occurring in the form of innovative soturts applied in practice. It is
evidenced among others by the share of developmetntity (closeness to
market), in Poland amounting to ca 38%, so lowantim many countries of the
European Union. The following cause of such weakpaot of R&D
expenditures on the Polish economy is financinglmalance of R&D activity
from budget resources and a relatively small shafreenterprises in this
financing (Piech 2006; Zienkowski 2004).

To sum up it should be stated that the principaligsis giving clear
priority in economic policy to R&D expenditures dinced both by the state
budget and from resources belonging to enterpasesell as working out and
conducting by the state cohesive and active inimvattolicy coordinated with
economic policy.
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Streszczenie

ANALIZA WPLYWU GOSPODARKI OPARTEJ NA WIEDZY NA ROZW OJ
EKONOMICZNY KRAJOW UNII EUROPEJSKIEJ

Kierunki przemian w gospodarcaviatowej, zachodzych w ostatnich latach,
wskazug na przechodzenie od gospodarki ery industrialopgrtej na ekonomii skali,
do gospodarki wiedzochtonnej, opartej na potencjatshnologicznym i innowacyjnym.
Zwigkszanie inwestycji wrodki trwale nie jest jg wystarczajcym sposobem na
zapewnienie trwalego wzrostu gospodarczego. Czgmildecydujcymi o rozwoju
stajg sie dziatalng¢ badawczo - rozwojowa (B+R), dziatakdoinnowacyjna oraz tzw.
kapitat ludzki. Za istotpn determinand poziomu innowacyjngi poszczegoélnych
gospodarek uznaje inaktady na badania i rozwo0j, przeznaczane na pdzeaie
badai podstawowych, stosowanych i prac rozwojowych, ijadfekty tych badg
wyskpujgce w postaci innowacyjnych rozwen stosowanych w praktyce.
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Celem artykutu jest analiza zywkéw korelacyjnych rmalzy dwiema gtéwnymi
zmiennymi opisggymi gospodark oparty na wiedzy, tj. nadzy udziatem naktadéw na
B+R w PKB i nakladami na B+R per capita, a pozogtaitcharakterystykami GOW, jak
rbwniez ocena wplywu tych dwu zmiennych na podstawowe kasogl
makroekonomiczne w krajach Unii Europejskiej, a zzotym idzie analiza wplywu
gospodarki opartej na wiedzy na rozw0j gospodatgezk krajow.
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KRZYSZTOF LEWANDOWSKI "

Implementation of community cohesion policy in Itay and its role
in elimination of regional disparities

Abstract

The objective of this paper is to present the dbation of Community
regional policy funds to achieving socio-econonitesion of Italian regions
eligible under Objective 1, as well as to discugsre development barriers and
opportunities of these regions. The paper also ides/a description of Italy’s
adjustment to the Community policy, the funds débquloby cohesive regions
during the 2000-2006 programming period and theifficeency in the
elimination of regional disparities.

1. Introduction

Italy is a country with regions diversified in eaconic and civilization
terms. The gap between the industrialized, afflublarth and the poor,
agricultural South, called Mezzogiornois evident and persistent despite
substantial financial transfers designed to bdussbcio-economic development
of this part of ltaly. The funds are provided by thational budget and by the
Community structural funds.

In the late 1980s and early 1990s the Italian dohepolicy changed
dramatically. The policy of extraordinary interviems in the South was

YPh. D., University of £6d

! Mezzogiorno (Italian South) denotes the area cémimy the following regions in the South
of Italy: Abruzzo, Basilicata, Calabria, Campania, ie) Puglia, Sardinia and Sicily.
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abandoned and the area of interventions was exgaadethey were no longer
limited to the South but covered all problem argadtaly. This change was
brought about by the reform of the Community sticett funds in 1988. Due to
the inconsistence between ltalian and Communityicigsl, the objectives,
principles, instruments and procedures were adjugteough neutralisation of
pressure groups and activation of a coalition aftigpants, comprising of
representatives of the government and regional radtration. These were the
factors which enabled the policy change.

2. ltaly’s adjustment to the Community regional polcy

Italy’s attempts to adjust the organization of Caumity initiatives to its
own administration (and not vice-versa) is a unigueetice among EU member
countries (SVIMEZ 1996,p.254) Despite the huge fuobtained, Italy was the
only country whose actions were qualified as inigat with Community
policies. Analysis concerning the first (1988-19@8d the second (1994-1999)
programming periods revealed a nhumber of problestetad to the timing and
procedures of implementation of the operationahglavhich testified to Italy’s
little interest in international structural poli@yloffa 2005, p.139).

In the 1980s, afteka Cassa per il Mezzogiorn@und for the South) had
been terminated, the ltalians debated the optioraliandon extraordinary
intervention and considered how to replace theodiscued fund, which had
been engaged in the management of public assistsidessed to the most
impoverished regions of the South. Little attentieass paid to the possibility of
making use of Community financial instruments, wtithe key role was still to
be played by special instruments, primarily inchgdgovernment initiatives.

This disinterest was in opposition to the modifi@as in the Community
Cohesion Policy and to a substantial increase indifig, allowing the
Community policy to play a significant role in ratal programming for
underdeveloped areas (in the South of Italy). @nathe hand, it is true that the
funds in the Community budget allocated to the aeal policy remained
disproportionately small, given the ambitions objes, until the late 1980s,
and the cohesion policy was mainly financedUayCassa per il Mezzogiorno
On the other hand, it should be noted that couetrgt initiatives at that time
could be supported by Community funds, and the negndptates tended to
increase their budget funding to enhance regioaatidpment.

Presumably, Italy underestimated the methodologympted by the
Community rather than the funds allocated to tiggoreal policy. Otherwise, it
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would be difficult to explain why during the reforof the cohesion policy (with
substantially increased outlays) a member stateactexrized by considerable
regional disparities should not actively particgpah the European cohesion
policy. Indeed, before the third programming pettiod Italian government had
been only marginally involved in negotiations betwehe member states and
the European Commission, and it owes the substantizsidies it was granted
to other, more negotiation-oriented member staigsh as Spain.

2.1. Underlying causes of policy inconsistence

Analysis of the inconsistence of Italy’s policieggiwthe European Union
cohesion policy should consider the fact that wienmember states decided to
reform the structural funds, Italy predominanthed®xtraordinary interventions
due to their simplicity.

To understand the unique position of Italy, it iscessary to compare
essential elements of the Italian cohesion polioysped before and after the
liquidation ofLa Cassa per il Mezzogiorndhe turning point waghe reform of
structural funds in 1988, which introduced foummatry principles presented in
Delor’s packet: concentration, additionality, praxpming and partnership.

The first criterion was therinciple of concentration with a key role of
the methodology used to define underdeveloped anssasboth periods (Cafiero
2000,p.84). Prior to the reform of the structurahds, the government's
extraordinary interventions were based on terdtaroncentration and aimed to
attain sustainable “economic and social developraésbuthern Italy” (Article
1 of Act No 646/1950). This priority was not, howeyaccompanied by any
programme documents outlining rigorous objectiuesrelation to territorial
(selection of areas) @uantitative factors (GDP, employment rates, etcwas
not until 1990 when, under the influence of Deloreform, Italy finally
identified the most backward regions based on stahicidices.

The first important effect of this change was tlkérdtion of objectives to
be accomplished, measured by the degree to whielgdlp was bridged. For
example, as regards areas eligible under Objedtiweith GDP per capita of
below 75% of the Community average, the primaryl gass to attain average
Community GDP per capita. Application of specifidlices for areas requiring
support was a breakthrough in the Italian cohegiolicy, which led to two
kinds of implications.

Firstly, the measures aimed to equalize Iliving d&ads in
underdeveloped areas ceased to be of extraordisduye, that is, they became
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regular interventions aimed to accomplish specdicantitative objectives.
Secondly, the measures should be focused on unddoged areas or those
affected by the problems revealed by official ddtam other regions
(unemployment rates, declining production outpid.)e

The other effect of the European policy was themsibn of interventions
to all areas meeting the criteria, including a nambf regions in the north or
centre of Italy. They faced a different set of peots, but they were also
affected by the restructuring of the industry (GHellegrini 1995).

The remaining principles (additionality, programmiand partnership)
introduced innovative solutions to the programmimf extraordinary
interventions and therefore were difficult to apply

The principle of additionality was generally not applied in the period of
extraordinary interventions in the Italian cohespmiicy, as the available funds
were national and managed by the government atutishs established for that
purpose l(a Cassa per ilMezzogiorng Agency for the South), and not by
intermediary-level institutions.

The first modification introduced by the principté subsidiarity was
Community supervision, as the Community’s financiphrticipation in
initiatives provided for control based on standardl repeatable criteria. The
most important consequence was the developmengxdérhal bonds”, which
contravened the national policy pursued in the $950

The principle of additionality was not approprigtehplemented in ltaly,
which was the subject of a debate in the Europeatiafent in 1991. While
reporting Community actions aimed at regional depelent in Italy, Gutierrez
Diaz critically assessed the application of prifespof the 1988 structural funds
reform. While discussing the principle of subsittigrthe Spanish Member of
Parliament emphasized that: “The Community may lmetindifferent to the
utilization of funds in the member states, as iyrhappen, and it did actually
happen in Italy, that the amount to be financegbbytly by the government and
the regions, was almost entirely shifted to thadsintage of the latter, which is
inconsistent with the principle of solidarity” (Maf 2005,p.145). Actually,
during the first programming period (1989-1993)e tktalian government
deceitfully avoided the provision of co-financirig.that period the Community
planned to support initiatives in Mezzogiorno ammmto Ecu 16 billion, half
of which was supposed to be contributed by the Conity budget and the rest
by the country’s public (40%) and private sectd8%). As regards the public
sector, nearly 22% of funds were supposed to b&ibated by the government,
while the regional share was 19%.

Taking advantage of its privileged position in teaships with
community partners and its power to control finahcilows, the Italian
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government was able to reduce its share to as 8#14.1%, while the rest was
covered by the regions. This led to significant ssmuences, as in a great
number of cases the regions were not able to uffecient funds and the
European Commission was forced to stop its shafemafficing. Thus, placing
an added financial burden on the regional budgi#s, Italian government
blocked the possibility to obtain the funds thad baen officially granted.

A number of Italian authors go as far as to agbkaettthe principle was not
at all applied. During the public finance crisesl gnoor political interest in the
situation of the less developed regions, Europeandd nearly entirely
substituted government expenditures. Actually ie ®outh of Italy critical
infrastructure investments including electrificatiogasification, the road and
telecommunication network were not financed unddimary (like in the North)
but extraordinary interventions, which, in turn, rergradually integrated with
Community funds (Viesti 2001).

The principle of programming constitutes the basis of the Community
cohesion policy and was also provided for in ttadidh legal system (Act no
717/1965), but did not apply to extraordinary imggrtions (Cafiero 1996, pp.
188 — 192). Actually, the national support policgsaconsiderably dispersed and
frequently incoherent (Cafiero 2000,p.80). Manyhaus emphasize that in its
last stage of operatidna Cassa per il Mezzogiornemployed a logic whereby
public investments were used as instruments of ddmather than supply. Such
an expenditure pattern resulted in a great numbeprojects that were
unfinished, useless or used only for political msgs (Trigilia 1992).

The Community programming introduced in the late8(D met with
a specific context in ltaly, as the Italian goveemnhdid not implement any
global programming that would determine prioritéel directions for economic
governance (Di Palma 1996). Moreover, the programgrenforced verification
and monitoring procedures, which were unknown exkriod of extraordinary
interventions.

A number of studies prove that procedurescohcentration and co-
deciding by different institutional levels or difést instances of the same level
were foreign to the ltalian administration, alsdahmiespect to the last principle
under analysisActually, the principle of vertical partnership (introduced
along with the reform of 1988) anlorizontal partnership (introduced in
1993) was brought to a national and sub-nationgir@mment that was not
accustomed to such practices, as in Italy planfongegional development was
within the competence of the Ministry for the SoufiWlinistero per il
Mezzogiornd. The Ministry determinedlirections of action and had exclusive
competence with respect to working with Communitgtitutions, while the
regions, deprived of organizational and operaticcegbacity, were unable to



32 Lewandowski Krzysztof

prepare expert opinions concerning their developmeguirements and
priorities.

Despite the introduction of the above principletiatly the regions’ role
in planning was marginal, as they did not have igeffit experience in
Community programmes management, which requiredstaah coordination
between the Commission, the state, the regionslaeral units or between
various offices and departments of the same itistitu Moreover, it was
observed that in the phases of planning and impi¢atien of operational
programmes and plans (national and regional), lgsiand social organizations
rarely cooperated, which was against Community menendations. Empirical
studies reveal that only entrepreneur organizatiorele unions and some
associations participated in consultations, buteném a concerted manner to
utilize available funds.

Generally, during the first programming periods tlogv institutional
efficiency of the ltalian public administration, rgaularly in the South,
persisted, which translated into poor performantehie European cohesion
policy and the “Italization” of the Community priiptes.

2.2. Italian institutions and Community programming

Practice proves that the public administration oesfble for Community
programming issues undertakes tasks crucial foetfigent implementation of
programming. An excessive dispersion of governniesiitutions engaged in
structural funds management largely contributethtéoweakness of the Italian
policy manifested by the inability to effectivelyewklop programme priorities
and objectives for spending funds.

Initially, the institutions designated to impleme@bmmunity policies
were the various ministries responsible for investtmsectors (Ministry of
Agriculture, Ministry of the Budget, Ministry of ¢tustry), while the Department
for Community Policies i Dipartimento per le Politiche comunitajiewas
established as late as in 1987. Its responsilsilistacompassed legal tasks,
orientation and promotion of initiatives as wellagification of actions aimed
to implement community policies. The managementnational community
funds and the formulation of the Community cohegiaticy came within the
competence of the Ministry of the Budget, subsetiyesupported by the
Regional Policy Observatonl.'Osservatorioper le politiche regionali and
then by the National Central Offic€#&bina di regia haziona)e
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The Observatory, established as an instrument foritoring the course
and efficiency of interventions in the less develbpareas and Community
policies, operated only for a short time. Two yeater it had been established,
it was replaced by the National Central Office, shotasks included the
coordination of different entities responsible psogramming and management
of Community interventions and public (national a@dmmunity) resources
allocated to the development of the less developeshs. This institution,
however, played a marginal role as it faded intsignificance soon after its
statute had been formulated and the Departmer?doelopment and Cohesion
Palicies (I Dipartimento per le politiche di sviluppo e ciase, Dp$ took over
its functions. These sweeping organization charrgssited in disorganized
cohesion policy.

It was not until 1995 when coordination in the fotation of the cohesion
policy became homogenous in terms of organizatidoljowing the
establishment of a unit for cohesion poliSe(vizio per le politiche di coesigne
within the Ministry of the Budget. This developmgmoved to be functional and
accelerated the implementation of the 1994-1999 rGonity Support
Framework. The role adopted by the Dps turned oube crucial for the
Europeanization of the cohesion policy, as thigitutson performed a central
function in defining the intermediate and final eétfjves of programming and
the modes of cooperation between regional and maltimstitutions (Graziano
2004, pp. 88 — 94).

3. Cohesion Policy in the 2000-2006 programming ped

This programming period was marked by considerabl@nges in the
cohesion policy, which strengthened the positiopaticular regions and of the
Committee of the Regions. The adoption of the neam@unity Support
Framework for the years 2000-2006 initiated thestamt process of financial
management regionalization, as the regions wenmgepaover 70% of the funds
available, which is 20 percentage points more thdhe previous periods.

As compared to 1998, the ltalian policy was modifigvhich involved
institutional changes (establishment of the Depantnfor Development and
Cohesion Policy), increased decentralization of dfunand programming
competence to the advantage of the regions, lamg{eogramming, interest in
enhanced quality of public investments and thealustion, reform of public
administration along with the redefinition of nemgiitutional cooperation rules.
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Generally, direct regional management of a largégroof the funds was
the most innovative but also problematic aspectreggards the 2000-2006
programming period, because the regions were giardasiderable powers in
terms of the regional policy.

In the 2000-2006 programming period, EUR 28.8dnillivere allocated to
Italy from Community funds, at 2004 prices. Togethdth the national funds
designated for co-financing projects, the totald&iavailable amounted EUR
63.3 billion, of which 45.9 billion were designedrfObjective 1 regions.
Community funds were to be spent until the end0f& but due to the financial
crisis that period was prolonged until 30 June 2009

The data obtained from thRagioneria dello Statanonitoring revealed
that until the end of 2008 more funds were congiddthan initially programmed.
As regards expenditures under Objective 1, EUR ibiorb were contracted at
the end of February, which accounted for 120% @ thnds granted, and
effective spending was as high as 93.6%. As regaatioonal operational
programmes (PON), the average volume of liabilitesl expenditures was
117% and 98.2% respectively. As regards region&rainal programmes
(POR) this value amounted to 92.3%, but in Campanig to 86.8% (SVIMEZ
2009, p.15).

In the 2000-2006 programming period so-called bawndprojects
(progetti spondawere frequently implemented in Italy. Originalhey were
financed from different funds and then includedGammunity programming
projects due to their cohesion. This was the eftd@cstrict time guidelines
imposed by the Community to implement projects émel government was
concerned the thamplementation ofa number of projects might fail. In late
2008 the share of such projects was nearly 44.5%enfunds spent under
Objective 1(SVIMEZ 2009, p.13).
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Table 1. Utilization of Community funds under Objecive 1 by the priority axes as of
31.08.2009 (EUR)

Priority axis Total Funds Payments B/A C/A
contribution contracted effected % %
2000 — 2006 A B C

Natural resources| 7 658 273 320 10 270 959 589 78831 208 134.1 107.3
Cultural resourced 2 516 942 608 2887 570 629 21338323 114.7| 97.3
Human resources| 8 284 924 451 9 565 982 556 8246876 1155| 99.7

Local 14742 174 130 18663929860 14995295740 126¥1.7
development

systems

Towns 2 040 500 957 3012 345928 2166 021909 .6147106.2

Se(;VLceb networky g 775 078 228 12002 536 867 10737371484 122.89.81
an ups

Technical 883 139 495 898 596 784 868 269 410 101.8 98l3
assistance
TOTAL 45901033190 | 5730192221P 47 696 041 150 4.82| 103.9

Source: Ministero dell’Economia e delle Finanz&2@. 11.

Table 1 reveals that the most substantial resouwes®e allocated to
implementing measures under Axis 4: Local Develapnfeystems istemi
locali di sviluppg and Axis 6: Service Networks and Hubs. The messunder
Axis 4 encompassed local development programmegdaitn promote local
development including support for local productigystems, enhancement of
competitiveness, improvement of product qualityjovativeness and support
for exports.

The objective of the measures under Axis 6: SerMietvorks and Hubs

(Reti e nodi di servizjoencompassed the enhancement of competitive comslit
for business development and the location of neiwatives to boost the

competitiveness and efficiency of territorial ecomo systems. This was to be
attained through actions improving the effectivened interventions and
ensuring positive external effects, as well as ublo promotion of the

sustainable development of the transport netwenksuyring the required level of
national and international telecommunication neksprthe participation of

citizens and businesses in new economic, politexadl cultural processes
favourable to their development, and restoratiosazial trust. Under this Axis,
activities were undertaken in three sectors: trartspinformation and

communications technology (information society)] aafety.
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The most efficient utilization of funds was obsetvender Axis 6 and
1 (natural resources) and 5 (towns). As regards rémaining three axes
(cultural resources, human resources and techaigsistance), the available
funds were not fully utilized.

Table 2. Utilization of Community funds under Objecive 1, by fund, as of 31.08.2009 (EUR)

Fund Total Funds Payments B/A C/A

contribution contracted effected

2000 — 2006 B C

A

ERDF 32934 841958 42456542201 34515083122 8.90% | 104.80%
ESF 6 717 807 093 7 644 319 169 6 667 924 111 098.8 99.30%
FGF 710 358 361 718 290 893 651 513 275 101.10% 7094.
EAGGF 5538 025 778 6 482 769 949 5861520 643 .10% | 105.80%
TOTAL 45901 033 190 | 57301 922 212| 47696 041 1501  124.80p6 103.90%

Source: Ministero dell’Economia e delle Finanz&2p. 11.

Table 2 demonstrates that in the 2000-2006 progiagiperiod, the
European Regional Development Fund (72.4%) provitiedargest allocations
for the attainment of Objective 1, while assistapcevided by the European
Social Fund (14%) and the European Agriculturaldaoce and Guarantee Fund
(12.3%) was less substantial. The resources a#ldday the Fisheries Guidance
Fund were of marginal importance (1.3%).
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Table 3. Utilization of Community funds under Objecive 1 by the operational programmes

as of 31.08.2009

Operational Total Funds Payments B/A C/IA
programme contribution contracted effected % %
A B C

NOP Research 2 267 330 817 2 648 281.5%5 2290BD51( 116.8 | 101.0
NOP Safety 1225836 571 1 225 692 958 1 2150444585100.0 | 99.1
NOP Technical
assistance and 517 101 147 514 571 832 504 519 032 99.6 9716
system actior
NOP Development] 4 452 842 857 6 429 719 955 4 862848 144.4| 109.0
NOP Fisheries 277 383 357 247 657 164 23338054l 9.3 8| 84.1
geovzligrrfé’r'nfor 830014571 | 898033649 | 819267984| 1082 987
NOP Transport 4520 161 290 5302 202 380 5008686 | 117.3 | 110.8
NOP Total 14 090 670 605 17 266 159 488| 14 923 970 310| 122.5 | 105.9
ROP Apulia 5222991 220 7293 025 928 5827 786 92339.6 | 111.6
ROP Basilicata 1 696 070 000 2 132 594 899 17807664 | 125.7 | 105.0
ROP Calabria 4034 497 392 5144 952 184 4094 533 75127.5 | 101.5
ROP Campania 7748 172 780 9 792 568 333 7820 0®2 pA26.4 | 100.9
ROP Molise 467 997 190 552 085 599 477 705 735 118102.1
ROP Sardinia 4180 724 685 4928 422 641 43524141 1179 | 104.1
ROP Sicily 8 459 909 318 10192 113 1%6 8419693 51120.5 | 99.5
ROP Total 31810 362 585| 40 035 762 724| 32 772 070 841| 125.9 | 103.0
Objective 1 Total | 45901033190 57301922212 4b®41151| 124.8) 103.9

Source: Ministero dell’Economia e delle Finanz&2@. 11.

The above data reveal that in the 2000-2006 promiagperiod the two
most important national operational programmes, dimment and Transport,
represented the highest rates of funds utilizatem,they accounted for two
thirds of total expenditures of the national prognaes. On the other hand, the
allocations granted under the national Operatidtralgramme Fisheries were
not used in full. As regards regional operationsdgoammes, practically all
regions spent the funds allocated to them or everer(except Sicily). Apulia
and Basilicata were the most efficient.
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4. The effects of the cohesion policy in Italy inhe years 2000-2006

Analysis of data concerning the seven lItalian CQbjec1 regions
demonstrates that over that period GDP per capi#ag the most significant
indicator) increased merely by 1.2% annually, whigteans that it was
considerably lower than assumed (3.9%), and evebdlow the EU-15 average
(2%). Therefore, one could argue that despite tloeagion of over EUR 48
billion, convergence has not been achieved indtes.

The results are even more disappointing given @amnmunity funds
accounted for nearly 3% of GDP in this part ofyitathich should theoretically
considerably accelerate economic development.

Similarly, convergence was not observed in the uabmarket. The
employment rate in the South (45.9% in 2005) wasragthe lowest in the
European Union, including new member states. Tdtis was by 20 percentage
points short of employment rate in other partstaly] and 25 percentage points
short of the guidelines stipulated by the Européaion in the Lisbon Strategy.

In the 2000-2006 programming period, the gap betw&e South and
other Italian regions continued to widen. Althoutdje to the liberalization of
the labour market the employment rate in the Sdatiteased by nearly
3 percentage points, the increase in northern anttal parts was as much as
6 percentage points.

Moreover, the employability rate decreased in alisoterms, which
meant an increased number of persons who gave akintp for a job. The
expectations that Community funds would reverse tlisadvantageous trend
did not come true.

Table 4. Employment rates in 1999 and 2006

Area 1999 2006
Mezzogiorno (Objective 1 regions 43.0 459
Centre-North 59.4 65.0
EU 15 62.2 65.1
Lisbon Strategy Objective 70.0

Source: EU Structural Funds and Economic DeveloproeSouthern Italy, Vision & Value, London School
of Economics, October 2007.

The above data lead to the conclusion that thectsiral programmes in
southern ltaly did not bring about the expectedultes This concerns in
particular Calabria, Campania, Apulia and Sicilye tregions with the largest
population and economic potential (in terms of gatezl GDP) in the South.
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What is noteworthy, as regards Objective 1 regidhsse that despite
making expenditures remain below 75% of the Comitgyuaiverage were
granted a bonus in the form of European Union supjoo the next 7 years,
which was actually awarded to four large regionsduathern ltaly. Given the
facts below, this paradox seems even more dramatic.

1/ The threshold of 75% of the Community averagesiterably dropped
when new members joined the European Union, butfdhe Italian regions
retained their status of underdeveloped areas.

2/ The problem of the 2000-2006 programming peligahot the first
failure as regards these regions. In Europe, theyainique example of regions
that remain underdeveloped despite huge publicsinvents of public funds.

3/ Research suggests that public expenditure amndtstal funds may
largely be embezzled and captured by organizedecrim

5. Possibilities of development

A great number of studies on Mezzogiorno develognogportunities
report several factors which could contribute togést convergence. They
primarily include development of tourism, increasezbearch expenditures,
attraction of foreign investment and organized erjprevention.

Tourism — about two thirds of the coastal line awedrly 50% of Italian
cultural heritage (ltaly can boast the largest neindf historic buildings on the
UNESCO list) are located in the southern regiortsis Tact predestines these
regions to become European leaders in tourism.

In the programming period, the opportunity to depetourism was not
used. The number of tourists per capita increasem £.9 in 1999 to 3.3 in
2005, but it is still less than half of that reaeddn northern and central Italy. In
2004, the South attracted 20.6% of Italian toutraffic, 25% of domestic
tourismand 14.2% of foreign tourism flows (SVIMEZ 2005 453).
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Table 5. Tourists per head

Region 1999 2005
Apulia 1.9 2.7
Basilicata 2.0 3.3
Calabria 3.1 3.9
Campania 34 3.3
Molise 1.7 2.3
Sardinia 5.6 6.2
Sicily 2.4 2.7
Objective 1 regions 29 3.3
Centre — North 6.8 7.5

Source: Vision & Value. LSE, p. 7.

Although climate conditions in the South ensure rigiu activities
throughout the year, 70% of visits are reportedvbeth June and September.
Moreover, despite impressive natural and cultuedources, the region is
perceived only as a holiday area, while business @nference tourism is
practically non-existent. This may be caused byitisafficient transport and
service infrastructure, including the small numioérflight connections with
European cities, the underdeveloped public transput railway networke.g.
there are no electrified railways in Sardinia) énel underdeveloped motorway
network (SVIMEZ 2009, p. 7).

Research and development attempts to improve the share of R&D
outlays in GDP failed in the programming period @mdnalysis. In 2005, it was
0.77 for Objective 1 regions, below the average famly (1.1%) and
considerably smaller than the value assumed fdiataObjective 1 regions
(1.25% for 2006) or the objectives stipulated ie thisbon Strategy (3% for
2010).

Interestingly, public outlays on R&D were more dabsial in the South
(0.55% of GDP) than in the North (0.51%). On thkeothand, three of seven
Objective 1 regions did not record any private R&Destments, and only in
Campania business R&D expenditures exceeded 0.2%D6&¥. This means that
in the South, public R&D expenditures turned oubéanefficient subsidies.

Foreign direct investments— Objective 1 regions also falter in terms of
attracting foreign direct investments. Althoughytlage inhabited by over 30%
of the Italian population, only 3.5% of foreign @stments in Italy are located
there, despite the factors which could potentialfiract investors: substantial
available labour force (including skilled laboug),large market, lower labour
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costs compared to other regions or the possilmfitgarticipation in community
programmes designed for Objective 1 regions.

This situation hardly changed in the programmingigae 2000-2006.
Foreign investments were primarily located in nerthitaly. While Lombardy
absorbed 69% and Piemont 13% of foreign directdtments, southern regions
absorbed as little as 1%. In the years 2000-200fidgn direct investments
accounted for 1.6% of GDP in north-western regi@h6% in central regions
and 0.1% in the South.

Table 6. Direct foreign investments in selected Itan regions (in EUR thousands)

Region FDI inflows in 2006 Share in total national
Apulia 247269 0.2
Basilicata 246100 0.2
Calabria 29963 0.0
Campania 245991 0.2
Sardinia 97674 0.1
Sicily 30135 0.0
Lombardy 104464729 68.9
Centre-South 152124329 99.3
Mezzogiorno 1016606 0.7
Italy 153140935 100

Source: Own work based on: Daniele, Marani 200898.

Table 6 reveals a gap between northern and soutbgions with respect
to foreign direct investment inflows. These investts could considerably
accelerate the development of Objective 1 regibos,so far foreign investors
have shows little interest in the South. Their preg in those regions is not
much better, as only 371 of 7100 foreign enterpregeerating in Italy (5%) have
their registered offices in the South.

Crime

Many economic, sociological and historical studitsm that organized
crime is a substantial barrier to the developménhe South (Catanzaro 1991,
Centorino, La Spina, Signorino 1999, FiorentinijtAean 1995). This is also
often thought to be the underlying cause of thellsmeerest of national and
foreign investors in Objective 1 regions. In 198Jos Labini, the renowned
Italian economist, reported that money extortia@®ult in moving production to
other regions and discourage investment in the Ii5¢8ylos Labini 1985).
Crime organizations influence the economy in vasiaays. Money extortions
from entrepreneurs are the most visible example. flindsraisedare used to
finance other crime activities and control legakibesses. Moreover, crime
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organizations force entrepreneurs to purchase goodsaw materials from
specific suppliers, employ members of the crimelaeyoor impose restrictions
on sales.

In general terms, organized crime increases invagtmisk and costs, and
consequently has a depressive effect on the whotmoeny. Apart from
extortions and protection money, the protectionvjgled by crime organizations
leads to a situation where inefficient businesses aperated as a cover for
illegal activity (Becchi, Rey 1994). By violence ocorruption, crime
organizations influence the functioning of the nedrland the institutional
system through distorted allocation of resources @apturing of a portion of
public funds, including Community funds. This unuéres the functional
capacity of the market and institutions, as welthas capacity for development
of the local economy (Centorrino, Signorino 1993).

In the 2000-2006 programming period, the crime rateObjective
1 regions remained high. Its measurement involvidrdnt categories of crime
but primarily extortions, assassinations, arsomsamticipation in crime groups.

Table 7. Crimes reported in 2002-2005 in selectedalian regions per population; Indices
(Italy=100)

Region Extortions Organized Assassinations Arsons
crime groups

Apulia 150 119 200 146
Basilicata 87 222 29 94
Calabria 185 196 717 346
Campania 162 155 929 107
Sardinia 74 36 429 149
Sicily 143 177 186 166
Centre-North 76 74 34 71
Mezzogiorno 144 147 220 153

Source: Own work based on V. Daniele, U. MarinQ20p. 202.

Table 7 shows that in regions under Objective 1rthmber of crimes
analyzed is relatively larger compared to otheriamg but represents
considerable diversity. The crime indices are emély high in Campania,
Sicily, Apulia and in particular in Calabria.

According to estimates, nearly 160 000 of entregues in Italy faced
extortions, predominantly in the South. The numbgrentrepreneurs paying
“protection money” is estimated at 70% in Sicily0% in Calabria, 40% in
Campania and 40% in Apulia, which means that o2érd00 entrepreneurs are
faced with this practice. If the protection monsynbt paid, crime organizations
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strike by intimidation, property damage or evermipts on entrepreneurs’ lives
(Daniele, Marini 2008, p. 203).

Although organized crime changes over time ancxgansion into the
centre and north of Italy is under way, regiondfedences are still observed.
The majority of Objective 1 regions are affected &iyme to a substantial
degree, which constitutes a peculiar type of coaipag cost that may have
a far-reaching, negative effect on the developroétitese areas.

6. Conclusions

Italy provides an interesting example of cohesiohicyg implementation.
Despite its long tradition in conducting policieisnad at eliminating regional
disparities (dating back to the 1950s) and hugeedjpures, Italy’s performance
has been very poor.

In the 2000-2006 programming period, considerabteyqess in Italy’s
adjustment to the Community cohesion policy waseoled and satisfactory
results in the exploitation of EU funds were acbiitvHowever, these actions
did not translate into improved performance ofgherest Italian regions, which
is an extremely unusual situation that has neveurmed anywhere else in the
European Union.

The underlying causes of the failure are compldye @nalysis offered in
this paper reveals poor results in acquiring dirfeceign investments and
developing tourism and modern technologies, which prerequisites for
economic success in many regions. Organized criage diso considerably
hindered development and is largely responsible deterring investment
activities in the south of Italy.
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Streszczenie

REALIZACJA WSPOLNOTOWEJ POLITYKI SPOIJNO SCI WE WLOSZECH
| JEJ ZNACZENIE W WYROWNYWANIU DYSPROPORCJI REGIONA LNYCH

Celem artykutu jest przedstawienie znaczenia, jé&kidki wspélnotowej polityki
regionalnej odegralty w ogganiu spdjnéci spoteczno — gospodarczej przez wioskie
regiony Celu 1 oraz pokazanie barier i szans ropwgch dla tych terytoriow
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w przysziéci. W czsci pierwszej przedstawiony zostat proces dostos@zpaw/toch do
polityki wspoélnotowej, gtéwnie pod wedem zgodnsti prowadzonej polityki

z zasadami polityki regionalnej oraz dostoséwastytucjonalnych. W ezci drugiej
przedstawiona zostala analiza poréwnawcza wigkéunduszy wykorzystanych przez
regiony kohezyjne w okresie programowania 2000 8620 zatéonymi wielkgciami,

a take préba odpowiedzi na pytanie, cinodki te w istotnej mierze wplyly na
zmniejszenie sirdznic miedzy biedniejszymi regionami Potudnia a bseggini P6tnocy
— Centrum. W ostatniej g&ci pokazano miiwosci i bariery rozwojowe, przed ktérymi
stojg wtoskie regiony kohezyjne.
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Completion of the Common Internal Market of Recyclng in the EU -
Position of New Member States

Abstract

In the paper will be presented the analysis of egichl competitiveness
in the EU (“old” and “new” Member States) recyclingnarket within the
process of the establishment of common standatdtedeto the Prevention and
Recycling of Waste. The paper examined advantaigesnomon standards for
Europe from the point of view of the completionthgf common internal market
of recycling within the EU Strategy promoting thistainable growth.

1. Intruduction

The strategy of sustainable development is promioyed

1.The enhancing of international cooperation in theodpction of
environmental- friendly technologies and producith wpecial reference to:

e Pollution Management (air pollution control, wastegr
management, solid waste management, noise and tigibra
abatement and recycling ),

* Cleaner Technologies and Products (cleaner/resaificent
technologies and processes),

« Resource Management (indoor air pollution contvedter supply,
recycled materials, renewable energy plant, heatggnsaving and

9Ph. D., Full Professor at the University of £6d



48 Zofia Wysokiska

management, sustainable agriculture and fishergsstainable
forestry, natural risk management, eco-tourism).
2. Restructuring of the economy with special referertoe sun-setting
industries, offering old technologies of coal-bagpedducts, heavy metals,
heavy chemicals etc.)

We can consider the strong correlation between auan policy and
environmental protection and the relationship betwé¢he adaptation to the
international environmental standards and the ctéithmness and better access
to global and regional markéts

The total market size of the environment industgsvestimated at US $
600 billion by 2010. Most of the growth will contia to take place in
developing countries and economies in transitibanaannual rate of 8 to 12 per
cent. In relative terms, this environmental market & as big as the steel or
agriculture markets, but roughly the same size hes gharmaceuticals and
information technology markétsThe European eco-industries sector plays an
important role in the global eco-market. The Eléstimated to have round one
third of the world share of eco-industries and &5hare of the world market in
the waste and recycling industries

In the recent years as world economies continueexXpand, natural
resources are being increasingly depleted, enerdpecoming a key issue, and
proper and effective waste management is an inagahallenge. Moving

1 Wysokinska, Z., “Foreign Trade in Environmentabdcts; The WTO Regulation and
Environmental Program&lobal Economy Journalolume 5, Issue 3, Article 5, USA 2005, p. 2-
3. http:/lwww.bepress.com/gej/vol5/iss3/5; compsoal Wysokinska Z., The International
Environmental Goods and Services Market: an Oppdaytufor Poland, Polish Journal of
Environmental Studie¥/ol.18, No. 5 (2009), pp. 941-948

http://www.pjoes.com/index.php?s=abs_id&id=200918D5

2 Wysokinska Z., Adaptation to European and intéomai ecological norms and standards in
the Czech Republic, Hungary, and Poland, Ecologicahpetitiveness of Polish enterprises -
results of a questionnaire research, IT&FA Proaegsli Bangkok, 2000,pp 3-12; comp. also,
Wysokinska Z, Witkowska J.; International Businassl Environmental Issues - Some Empirical
Evidence from Transition Economies, Polish JouwfaEnvironmental Studies, Vol. 14 No. 3
(2005), pp. 269-279.

3 Trade and Environment Review 2003, UNCTAD, New Yarkl Geneva, 2004, p.36; WTO,
(2003); Report to the"5Session of the WTO Ministerial Conference in Canad/CTE/S, 11
July, 2003, p. 7.

4 As above.

° Accelerating the Development of the Market for Réicyg in Europe, Report of the
Taskforce on Recycling, Composed in preparation e @ommunication “A Lead Market
Initiative for Europe”{COM(2007) 860 final}, p. 2.
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towards sustainable patterns of consumption anduetmn are the cornerstones
of development that is sustainable — not only imgeof energy but in terms of
all resources we produce, consume and dispose.

There is significant market potential in recyclitiy increase efficiency
and capacity, by encouraging innovation, and intoiy more effective
processes and improved technologies. This can $ehe costs, energy, and
natural resources — and help Europe be less depeadeising raw materials
prices. Recycling belongs also to six most impdri&ectors within the Lead
Market Initiative for Europ® This Lead Market proposespackage of polices
(legislation, standards and labeling, public precwent, financing, knowledge
sharing, and international action) that acting ymesgy can foster recycling
markets, increase more and better recycling, yéalkdronmental and economic
gains, and in the long run can improve Europe'spatitive position.

2. Position of Europe in the world market of envirmmental related
technologies

European Commission proposed recently the new escnstrategy for
Europe “Europe 20207, including three key drivers for growth, to be
implemented through concrete actions at EU andmnaltievels:

» smart growth (fostering knowledge, R+D, innovatieducation and digital
society),

* sustainable growthimaking our production more resource efficient levhi
boosting R+D and competitiveness),

* inclusive growth(raising participation in the labour market, tre@isition
of skills and the fight against poverty)

In terms of specialization, patent data show thaerging economies
(India, China, Israel, Singapore) and the Unitedtest focus their innovative
efforts on high-technology industries (computergianmaceuticals) while
continental Europe concentrates on medium-highAeldgy industries

6 Recycling is one of the lead market amormghealth, protective textiles, sustainable
construction, recycling, bio-based products, andewable energies, compare: Lead Market
Initiative  for  Europe; http://ec.europa.eu/entesphpolicies/innovation/policy/lead-market-
initiative/#2#2.

" Accelerating the Development of the Market for Reieg in Europe, op cit, pp. 3-4.

8 EUROPE 2020 A strategy for smart, sustainable aoltisive growth, Communication from
the Commission, COM(2010) 2020, Brussels, 3.3.2010
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(automobiles, chemicafs)Europe followed by Japan is the world leader in
environment-related technologies. The United Statesd Japan have
a comparative advantage in biotechnology and nahontdogy patenting and in
the relevant scientific fields, while the EU is tiverld leader in environment-
related technologies (solid waste, renewable enemgg motor vehicle
abatement), with Germany playing a very active.rdépan is second to the EU
in all three environmental technology fieldsHowever, while patenting in
renewable energy and motor vehicle abatement resibereasing rapidly since
the mid-1990s, patenting in solid waste technombis declinéd

3. Recycling market as one of the lead market in thEU

Recycling, understood as proper and effective was@agement, and
renewable energy, Geutral energy sources is one of the crucial leadket
of the European Unidf This sector plays an underpinning role by:

* reducing waste going to disposal,
« reducing consumption of natural resources,
« improving energy efficiency.

The eco-industries sector in the EU has a turnofraround € 227 billion,
corresponding to 2.2% of EU GDP. This includes wastatment (€ 52 billion)
and recycling (€ 24 billion, over 500,000 jobs).eTitecycling sector is made up
of over 60,000 companies; the profile of which3d%t large; 28% medium; 69%
small. The demand and price for raw materials apeeasingly affected by
global forces, and there are indications that n#gonal trade in recycled
material continues to grow. The EU is estimatetidee round one third of the
world share of eco-industries and a 50% shareefabrld market in the waste
and recycling industries. There is significant nedrkotential in recycling but
barriers to market development need to be addre3$edle is also potential to
significantly improve efficiency and capacity, bgosuraging innovation, and
introducing more effective processes and improeetiriologies. This can help
save costs, energy, and natural resources — apdEhebpe be less dependent on

9 OECD Science, Technology and Industry scoreboard00§ — ISBN 978-92-64-03788-5 —
© OECD 2007, pp. 9-16.

0 As above.

11 As above, p. 14.

12 Source: Lead Market Initiative for Europe,
http://ec.europa.eu/enterprise/leadmarket/leadrmatke
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rising raw materials prices. The EU has a rangeegfilatory measures dealing
with waste: a strategic approach to waste and ressulegislation regulating
waste treatment; and management of specific wastanss such as end-of-life
vehicles, and electrical and electronic equipmé&ntropean legislation plays
a strong role in driving development and markefisr-example, 2015 targets for
vehicles will be 85% reuse/recycling and 95% reneselery”.

Recycling creates also a part of the most importamtironmental
services’ sectors in the European economy and ibbiserved its dynamic
development especially since the year 2003, after Eastern European
enlargement in the year 2004Ecological competitiveneSsin the recycling
sector is created by firms from the EU-15 and froew members (EU 12). The
highest position among the Eastern European newhmesrachieved Poland,
Czech Republic and Romania. It was about 6-7 tlmesr than the positions of
leaders from the following “old” member states: tédi Kingdom, France, Italy
and Germany, but comparable to the position ofNeé&herlands and Sweden-
comp. graphs at. p. 9 of the paper. As it is preskon graphs at page 10
Poland, Czech Republic and Romania belong to ciesnin Europe with the
highest emissions of carbon dioxide (CO2) to tmeoaphere. These three CEE
countries are followed by “old “ members of the EGermany, United
Kingdom, Italy, France and Spain- comp. p. 10.

As European society has grown wealthier it hastedeanore and more
rubbish. Each year in the European Union alonehraat away 3 billion tones
of waste - some 90 million tones of it hazardousca@kding toEurostatdata this
amounts to about 6 tones of solid waste for eveam,mivoman and child. Most
of waste is either burnt in incinerators, or dumped landfill sites (67%). But
both these methods create environmental damagefillawg not only takes up
more and more valuable land space, it also causesaer and soil pollution,
discharging carbon dioxide (G0and methane (CHlinto the atmosphere and
chemicals and pesticides into the earth and groatewThis, in turn, is harmful
to human health, as well as to plants and anirBgl2020, the OECD estimates,

13 Accelerating the Development of the Market for Riicyg in Europe, Report of the
Taskforce on Recycling, Composed in preparation e @ommunication “A Lead Market
Initiative for Europe”, {COM(2007) 860 final}, p. 3-

14 Based orEurostatdata. Compare also graphs at p. 9 of the paper.

15 Ecological competitivenessbility of a firm or a nation to offer environmehtaroducts,
especially technologies and services that meetqtidity and environmental standards of the
regional and world markets at prices that are cotitjye and provide adequate returns on the
resources employed or consumed in producing th@wn modification of the definition based
on:http://www.businessdictionary.com/definition/qoetitiveness.html
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we could be generating 45% more waste than werditbb5. Obviously this
trend must be reversed if we are to avoid beingneubed in rubbish. But the
picture is not all gloomy. The EU'Sixth Environment Action Programme
identified waste prevention and management as 6rfeuo top priorities. Its
primary objective was to decouple waste generdtimm economic activity, so
that EU growth will no longer lead to more and moubbish, and there are
signs that this is beginning to happen. In Germang the Netherlands, for
example, municipal waste generation fell during 1860<°. The EU is aiming
for a significant cut in the amount of rubbish gerted, through new waste
prevention initiatives, better use of resourcesl ancouraging a shift to more
sustainable consumption patterns.

The European Union's approach to waste managemdrasied on three
principles:
1. Waste prevention This is a key factor in any waste managementegya
Waste prevention is closely linked with improvingmufacturing methods
and influencing consumers to demand greener preduntt less packaging.

2.Recycling and reuse If waste cannot be prevented, as many of the
materials as possible should be recovered, prdfetap recycling. The
European Commission has defined several specifastav streams' for
priority attention, the aim being to reduce theiwre@ll environmental
impact. This includes packaging waste, end-of-NMehicles, batteries,
electrical and electronic waste.

3. Improving final disposal and monitoring: Where possible, waste that
cannot be recycled or reused should be safelyenatiad, with landfill only
used as a last resort. Both these methods neeel rwiositoring because of
their potential for causing severe environmentahaige’.

4. The importance of the recycling sector in Europevithin the EU Strategy
on Prevention and Recycling of Waste-establishmewnf common
standards

Recycling plays an underpinning role by reducingst@a by reducing
consumption of natural resources and in-contrilgutito greater energy
efficiency. In this broad and diverse area, a leatket potential is seen in
electrical and electronic waste and the waste ftoenend-of-life of vehicles.

18 http://ec.europa.eu/environment/waste/index.htm
17 As above.
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Recycling reduces waste going to disposal, condompif natural resources

and improves energy efficiency. It therefore plapsessential role in the move
towards sustainable consumption and production. fdeycling sector has

a turnover of €24 billion and employs about 500 @@@sons. It is made up of
over 60 000 companies. The EU has around 50% dtiwbare of the waste and
recycling industrie€. It is estimated that roughly 0.75% of EU GDP
corresponds to waste management and recytling

The Waste Framework Directive of the EU sets ouumber of basic
concepts that are important for recycling and recpwas a whole. The End-of-
Life Vehicles directive 2000/53/EC (ELV), and aaditive on Waste Electrical
and Electronic Equipment 2002/95/EC (WEEE) are eptamof EU product-
specific legislation which provide a framework thie market development for
a wide range of recycled products, and their aasedi technologies and
industrial processes. The targets contained iretl@gctives will further drive
demand for recycling. The Review of the WEEE Dinext due in 2008 may
look for ways to promote long term developmentsegf/cling markets.

Promotion of recycling is oriented on: developingaterial-based
recycling targets in conjunction with end-of-lifeoduct-based targets; making
producers responsible for recycling; encouragimmyckng businesses to use the
best available technology. Recycling refers to pinecess of collecting used
materials which is usually considered as ‘wasta eaprocessing them. In this
process these used materials are sorted and pedcéssbe used as ‘raw
materials’ for the production of new products. Samhéhe most common items
that are recycled are plastic, glass, paper, begtealuminum etc. Importance of
recycling for: saving energy; reduction of pollutsy saving natural resources,
increasing economic and social benefits relatedht creation of the new
markets and new employment opportunities; saviracsfor waste disposal.
Improving waste management is recognized as a majgronmental challenge
at international level. The European Commissiorrgppsal for a European
Union strategy for sustainable development alsalights the need to break the
link between economic growth, the use of resouacesthe generation of waste.
The response for this need was the Integrated Erodalicy (2003-2012).
Promotion of recycling is oriented on: developingterial-based recycling
targets in conjunction with end-of-life product-bdstargets; making producers

18 hitp://ec.europa.eu/enterprise/policies/innovdiolicy/lead-market initiative
/recycling/index_en.htm

19 Lead Market Initiative for Europe. Mid-term progseseport. Commission Staff Working
DocumentBrussels, 9.9.2009, SEC (2009) 1198 final, p. 45.

20 pccelerating the Development of the Market for Rafieg in Europe, op.cit., p. 3.
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responsible for recycling; encouraging recyclingsinesses to use the best
available technology. In 2005 around 95 million @snof waste have been
recycled in the European Union. The amount of nipalcsolid waste increased
in the years from 1996 to 2005 between 1.1% perfgeas an averade

The EU Strategy on the prevention and recycling of waste is based on
two major premises.

* Waste policy should focus on the environmental ichfd using resources.
Waste policy ties in with resources policy — ang iknown from resources
policy that the important issue is not scarcity m@sources but the
environmental impact of their use.

» Waste policy should take a life-cycle approach. Waslicy should also tie
in with the Integrated Product Policy (IPP). It aite reduce environmental
impacts from products throughout their life-cycighere possible using
a market-driven approach

The New Services Directive came into force acrbssEEA on the 28th
December 2009. It is aimed at opening up the ialemarket for service
provision in the EU. It applies to the 27 EU Memlsstates plus Norway,
Iceland and Liechtenstein (European Economic Argéag Directive aims to
break down barriers to cross-border trade in sesvizetween Member States,
making it easier for service providers to set upitess and offer their services
elsewhere within the European Economic Area (EBAWill achieve this by
removing regulatory and administrative barrierg thake it difficult for service
providers to trade across borders.

The removing of barriers in the recycling marketBorope is deeply
connected withthe establishment of common EU waste standards arah
common EU recycling market. The issue of the development of common
standards for recycling and recovery is centralormorrow’s waste policy in
Europe.

Several Member States, and regional or local aié®r tend towards
protectionism in the area of waste. This is whyhloeking of shipments relates
mostly to exports rather than imports. This reftex be attributed to a number
of factors.

* Firstly, waste infrastructure is expensive and omhcglt requires fixed
minimum volumes of waste to be efficient. Capasitieay have to compete
with similar but cheaper installations, or with ethwaste treatment

2l gander K., Climate Protection Potentials of EU Riiegc Targets; 2008,
http://www.eeb.org/publication/documents/Recycling@teChangePotentials. pdf

22 http://ec.europa.eu/environment/waste/pdf/storgkhadf, p. 19
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techniques. The diversification of waste recoverg gecycling practices in
Member States and in industrial sectors, and tfiectsf of enlargement,
could increase these competitive pressures. Intiaddsome investment is
based on overestimates of the amounts of wasteviidie available in the
future, and this creates tensions.

« Secondly, the combination of public and privateeigsts involved in
different aspects of the waste business varies fooe Member State to
another. Environmental arguments are sometimestosgidguise economic
motives. The distinction between action to protde environment and
illegitimate economic protectionism is not alwayeat™.

Advantages of common standards

« Common standards protect the environment in thdembiothe EU. National
standards apply only in the territory of the few rivieer States that have
them. Any reduction in environmental benefits cauby a few Member
States having to lower their high standards woelariore than offset by the
gain in coverage.

« Common standards could in the longer term enableouseduce the
complexity of the legislation that controls shiprteenf waste destined for
recovery.

e« Common standards would help to build a strong akermarket for
recycling and recovery. As with any economic atfivirecycling and
recovery activities would benefit from an open intd market.

* For a limited period, in specific cases where lasgaounts have been
invested in facilities state of high environmergadlity, it may be legitimate
to steer waste towards them to ensure they reseiffeient quantities. But
this should be the exception rather than the rule.

« If one fair standard is applied across the EU,dl@e few advantages to be
gained from ‘competition’ in terms of environmenstdndards (e.g. Member
State A sets a high standard and blocks exportamiér State B — Member
State B raises its standards in order to regaiesacto the waste).

* There is no evidence that an internal market foovery disproportionately
increases the environmental impact of the transpbrivaste. Research
confirms that externalities related to transpog arminor fraction of the
overall impact of treating the waste. Waste can ttamsported large

2 As above, p. 24-25.
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distances, and the efficiency gains from waste ggointhe ‘right’ facility
can outweigh the externalities of transportéfion

5. Conclusion

» Sustainable development and "green economy” arentbet important
objectives of economic and social development F& hearest 10 years
future not only in the European but also in theld/ieconomy.

» Europe as a leader in environment related techresdqgomotes sustainable
growth based on effective waste management, anéwadsie energy
sources.

* Recycling plays an underpinning role by reducingstea by reducing
consumption of natural resources and in-contrilgutio greater energy
efficiency.

» Common standards protect the environment in thdewiiothe EU and play
the positive role in the process of the complettbthe common market of
recycling services.

* Firms from new members of the EU participate vestypva in the recycling
market in the EU and deeply involved in the processhe adaptation to
common standards protecting the natural environment

2 ps above, p. 25.
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Streszczenie

BUDOWA WSPOLNEGO RYNKU RECYKLINGU W UNII EUROPEJSKI EJ -
POZYCJA NOWYCH KRAJOW CZt ONKOWSKICH

Artykut ma na celu zaprezentowanie wynikow analkynkurencyjngci
ekologicznej w UE (“starych” i “nowych” krajow czitkowskich) na rynku recyclingu
w procesie tworzenia wspolnych standardéw, odgmazh s¢ zaréwno do zapobiegania
powstawaniu odpaddéw jak i do rozwoju recyklingu,jqnego na celu redukgj
zanieczyszc#e W artykule poddane zostaly analizie kéceyvynikajce ze wspélnych
standardow w Europie dla utworzenia wspdlnego ryntacyklingu w ramach
strategicznego pod&jia UE zorientowanego na zrownaigay rozwoj
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Innovativeness of the US economy. Permanent or weaking
dominance?

Abstract

The main purpose of the paper is to analyze thevativeness of the US
economy against those of European and Asian eca&sondihe particular
attention was given to the reasons for the formohghe US dominance in the
field of innovation. The paper also considers thecpss of vanishing of
American dominance at the end of 1990s.

The paper is divided into three parts. In the fiegte, main causes of
American leadership in the field of technology exelained. In the second part,
innovation performance of the US economy in comgpariwith the EU and
Asian economies is presented. Finally, there is amalysis of innovation
capacity of US economy in the context of challemgsslting from the financial
and economic crisis.

1. Introduction

In the contemporary globalized economy, knowledge imnovation are
the main incentives for the economic growth and ghegress of civilization.
Successful economies are able to create such sgstetions that boost a strong
tendencyof economic entities to create and promote innweatss. According
to Paul Romer, the economic future of nations ddpeon their ability to

" Ph. D., Professor at the University of &6d
M ph, D., the Jan Kochanowski University of Humasitand Sciences in Kielce
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innovativeness which is dependent on the qualitps higher education sector.

US economy is a peculiar laboratory of innovatiwnavhose dynamism might

set an example for other countries. United State® kestablished dominance in
the field of innovativeness thanks to a series arious beneficiary processes
and factorswhich shaped the American model of economy conmmisi

mechanisms setting innovative attitudes of entegegriand the society. (Bossak
2008, p. 170).

The main purpose of this paper is to explain thigims of American
dominance in the field of innovativeness, analyze tUS economy
innovativeness against that of European and Asianamies, as well as discuss
the perspectives of US remaining on the leadertipasiin the face of
a technological race.

The article starts with an introduction followed the characteristics of
main factors and processes which brought aboutiseeof the US economic
dominance in the field of innovativeness; next,amalysis of the decreasing
innovative superiority of the economy over the mfg¢he world is provided; and
finally, we focus on the question of the currendreamic crisis influence on the
perspectives of the USA remaining a technologicahidator has been focused
on.

2. Factors determining US dominance in the field ahnovativeness

When considering factors contributing to the US tt@nce in the field of
innovativeness, one should apply a many-sided aisalgf the issue. The
dominance results from a series of various evemisfactors which include not
only factors reflecting development potential ofoeomy (natural, human,
capital and technological resources), but also,ewven foremost, factors
dynamizing the potential, like social-economic ewst institutional solutions
(e.g. manners, work ethics) and the nature of eoingpolicy (Bossak,
Bienkowski 2004, pp. 215-218). In economic and socitical terms,
American system generates conditions and attitulas are exceptionally
favorable for innovative activity of economic er@#. The DNA of American
economy is aconglomerateof various factors, among which one should
mention: flexible economy, freedom of starting anbusiness and the spirit of
entrepreneurship, protestant work ethics, econdnaicd cultural advantage of
criticism over dogmatism, ethnical variety of enaigts, immigrant labour that is
constantly being revived with subsequent generatmintalented people from
around the world, high rate of work mobility, efthe factors permeate and the
outcome is creation of mechanisms that boostmmoxyativeperformancen all
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areas of economyPDther economies might copy some of American sahgtio
nevertheless, they will never be able to reconstthe whole series of
innovativeness factors occurrimg the United States. It is hard to believe that
the American university system, being the symba assence of American
achievements in the field of innovativeness, ionmstructed in other countries
(Romer 1990, pp. 71-102).

The principal rule of American economic philosopliy “creative
destruction”. The so far activity is given up, faees closed up or moved
without sentimental attachment; entrepreneurs aadesholders move in search
of higher profits and salaries (Sorman 2008, p.)2Phiversities and research
institutes play a vital role in the process asrtingission is “producing” ideas
likely to be transformed into innovations. Americamiversity model is one of
the best in the world which is proved in multiplesearch achievements
expressed in the number of patented inventiond\aride Prizes (in 2009, 9 out
of 13 Nobel Prize winners were Americanhlthough universities generating
innovative ideas are not enterprises, they act doomance with market
regulations. They compete for money on researcbfegsors and students.
State-run institutions conduct policiésvouring the development of scientific
research mainly by means of subventions grantespéeific research projects
rather than institutions.

In the analysis of the origins of American techigidal dominance, three
processes (rooted in the end of the 1930s and &l \deriod) must be taken
into account. The first one was the wave of desvoavhich ravaged almost all
the countries competing with the United States.ntaery, Great Britain and
France were destroyed, the industry — especiallym@e — ruined and
universities closed. Financial destruction was thet only war effect. Political
and economic systems of some European countries deeninated by populists
and communists. The United States position wasequéverse and, as for
technology, they didn’'t have a serious rival foarg twenty years after the war.

The second process, strictly related to the fingt, avas the appearance of
a generation of immigrants who left Europe andgdiriimerican universities,
research institutes and think tanks. It is not iixbs40 overestimate its benefits
to the intellectual and research potential of thateédl States. In the 1930s,
Germany was the world leader in the field of sdfentesearch most of which
had been carried out by German Jews. Despite inatiogr restrictions, more
than 100 thousand Jews left for the US in the 198B0she 1950s, American
research system, embracing universities, reseanrsfitutes and companies,

L American universities employ 70% of all Noble Rriwinners; also, around 30% of world
articles on sciences and technology are publidhe
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attracted talented scientists from all over the lavoAfter liberalization of
immigration barriers in 1965, the next wave of ignation appeared. It was the
time when thousand of Indian and Chinese peoplery gften with scientific
achievements — arrived in the United States (Zak20dD8, p. 73).

The essence of the third process were huge UStingass which began
at the time of the Great Depression and then dadtaatially intensified during
the Second World War. Federal government radidallyeased its layouts on
scientific research and development works, andcafeml most of them to
research universities. The Cold War contributedaiging the expenditure to
record levels and in 1950s, the United States sp#nof their GPD on R&D.
The outlays made more than a half of the total dverkpenses on R&D (Zakaria
2009).

The strong support of the US Federal Governmersicientific research
brought about surprising resulttn the last five decades, in the USA the
following inventions have been created and develppiaternet, lasers,
microprocessors, magnetic resonance imaging of D¥¢f4uencingsatellite
navigation systems and many other products andch¢doties. The government
often financed inventions which did not come fraddral laboratories. The best
illustration of the statemens$ the development of microprocessor production
and the success of Silicovialley in California. After J. Kilby's (of Texas
Instruments) invention of a microprocessor, for esall years Federal
Government purchased practically each processorctirapanies were able to
produce (Leonardi 2002, p. 21).

It is believed that the period 1958 to 1990 was dbklen age of the
technological development of American economy atter Second World War.
The military and Space Race between US and theeBowiion was the driving
force of the development. In 1957, the Soviet UniaanchedSputnik 1(a
satellite) into space and it owned a hydrogen borhie. events were perceived
as a sign of the end of US technological advantage the Soviet Union, but
also as the beginning of a direitireat to the US security (Michatek 2004,
p. 328). American government reacted to SoSjetitnik challengéy inspiring
a space research programme, which later became ntagral part of
J. F. Kennedy’'s ambitious programme launched in119%rom the very
beginning, space activities were to serve thre@atbjes): political (proving
one’s advantage in the ideological competition wifit Soviet Union), military
(ability to apply technological solutions in thenaments industry) and
cognitive (scientific exploration). The governmdatinched multiple research
programmes (the so called “impact programmes”) khaiw which university
laboratories, private companies, as well as govemndaboratories were flooded
with streams of money. The increased interest@ftivernment in development
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and promotiorof technological innovations brought about the biow of high-
tech sector that carried out research assigned by dkergment. Government
layouts allocated to the sector gave rise to thveldpment of Silicon Valley, the
famous scientific and technological area in theghleourhood of a few
government laboratories, like Laurence Livermoretiddel Laboratory. The
main results of space and army programmes werenigtinventions increasing
country security but also new products meant feicgpurposes. The offer was
guite immense and included items from powder fopdouportable calculators.

Space flight programmegApollo programme), especially manned
missions, allowed for modernization of Americankeicarsenal. They led to the
increased number of various intercontinental meésslaunched from land and
submarines. In 1968, the USA owned 1054 missilesié€b Union ZSRR — 858)
of the first kind and 656 (Soviet Union — 121) betsecond kind. Apart from
that, research on multi-warhead rackets of MIRMeyswere developed. That
allowed the US to gain superiority over the Soueion in the field still at the
beginning of the 70s (Michatek 2004, p. 351).

In the last two decades, the three processes -hwhiginally ensured the
United States hegemony in the field of innovatiene have lost in power
American economy hasn’t got a dominant positioneoand in for all. At the
beginning of the Z1century, the growing economic power of China amdid
presented a serious threat to the US dominancd.€rtailed the phenomenon
of ,brain drain” in the reverse direction — fromettUSA to China and India
(Sorman 2008, p. 75).

3. Innovativeness of the United States economy itatistical analyses

In the United States, there has been an era of rianty and
disappointment going on — it is one of the mosfialift periods in their history
since WWII. High unemployment rate reaching 10%idly growing budget
deficit and national debt, political fights overdith service reform as well as
energetic policy weaken the US position as a wieddef. Disintegration of the
financial system revealed how deceptive the wegmerated before the
financial crisis was — it resulted from a carefedit expansion rather than
productive activity. The rise of share and reahtesprices did not reflect the

2 According to the US Congressional Budget Office, dmidieficit in the fiscal year of 2009
reached over 1,4 billion dollars, which makes 11@%ross domestic product. Therefore, it has
been the highest deficit for over 60 years.
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growth of American national wealth. Assets priceravartificially boosted up
by abnormally low interest rates establishes by. Eggenditure on saving the
American financial system reached exorbitant levéisiormous nation’s
confidence placed in president B. Obama will soadefif recapitalization of
banks and fiscal package will not help revive ecoyn@and curb the growing
unemployment rate (Gray 2009, p. 10).

Despite severe crisis, US economy has managed ¢p Kee leader
position in the field of information technology, nmaechnology and
biotechnology. Nevertheless, one question ariges'tsAmerican achievements
(in the area of innovativeness) a reflection ofphst rather than a prognosis for
the bright future and remaining a dominant posfRidn the World Economic
Forum report, the United States have often beesepted as an example of the
most competitive and innovative world economy; beer, in 2009, it was
Switzerland that took the first position in the keanmy (The Global
Competitiveness Report 2009-2010, p. 13). Data tmeithis report, as well as
for other ones, are predominantly based on opipals carried out among big
company directors, scientists and investors. Almaat third$ of the World
Economic Forum data comes from the polls. Reporseth solely on
government statistics and other hard data muclerbettiect the real position of
a given economy. Such reports were created in BoSmnsulting Group and
Information Technology and Innovation Foundatiohey point to the position
of particular economies in the field of latest teslogies and education
development. Both rankings, place the USA much fattvan World Economic
Forum reports.

In 2009, Information Technology and Innovation Fdaton (ITIF), an
American non — profit think tank specializing insearch into innovative
processes, work effectiveness and digital econoftkir{son, Andes, 2009) —
carried out and published a deep and comprehersiadysis of global
competitiveness, based on evaluation of achieveamarihe field of innovation.
Contrary to other reports evaluating economicalicstre of a country, its
economic policy and economic achievements, thertépbased on a belief that
all elements should be looked at altogether, sbtthanderstand how a given
economy operates in the conditions of global cditipeness. To estimate
global competitiveness, 16 general competivenedgators have been used.
They are classified into 6 categories: human chpitanovative ability,

® There was also another report, prepared by wandsfis Institute for Management
Development (IMD), where one-third of data camerfropinion polls.
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entrepreneurship, information technology infragiie, economic policy and
economiaesulté.

According to ITIF analysts, in 2008 the US weretlom sixth position (out
of 40 countries and areas — European Union and MART an innovativeness
and competitiveness ranking. Table 1. and Tabkh&w the general ranking of
countries and areas in 2008, as well as furthengde of the competitiveness
and innovativeness index in the period 1999 to 2008

4 Particular categories of indicators are aafepartial indicators). Human capital category
comprises achievements in the field of Higher EtiobnaSector and human potential of science
and technology researchers; innovative abilityxpressed through enterprises and government
investments on scientific research and developmenrks as well as scientific and technical
publications; entrepreneurship refers to ventumgital investments and new companies set up;
information technologies infrastructure comprisesdeinistration, broadband Internet and
enterprises’ investment on information technologenomic policy refers to effective tax rates
for enterprises as well as conditions for starting running a business; economic results stand for
trade balance, BIZ inflow, GPD per one adult worked GPD per one man-hour.
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Table 1. Competitiveness and innovativeness rankirtyy country and area in 2008

Rank Countries Points C;;)ousri]ttir())/: Countries Points
1 Singapore 73,4 21 Czech Republic 47,9
2 Sweden 71,0 22 Estonia 46,1
3 Luxemburg 66,2 23 Spain 43,7
4 Denmark 64,5 24 Hungary 425
5 South Korea 64,2 25 Lithuania 40,8
6 The USA 63,9 26 Italy 40,2
7 Finland 59,6 27 Portugal 38,7
8 Great Britain 59,2 28 Slovenia 37,6
9 Japan 59,0 29 Slovakia 37,0
10 NAFTA 58,6 30 EU-19 36,9
11 Holland 58,4 31 Latvia 36,5
12 France 57,3 32 Malta 36,2
13 Ireland 56,4 33 China 36,0
14 Belgium 56,3 34 Poland 35,4
15 Germany 55,0 35 Russia 35,1
16 Canada 54,4 36 Cyprus 33,2
17 Austria 52,6 37 Greece 31,5
18 EU-19 52,5 38 Brazil 30,1
19 Austria 51,5 39 Mexico 26,0
20 EU-2% 50,6 40 India 21,6

AVERAGE 36,5

Y EU-15 includes ,old” Member States.
2 UE-10 includes new Member States which joined ER064.

% UE-25 includes all Member States except for Bidgand Romania.

Source: Atkinson R. D., Andes S. M., op. cit.,, p. 2
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Table 2. The change of competitiveness and innovativess level in the period 1999 to 2008

Rank Countries Points CF?(;JS%Z: Countries Points
1 China 19,5 21 Sweden 10,7
2 Singapore 19,0 22 France 10,6
3 Lithuania 14,8 23 Portugal 10,1
4 Estonia 18,1 24 Malta 9,9
5 Denmark 17,4 25 Belgium 9,5
6 Luxemburg 16,9 26 EU-25 9,4
7 Slovenia 16,7 27 Poland 9,4
8 Russia 15,2 28 Great Britain 9,0
9 Cyprus 14,7 29 EU-15 8,5
10 Japan 14,4 30 Mexico 8,0
11 Hungary 14,3 31 Holland 7.9
12 Slovakia 14,1 32 Austria 7,4
13 Czech Republic 13,8 33 Finland 7,3
14 India 13,6 34 Canada 6,3
15 Latvia 13,4 35 Germany 6,3
16 Austria 13,2 36 Italy 5,2
17 South Korea 13,2 37 NAFTA 51
18 Ireland 12,9 38 Greece 51
19 EU-10 12,8 39 Brazil 3,7
20 Spain 10,8 40 USA 2,7
AVERAGE 11,2

Source: Atkinson R. D., Andes S. M., op. cit., 32

Data in Table 1. show that the United States oc¢hpysixth position in
the ranking of 40 countries and areas scoring p8its, which is 15% less than
Singapore — the ranking leader. EU-15 countriestéte as an area took the
eighteenth position with a 40% lowessult thanSingapore. According to the
ranking, the States are not a leader in the fidldcampetitiveness and
investment, however, they still outdistance Europe.

Surprisingly, ITIF analysis revealed the Statesgpees being the lowest
of 40 countries and areas, in the area of econdnig@vativeness and
competitiveness advance (Table 2). In the peri@®16 2008, the general index
for the US went up only by 2,7 points, at averade? Jpoints growth for the
whole group. China and Singapore had the biggestgeowth — by 19,5 and
19,0 points respectively.
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In case of human resources, two indicators werdietpgghe percentage
of adults at 25-34 years of age with a universitggrde and a number of
researchers (scientists and engineers) per 1008mployees. Tables 3 and
4 show the States’ position in a ranking basecdertwo indicators.

Table 3. Achievements in higher education (the peroéage of people at the age of 25-34,
with a university diploma and the change expressed in percentage) 205 and the change
dynamics in the period 1999 to 2005

ata

ata

ata

ata

ta

ta

% of people at
the age of 25-34,
Rank Country Wgzjcgit?c,hner Rank Country The change in %
diploma 1995-2005
2005

1 Russia 56% 1 Poland 117%
2 Canada 54% 2 South Korea 46%
3 Japan 53% 3 Ireland 41%
4 South Korea 51% 4 Austria 31%
5 Ireland 41% 5 Great Britair 30%
6 Spain 40% 6 EU-25 27%
7 France 39% 7 France 26%
8 USA 39% 8 EU-15 25%
9 Australia 38% 9 Spain 21%
10 Singapore 38% 10 Japan 18%
11 Sweden 37% 11 Sweden 16%
12 Great Britain 35% 12 Canada 15%
13 NAFTA 35% 13 Mexico 13%
14 EU-15 30% 14 NAFTA 6%
15 EU-25 29% 15 USA 3%
16 Poland 26% 16 EU-10 no accessible d
17 EU-10 22% 17 Singapore no accessible ¢
18 Germany 22% 18 Germany no accessible data
19 Mexico 18% 19 China no accessible d
20 China 9% 20 Russia no accessible d
21 India 9% 21 India no accessible dg
22 Brazil 8% 22 Brazil no accessible dg

average 23% average 22%

Source: Atkinson R. D., Andes S. M., op. cit., 0. 1
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Two conclusions may be drawn on the basis of T&btiata. The first
refers to the US position in terms of higher ediocaachievements measured by
the number of people at 25-34 years of age, withizersity degree in this age
group. In this case, the States are much aheadupEan Union countries
(EU-15 and EU-10). The second conclusion is rel&bethe analysis of this
index tendenciesin the period 1999 to 2006. The analysis reveals
a completely new image of the US in terms of higaéucation. During this
period, US had the lowest rate growth in the whgteup (with all data
accessible); it was 3%, at average 22% growth faraantries, and 117% for
Poland.

Table 4. Scientists and engineers per 1000 employegas2006, and growth dynamics in the
period 1999 to 2006

Researchers The change
Rank Country per 1000 Rank Country in %
employees 1999-2006
1 Sweden 12,5 1 China 111%
2 Japan 11,0 2 Mexico 98%
3 Singapur 9,7 3 South Korea 71%
4 USA 9,7 4 Singapore 70%
5 Australia 8,4 5 Brazil 67%
6 France 8,0 6 EU-10 64%
7 South Korea 7,9 7 Spain 63%
8 NAFTA 7,8 8 India 50%
9 Canada 7.8 9 Poland 43%
10 Germany 7,0 10 Sweden 38%
11 Russia 6,8 11 France 31%
12 EU-15 6,2 12 Australia 26%
13 EU-25 6,0 13 Ireland 25%
14 Ireland 5,9 14 Canada 23%
15 Spain 5,7 15 EU-25 18%
16 Great Britain 5,5 16 Japan 14%
17 Poland 4,7 17 EU-15 11%
18 EU-10 4,7 18 NAFTA 10%
19 China 1,5 19 Germany 9%
20 Mexico 1,2 20 USA 8%
21 Brazil 1,0 21 Russia 0%
22 India 0,3 22 Great Britain -4%
average 6,2 average 35%

Source: Atkinson R. D., Andes S. M., op. cit., 0. 1
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The number of researchers (scientists and engisieeee one thousand of
employees is a significant index for the analysisnnovativeness in particular
countries . the United States are distinguished bygh rate of researchers per
one thosand of employees reaching the level of(8& 4th position in the
ranking). However, the growth rate was very lowthe period 1999 to 2006
when it reached 8%, at average growth of 35% floc@intries. What is more,
one should remark on the huge progressde in the field by the following
countries: China — 111%, Mexico — 98%, South Ker&d.%, Singapore — 70%,
EU-10 — 64%, and Poland — 43%.

The comparisons deserve additional commentarjolulsl be noticed that
80% of researchers in the United States work faeererise sector, in Japan —
66%, and in European Union countries — around 58ete(ice Technology and
Industry Score Card 2007, 2007). The high rate $frelsearchers carrying out
their scientific research for enterprises is faadle for the process of adjusting
their performance results to economic needs.

The level of outlays on R&D activity by enterprisesd government is
often thought to be a strong advantage of Amere@momy’s innovativeness.
Data in Tables 5. and 6. present the share ofysutta R&D in US GPD, and
are contrasted with the values of some countri¢seotvorld, mainly European.
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Table 5. The share of outlays on R&D in GPD in 2006na the 1999-2006 dynamics in the
period 1999 to 2006

Enterprises’
layouts on |~ e The change
Rank Countries R&D (the ositign Countries in %
percentage of | P 1999-2006
GPD)
1 Japan 2,6% 1 China 160%
2 Sweden 2,5% 2 Mexico 129%
3 South Korea 2,4% 3 South Korea 55%
4 Germany 1,7% 4 Australia 40%
5 USA 1,7% 5 Singapore 37%
6 NAFTA 1,6% 6 Spain 36%
7 Singapore 1,4% 7 Japan 20%
8 France 1,1% EU-10 14%
9 EU-15 1,1% 9 Canada 14%
10 EU-25 1,1% 10 Germany 9%
11 China 1,0% 11 EU-25 4%
12 Australia 0,9% 12 Ireland 3%
13 Canada 0,9% 13 Sweden 2%
14 Great Britain 0,8% 14 EU-15 1%
15 Ireland 0,8% 15 NAFTA —-4%
16 Spain 0,6% 16 France -5%
17 EU-10 0,4% 17 USA 5%
18 Brazil 0,3% 18 Great Britain -10%
19 Russia 0,3% 19 Brazil -13%
20 Mexico 0,2% 20 India —22%
21 Poland 0,2% 21 Poland —29%
22 India 0,1% 22 Russia -39%
Average 1,4% Average 32%

Source: as in Table 4, p. 12.

At the top of the ranking of countries by the ratfeenterprise’s self
investment on R&D are: Japan (2,6%), Sweden (2&%d)South Korea (2,4%).
The Unites States take the fifth position — 1,7%.rtt should be noticed that the
US outdistance most European countries in the ngnféxcept for Sweden and
Germany). For instance, the rate analyzed foediitold EU countries, is 64%
lower than the United States rate, and for UE-18 22% lower.
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Rate change analysis in the period 1999 to 2006atsva completely
different picture of the US position in the rankinfhe data show an
unfavourable tendency as for the levels of expenglibn R&D performed in the
enterprise sector; the rate (of enterprises’ layaut R&D) went down by 5%
during that period. At the same time, there wa$@ rise in China, 129% - in
Mexico%; in well-developed countries, the rate ébween 55% in South Korea
and 10% in Great Britain. In case of China and Mexthe low starting level of
expenditure on R&D contributed to its impressivevgth. And as for well-
developed countries, dynamic rate growth is causgdeconomic strategy
changes aimed at strengthening innovative poteuwititdeir economy.

An important element of innovative potential of &em economy are
government outlays on R&D devoted mainly to bagid applied scientific
research which are high risk research projectsowitiprospects for immediate
commercial resultsin 2006 government outlays on nanotechnology in well-
developed countries reached 52 % of the total ekpee on scientific
exploration. Enterprises’ share in the costs wés,4hd venture capitafunds
made 5% of it (2008 Global R&D Report, 2008, p..12)

Table 6. data point to a high fourth position oé tinited States in the
ranking of government layouts on R&D in GDP anaw fifteenth position in
terms of change dynamics. Although the US outdesaBU countries (EU-15,
EU-25 and EU-10) in government R&D investments,irtlavantage is
shrinking. In the period 1999 to 2006 there way @nll% rise of the indicator,
while in EU-15 countries it went up by 9%. Whatmere, two EU countries
achieved an extremely high rate growth: Irelan@%%nd Spain — 47%.

An important source of financing new developing pamies isventure
capital. It is very often the most important way of cajutaion of small and
innovation-oriented companies which go iftigh-techareas like electronics,
biotechnology, industrial automatics, medical desicetc. Innovations in those
areas are burdened with high risk which causegcdifies in acquiring funds
from traditional sourcesVenture capitaloffers a chance to finance risky
innovative activities.

Statistical ITIF analyses show the highest ratesvefiture capital
investment in GPD for such countries as: SwedeB0@@), Great Britain
(0,29%), South Korea (0,25%), Singapore (0,25%)tardJSA (0,18%). In the
ranking, the United States outdistance EU-15 @)1and EU-25 (0,10%)
countries (Atkinson, Andes 2009, p. 15).
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Table 6. Government outlays on R&D in GPD in 2006 ah change dynamics in the period
1999 to 2006

Enterprises’ The change
Rank Countries Roggm& oor} Rank Countries in %
GPD) 1999-2006
1 Sweden 0,90% 1 Ireland 52%
2 Singapore 0,87% 2 Spain 47%
3 France 0,81% 3 South Korea 33%
4 USA 0,76% 4 Russia 29%
5 South Korea 0,75% 5 China 20%
6 NAFTA 0,73% 6 Canada 18%
7 Australia 0,72% 7 EU-15 9%
8 Germany 0,72% 8 Singapore 9%
9 Canada 0,66% 9 EU-25 8%
10 Russia 0,66% 10 Great Britain 6%
11 EU-15 0,65% 11 Australia 5%
12 EU -25 0,64% 12 NAFTA 2%
13 Great Britain 0,57% 13 Sweden 2%
14 Japan 0,55% 14 France 2%
15 India 0,52% 15 USA 1%
16 Spain 0,51% 16 EU-10 0%
17 EU10 0,40% 17 India -2%
18 Ireland 0,39% 18 Japan 7%
19 China 0,35% 19 Germany 7%
20 Poland 0,32% 20 Mexico -14%
21 Mexico 0,23% 21 Poland —-20%
22 Brazil 0,17% 22 Brazil —47%
Average 0,70% AVERAGE 5%

Source: as in Table 5, p. 13.

Innovativeness indicators that have been discussedar referred to
economy'’s innovative potential. For a complete ypietof a given economy’s
innovative activity, one needs to analyze indicatogflecting the results of
innovative performance. The list of indicators coisgs: the percentage share of
high-tech goods in the total export value, the @etage of people employed in
medium and high technology industry sectors aggeseral employment value,
as well as the number of inventions applied to EEGropean Patent Office),
USPTO (United States Patent and Trademark Officd)the number of patents
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obtained simultaneously in patent offices in Eurofee USA and Japan per
1 million of inhabitants.

The share ohigh techproducts in the total export value in 2007 reached
26,1% for the USA, 20,0% for Japan and for EU-2i& &verage rate for
reached 16,7%. Malta (54,6%), Luxemburg (40,6%8lald 28,9%) and Great
Britain (26,5%) represent countries with the higheste value (European
Innovation Scoreboard 2007, pp. 16-17, 39-40).

As for percentage share of employeesmedium-highand high-tech
industry sectors, the United States fall at thedmotof the list with the rate of
3,84%. In 2007, medium rate for EU-27 was 6,63%ldpan, it was 7,30%, in
Denmark — 10,75%, in Czech Republic - 10,33%, Swed®,72%, Finland —
8,50%, Switzerland — 7,25% and Israeli — 4,40% d¢Raan Innovation
Scoreboard 2007, p. 16, pp. 39-40).

Data describing the results of research activity thg number of
inventions applied and granted with a patent (dated per 1 million of
inhabitants) point to a US advantage over EU-27/ta@s in this significant
area of economy’s innovative performance. Indicga&howing the number of
inventions per 1 million of inhabitants, appliedtte Europe Patent Office and
United States Patent and Trademark Office in 208/&w67,6 for the USA, and
273,7 for EU-27 with average level at 128,0 an® 48spectively. In terms of
the number of inventions patented in three patffites at the same timdiad
patentS) per 1 min of inhabitants, the United States alatilistance European
Union countries (33,9 for the USA and 19,6 for EW)-2t should be added that
Japanese achievements in the field of patent active better than US results;
indicators of the activity in 2007 reached thedualing values: 219,1; 274,4 and
87,0 (European Innovation..., p. 16).

4. The crisis influence on the United States econgm

In American literature, there is an interestingcdision over evaluation
of government anti-crisis policy and steps takemetdve economy and let the
United States remain hegemony in the world econdkfter the 2008 financial
crisis, a lot of intellectuals — mainly economistmlitical scientists and
historians — focused on the fall (dawn) of the &®nomic and technological
superiority. N. Roubini, an economist of New Yorkitkrsity, claims that US

® Triad patentsare European Patent Office, United States PatahiTaademark Office and
Japanese Patent Office.
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economy will have to face a gigantic public debthis opinion, high costs of
the debt will suppress economic growth in the reafeture K. Rogoff, an
economist of Harvard University, fears that duehigh budget deficit and the
public debt, the United States might share theeksfate. J. Stiglitz is of another
opinion — he claims that the current administrdioweak reaction to the
recession and financial crisis will plunge Ameriacggconomy. He predicts that
deflation of economy which will lead to a long-testagnancy (Gross 2010,
p. 69). N. Ferguson, a historian of Harvard Uniitgrsays that huge debts and
federal budget expenditure will bring about the dtalt of American emporium
(Ferguson 2009, pp. 58-59).

R. Florida, J. Siegel and E. Phelps present a @gntiision of American
economy based on impetus from the fields of innowaand scientific research.
R. Florida, a sociologist and economist of Toroktniversity believes that
American system can best analyze its downfalls gpply radical innovations
being a realization of the idea of creatdestruction. He claims that exceptional
flexibility and innovativeness of American nationlldet the United States keep
their dominant position in the world economy (Fitzri2010, pp. 25-28). As for
J. Siegel, an economist of Wharton School at thigddsity of Pennsylvania, he
does not agree with the opinion that in the negrgehere is going to be a long
period of stagnation in the USA. Quite contrary,dag's that during the next
decade, American economy might grow faster thathénlast fifty years. The
main incentive for the growth will be scientificsdbveries and systematically
introduced innovations that will bring about a teslogical breakthrough in
energetics, medicine and environmental proteci@nogse 2010, p. 72).

E. Phelps also points to the key meaning of innomdbor the post—crisis
improvement of the economic situation. The authesents the problem in the
context of high unemployment which is a painfululfe®f American crisis. He
thinks that unemployment might continue for a Igrgiod of time and it might
exclude quite a large group of people from theneauc system. E. Phelps is
worried about the signs of weakening economic dyosinm the United States.
He lists the following:

*» decrease of employment and investments in Silli¢atley, the American
modern technologies incubator

« weakening performance of funds and companies imgesin new
enterprises,

® In comparison to 2008, in 2009 investment in Siiid/alley dropped from 7 to 5 million
dollars. In the record-beating year of 2000, investts topped 27 milliard dollars. (Silicon Valley
Index 2010, Joint Ventures Group, 2010).
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* decrease in the number of new companies set Uneilast decade,

* the breakdown of investment on research and dewedop in applied
sciences (Phelps 2010, pp. 2-3).

E. Phelps suggests a set of solutions which ougltawake economy
innovativeness. It is worth mentioning a few ofrthe

« increasing economical freedom for entrepreneursregting an easy system
of employing and dismissing workers as well aslitating the process of
starting a business;

« broadening the system of tax allowances for entregurs undertaking
innovative solutions;

« restructurization of economy aimed at creating stesy that will boost
American economy performance after the crisis igaitl was dominated by
real estate and services sector).

There is no exaggeration in claiming that despiégative results of
recession, the United States economy hasn't Isstlitlity to create new ideas
and transform them into product, technological anghnizational innovations.
During the recession, American companies had t@idive costs and improve
their efficiency. In the period from the fourthajter of 2008 to the fourth
quarter of 2009, work efficiency in industry werp by 5,8% (Gross 2010,
p. 71).

Automotive industry is a perfect example of revded innovative
performance of American economy; it has been bogsts sales and regaining
the lost market shares after a short period ofsceed radical therapy. The US
Congress bill of April 2010 proves the process; lile makes car producers
obliged to reduce fuel consumption in American pagsr cars and small trucks
until 2016. Energetics Department offers creditgh@npurpose as well as credit
guarantees for big enterprises and new compairikesHisher Automotive).

5. Conclusion

The above deliberations might be summarized iridhewing way:

* in the last decade, innovative superiority of tHe &conomy over the rest of
the world has gone down, and, according to the Iff®vativeness ranking,
it gives way to such economies as Singapore, Swddemmark and South
Korea,

« the proceeding globalization and technological exdinents of some
European countries as well as China and Indiaribanéd to the loss of the
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domination by the United States in a few most modeeas of science and
technology;

* creative destruction is the main rule of Americgimaimics; despite post-
crisis perturbations, US economy hasn'’t lost itgaatiages of an innovation
laboratory for the rest of the world.
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Streszczenie

INNOWACYJINO SC GOSPODARKI STANOW ZJEDNOCZONYCH. TRWALA
CZY StABN ACA DOMINACJIA?

Celem opracowania jest wyjsienie Zzrodet amerykaskiej dominacji
w dziedzinie innowacji, dokonanie oceny poziomuouatyjnadci amerykaskiej
gospodarki na tle krajow Unii Europejskiej, Azji, takze odpowied na pytanie
dotyczice perspektyw utrzymania przez gospodark pozycji lidera w wycigu
technologicznym.

Struktue opracowania mena przedstawi nasepujgco: po wprowadzeniu
dokonano charakterystyki gtéwnych czynnikow i psoee ktére przyczynily sido
powstania dominacji gospodarki Stanéw Zjednoczonyctiziedzinie innowacyjgoi,
nasetpnie poddano analizie zjawisko zmniejszania przewagi innowacyjnej tej
gospodarki nad resztswiata, a w dalszej kolejdoi skoncentrowano uwagna
zagadnieniu wplywu wspoétczesnego kryzysu gospaetpooza perspektywy utrzymania
przewagi technologicznej Stanéw Zjednoczonych.
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Failure of the market, state and economics from theerspective
of the financial crisis

Abstract

The debate between the advocates of market amgdenteonist solutions,
primarily based on pitting the market against regidn, has escalated as
a result of the financial crisis. The objectivetioé paper is not only to analyze
the advantages and drawbacks of alternative regmjamechanisms in the light
of the global economic downturn, but also to evedithe modern economy from
this perspective. The paper focuses on three hgpeth 1. It is illegitimate to pit
the market against regulation. 2. The crisis remgilffrom the violation of the
principles of classical liberalism, which was preitated both by inadequate
policies and by modern economic methodology. 3tidati analysis of the
methodology and logic of the development df 28ntury economic thought
reveals the existence of a systemic failure of doeinant doctrines in
mainstream economics.

1. Introduction

Major economic and political changes tend to sigaiitly affect the
methodology of economic studies and have ramificatifor socio-economic
policies. The Great Depression gave rise to thealled Keynesian revolution,
which in academic terms meant intensified macroecwva research and a shift
of focus from demand to supply factors of econogrmwth, while in terms of

YPh. D., University of £6d
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economic policies it resulted in the acceptanceanfinterventionist policy
regulating demand and offering increased sociaisfeas. The financial crisis
which hit the United States in 2008 once more naddig many economists and
politicians to turn to Keynes'’s theory. An immedigjuestion arises whether this
theory and its practical implications could offee tright measures to counter the
effects of this downturn. In the heated debategéigd by the crisis, neo-
liberalism is often heavily criticized and the @nt situation in the global
economy is hypothesized to have been caused byribis of international
economic institutions or even by that of capitaliand the market economy as
such. The general tone of many publicly voiced impis as well as some
decisions made by the American authorities may asigpat had it not been for
the far-going experiment with centrally-planned mmomy, we might be
witnessing attempts to introduce it on an evendasgale right now.

Dynamics and uncertainty are some of the inteedlateatures of
economic activity resulting from the very nature afi economy based on
freedom and private property. The extreme volgtiihd uncertainty of the
current situation mainly follow from the fact ththie foundations of the market
economy are subject to far-reaching changes whieheweft insufficiently
explored by the economists. Taking for granted dlessic roles of market
economy institutions, even institutional economisti to fully accommodate
the degree to which the foundations of the moderonemy have been
changing. The endless dispute between the advocatesnarket and
interventionist solutions has its source in thelitranal view on the advantages
and disadvantages of market and central regulafiba.objective of this paper
is to analyze the benefits and threats of alteraatgulatory mechanisms in the
light of the global economic crisis and providergebassessment of the modern
economy from this perspective. The paper focusethi@we hypotheses: 1. It is
illegitimate to pit the market against regulati@n.The crisis resulted from the
violation of the principles of classical economieg)ich was precipitated both
by inadequate policies and by modern economic naetlogy. 3. Critical
analysis of the methodology and logic of the depelent of 28 century
economic thought reveals the existence of a systéaiure of the dominant
doctrines in mainstream economics.

2. Failure of the market or regulation? - The wrongquestion

The disputes between the advocates of the markethenproponents of
state regulation frequently seem to suggest thgulaton precludes and
substitutes the free market. The very languagéefiscussion and the notions



Failure of the market, state and... 83

of market, regulation and state failure indicate tbxistence of such an
antinomy. The contradiction between market mecimasiand central regulation
is deeply rooted in mentality. Besides, it seemsbé¢ofully justified if one
contrasts the market economy with central plannimgrder to depart from this
market-state dichotomy, it is necessary to disisiguwo types of central
regulation executed by the authorities: direct latgon of production by
a central-planning system should not be confuséld pvbviding a rule of law in
a market economy. The need to regulate businesstydh the latter sense is
inherent in classical liberalism. Even Adam SmitBq1, p. 578) highlighted the
need to regulate the fundamental principles of faket economy, that is,
private property and freedom, and stressed theri@pce of confidence in a just
government system:

“Commerce and manufactures can seldom flourish iom@gny state which
does not enjoy a regular administration of justicewhich the people do not
feel themselves secure in the possession of thejepty, in which the faith of
contracts is not supported by law, and in whichdb#ority of the state is not
supposed to be regularly employed in enforcingphgment of debts from all
those who are able to pay. Commerce and manufactireshort, can seldom
flourish in any state in which there is not a deridegree of confidence in the
justice of government.”

In objecting to state intervention, the advocateshe market economy
and liberalism primarily denounced arbitrary measuras well as legal
regulations privileging individuals, groups or swet rather than legislation
designed to establish a universal legal frameworknfiarket transactions that
would ensure a level playing field for all. This sveonsistently highlighted by
Friedrich von Hayek, famous for his uncompromisinigicism of socialism and
confidence in the free market. The following stadé@tmade by Hayek (1958,
p. 110-111) is particularly relevant to the ongoaepate on the regulation of
financial markets:

“While it would be an exaggeration, it would not &kéogether untrue to
say that the interpretation of the fundamentalgipie of liberalism as absence
of state activity rather than as a policy whichilukslately adopts competition,
the market, and prices as its ordering principld ases the legal framework
enforced by the state in order to make competéi®reffective and beneficial as
possible-and to supplement it where, and only whérecannot be made
effective-is as much responsible for the declinecafpetition as the active
support which governments have given directly ardiréctly to the growth of
monopoly. (...) Where the traditional discussion lmees so unsatisfactory is
where it is suggested that, with the recognitiontted principles of private
property and freedom of contract, which indeed gliberal must recognize, all
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the issues were settled, as if the law of propang contract were given once
and for all in its final and most appropriate fori,., in the form which will
make the market economy work at its best. It isy @fter we have agreed on
these principles that the real problems begin.”

Formal regulations (law) and informal (moral) piples are prerequisite
for the market to foster economic efficiency. Frtmis perspective, instead of
juxtaposing the market against regulation or examinthe distinctive
weaknesses of the market and the state, it woulddye useful to focus on two
problems: how to regulate transactions so thaeprigould perform information
and incentive functions and how to regulate businastivity in the public
interest and avoid the threats exposed by the puabbice theory.

Pitting market failure against regulation failuresults from erroneous
thinking which Harold Demsetz called tmrvana fallacy Demsetz warned
against analyzing and evaluating economic reajitgdnfronting it with an ideal
norm. Those who adopt th@rvana approachlook for differences between
reality and an ideal alternative, and if any dewia from the ideal are found,
they deem the economic process inefficient (Dem26@2, p. 107). While the
advocates of state regulation tend to focus on etankperfections and believe
that the government is capable of improving thestexy conditions, the
opponents of interventionism point out public pglizveaknesses invoking
a “magic market” which could solve all the problenmstead, it would be more
effective to use institutional comparative analydimsed on empirical
examination of different institutional systems.

3. Price functions from the perspective of the finacial crisis

Analysis of the underlying causes of the currenatfiicial crisis clearly
shows the inherent weaknesses of the price mechaaisd leads to the
conclusion that financial innovations and the tgeegulation (or its lack) are
some of the crucial factors influencing the marlgid, consequently, the
information and incentive functions of prices. Oofethe weaknesses of the
price mechanism is the fact that the informationcfion performed by prices
drastically decreases in the phases of a drametiing or growth in the activity
of market actors. This is of particular importameesecurities markets. Due to
the fact that the objective of stock market actadsich is profit resulting from
the difference between the purchase and sale precagunction of periodically
changing expectations about the stock prices, ih@ncial markets tend to
governed by a speculation paradox accumulatingydiblerium, rather than by
the equilibrium-restoring law of demand. Thus,hiede markets the information
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function of prices is unusual: while signaling ttebative scarcity of the traded
goods, they primarily reflect the economic sentimemhich often leads to
irrational accumulation. If the significance andushof financial markets in the
economic system grows, the forces restoring eqiilib tend to decline and the
system becomes more prone to disturbances.

The need for a new approach to the role of prites wesults from the
introduction of derivatives trading and from thealsc of financial leverage.
Innovations in the financial markets have led tsitaation where it is not only
the information function of financial instrumentstlalso the prices of strategic
goods, including oil, that require a critical asseent. Under the traditional
doctrine, the price mechanism is an economical atetlof conveying
information. While developing epistemological argntation for the market,
Hayek stressed that in a market system little kedgé is required for its
participants to make the right decisions. The pn@zhanism makes it possible
to extend the use of resources beyond the areeottedtby an individual mind,
relieves the economic system from the need foreatmsitrol and creates stimuli
that motivate individuals to undertake appropriatgon without directing them
through issuing orders.

»1he marvel is that in a case like that of a sdgrof one raw material,
without an order being issued, without more tharhges a handful of people
knowing the cause, tens of thousands of people eviwentity could not be
ascertained by months of investigation, are madeis® the material or its
products more sparingly; that is, they move inrigat direction. (Hayek 1958,
p. 87)".

However, the volatility of oil prices in the globalarket in 2008 shows
that the information function of prices has dimih@d and indicates that the
market is not an abstract instrument independethefrules and objectives of
human conduct. The functions and effects of the ketaperceived as
a combination of transactions intended to helpBapeople’s needs, including
profit seeking, may be subject to changes duedaritnoduction of new trading
instruments, such as futures, options and swapsad@scally, these
instruments, which were originally developed inpasse to the substantial
volatility of interest and currency rates with a&wito reducing risk, are now
used for speculative purposes and have contrittotélde dramatically elevated
risk in terms of the entire system.

Oil prices reveal an upward tendency with largettiations. The rising
trend may rationally be accounted for by the siggiemand for oil due to the
dynamic growth of the Chinese and Indian economidsewever, these
fundamental factors of rising prices cannot accdanfluctuations exemplified
by average annual prices over the period of seyerals as well as by abrupt
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short-time changes. The year 2008 provided anmelsedrastic example, as in
the USA the average price of this strategic rawentreached $128 per barrel
in July and then fell to $36.8 in December (Endrggrmation Administration).
These fluctuations should not be associated witAngbs in real business
conditions but rather in economic sentiment, entdnby the possibilities
provided by futures contracts. The fact that onmeteséie advantage of changes in
economic trends to maximize speculative profits haitt effecting real
transactionsife. without the costs of transport and storage) muifiience the
frequency of speculative operations. As the dewvekt of the derivatives
market has made the financial markets detached freah processes and
encouraged speculation by decreasing transactists,db appears that reduced
transaction costs may have negative ramificatiofisis in turn supports
arguments for the taxation of financial transacion

The debate about the taxation of financial tramsastwas fueled by
James Tobin’ tax concept. Prior to that, howeverpraposal to introduce
a special tax to curb speculative tendencies aatilige economic trends was
put forward by John Maynard Keynes. Some of theenkaions made by the
author ofThe General Theory of Employment, Interest and Mbiage become
particularly topical:

“If I may be allowed to appropriate the tegpeculatiorfor the activity of
forecasting the psychology of the market, and ¢nm enterprisefor the activity
of forecasting the prospective yield of assets dkieir whole life, it is by no
means always the case that speculation predominamsenterprise. As the
organisation of investment markets improves, tk& daf the predominance of
speculation does, however, increase. (...) Specslatoay do no harm as
bubbles on a steady stream of enterprise. But dsitipn is serious when
enterprise becomes the bubble on a whirlpool otdpéon. When the capital
development of a country becomes a by-producteftttivities of a casino, the
job is likely to be ill-done. (...) It is usually aggd that casinos should, in the
public interest, be inaccessible and expensive. perthaps the same is true of
stock exchanges. The introduction of a substagtaérnment transfer tax on alll
transactions might prove the most serviceable mefavailable, with a view to
mitigating the predominance of speculation oveegnise in the United States”
(Keynes 2003, p. 104-105).

Speculation influences not only the information diion of prices, but
also their incentive function, which is equally rdfgcant in terms of the
ideology of market economy. Therefore, it affedte processes of adjustment
and learning new behaviors by businesses, which ether contribute to
enhanced productive activity or lead to the appatipn of other individuals’
wealth. This was aptly depicted by Douglass NagpthLQ):
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»1he rate of learning determines the speed of exonichange; the kind
of learning determines the direction of economiargje. The kind of learning is
a function of the expected pay-offs of differermdg of knowledge and therefore
will reflect the mental models of the players andsmimmediately at the
margin, the incentive structure embodied in thetitutsonal matrix (which
consists of the framework of interconnected insons that together make up
the formal rules of an economy). If the institugbmatrix rewards piracy (or
more generally redistributive activities) more thproductive activity, then
learning will take the form of learning to be befpérates.”

Discussion most often centers around threats mnegutom redistribution
as a function of taxation and social policy. Priéesthe free markets are
considered to be an instrument motivating growthpafductivity. The crisis
reveals that the prices of financial instrumentsusth be subject to critical
analysis with regard to their redistributive fuoct Under “normal
circumstances” insufficient attention is paid talistribution of wealth through
the system of modern financial markets.

4. Is liberalism the underlying cause of the crisid

To decide whether liberal ideology affected in gnfficant way the
decision-making processes which led to the findrariais, it is first necessary
to clarify the meaning of liberalism and liberaloaomics. If one takes
liberalism to imply that freedom of transactions deaby profit-oriented
individuals ensures sustainable economic growtepeddently of the quality of
the monetary system and the formal rules govertiigge transactions, the
answer to this question should be affirmative. Hesvethis understanding of
liberalism is incorrect, even though it may reflée views of many columnists,
politicians and economists, including such inflig@ntpersonages as Alan
Greenspah

In attributing blame for the crisis it is necess#oybear in mind that
liberalism is a doctrine rooted in classical ecoimsmwhich stresses the
following principles and constraints:

* Wealth is generated in the real sphere and néieimtonetary sphere.
» Equilibrium between revenues and expendituresaddbndation of rational
economy.

1 A. Greenspan revealed his perception of marken@my and liberal ideology in his
testimony before the U.S. House Committee on FiduSarvices.
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* Investment requires saving, which consists of redpcurrent consumption.

» Expectations of high profits entail high risks.

* It is commodities and not money that create denfandther commodities
(Say’s law). Accordingly, the fundamental functiohmoney is to serve as
a medium of exchange and not to boost the economy.

Analysis of the causes of the crisis leads to theclusion that the above
principles were not respected. It is universalljidved that the crisis was
triggered by the speculative bubble in the realtesind capital markets and that
these processes were linked to an inadequate nngngtdicy, the lack of
regulation of new financial instruments, and deintisupervision of the banking
system. The crisis was also precipitated by theehudgsequilibrium in
international capital flows and the surging indéebiess of the American
economy. At the root of the crisis were both insufficiergulation and lax
market discipline. While insufficient regulation pires that the state failed to
perform its institutional and legal functions, laxarket discipline means that
businesses participating in market transactionsorgph their budgetary
constraints and were unable to properly assesssthattached to their decisions
concerning consumption, investment and use of eatdinancing.

The mistakes made by regulatory bodies as wellyabamks and their
clients resulted from the fact that no-one was atae predict the risk
accumulated in the entire economic system due ¢oithdequate monetary
policy, the growing macroeconomic disequilibriurhge tdevelopment of new
financial instruments and the uncontrolled use iofaricial leverage. The
increasing market capitalization sustained consiomgy creating an illusion of
growing wealth while the generous banking systerppbed financing for
investments in the real estate and capital markéasly seemed to act as if the
financial sphere could provide permanent foundatitor wealth growth and
prosperity.

A confrontation of the principles of classical eooric liberalism with the
causes of the crisis leads to the conclusion thstead of asking whether
liberalism was the culprit, it would be better tekavho was more to blame:
market actors or regulators, or what mistakes wexde by them all.

The basic errors committed by the regulators inelwh inadequate
monetary policy and the lack of regulation of tlevmmarkets. It is thought that
the bodies responsible for regulation may have baféected by cognitive
regulatory capture, which resulted in misjudgmenrt kck of regulation. On the

2 0On 28 July, 2010 U.S. public amounted to over %8 Billion dollars and on average grew
by 4.11 billion dollars daily from 28 September,0Z0to 28 July, 2010 (U.S. National Debt
Clock).
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other hand, the primary mistakes made by the madtets included the wrong
evaluation of their own potential and risk, an essiee tendency towards
consumption, giving in to a profiteering rush, aorglierm decision-making
perspective and a poor sense of personal resplitysibhe erroneous monetary
policy and the lack of regulation fostered marketoes’ mistakes. That was
additionally exacerbated by the prevailing econordeology, the wrong
perception of the market philosophy and the ureestd drive for consumption
due to the influence of Keynesian economics. Tdms$ issue entails a long-term
disequilibrium between current and future consuamptivhich may distort
intergenerational justice. From this perspectite, ¢trisis may be perceived as
an opportunity to depart from these dangerous tesids.

5. Failure of economics

The mistakes underlying the financial crisis shouotat be considered
separately from the condition of economic knowledgel the logic of its
development. The current situation provokes a disiom about the
methodological foundations of economics and thegdemm development
tendencies in this field of social sciences. Asai$ turned out, economics, which
used to be considered the most developed of thmlsscences, does not
provide an adequate theory for these most diffiofilimes and researchers are
left groping for solutions in the dark. This seetas justify the definitive
diagnosis of “the systemic failure of the econonposfession” (Colander et al.
2009, p. 2).

This failure results from the methodological tertlea pursued in
neoclassical economics and formalism. Contrary batwits name implies, the
development of neoclassical economics was not glyely tied to classical
economics, just as in the case of neo-liberalisrhiclv deviated from the
original ideas of classical liberalism. Economicsved away from its classical
origins through consistent efforts to make econaamnialysis more scientific and
bring its theoretical and methodological statusetao natural sciences, which
led to formalizing the concepts of the market arwbnemic equilibrium.
Economics was increasingly perceived in line witbrel Robbin’s definition,
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ignoring knowledge, coordination and institutiotated problem$ Analysis of
interrelations between prices, quantities of goamtsl production factors at
given resources and institutional solutions replatiee classical analysis of
economic development factors, where institutiorattdrs were taken into
account. Taking resources as a given resultedatrc sinalysis; while assuming
the institutional system as a given detached ecananalysis from its historical
and social foundatioAsThe new approach to the market began to impinge o
the interpretations of the original ideas of Adammit®. In fact, this led to
a situation where orthodox economics disregardaeaesof the important ideas
present in Smithsonian economics. Economic thoumgtame increasingly
polarized. Orthodox thinking excluded institutidnsm its field of research and
became more and more ahistorical, while econonterodoxy held a monopoly
on institutional analys?s The main opponents of neoclassical economics were
heterodox economists and the Austrian School, whith time veered off the
mainstrearh The uniqueness of the Austrian approach consistethphasizing
the issues of knowledge, uncertainty and institutiand in perceiving
equilibrium as a tendency revealing itself in eqoiprocesses and not as an
ideal and final state. The conviction that it ispwmssible to observe or
understand these characteristics by means of taiarei methods made the
Austrian School wary of these methods and of tleesing formalization of
economic theory.

3 According to Buchanan, Robbins’ definition made ewuists focus on calculating and
optimizing and transformed economics into applieathematics. Academics began to primarily
study abstract human behavior, while human behsvéwe always institutionally conditioned
(Marciano 2007). On the other hand, Schotter (2@08), notices that Robbins’ definition fails to
take into account the importance of people’s abitlit establish institutions and leads to the false
conclusion that competitive markets offer the anlschanism of coordination.

4 Neither the initial assumption made by the creafrmarginalism about the permanence of
resources nor the famous definition of economic&Kkbibins imply that neoclassical economists
did not study economic dynamics, as is exemplifigcheoclassical growth theories. The problem
is that neoclassical dynamics was based on skegtary tools (Hicks 1978).

®Richard Nelson is right in saying that focusing be hypothetical state of equilibrium and
eliminating institutional aspects and developmembbfems reflects a narrow intellectual
perspective of economics and a departure from pipeoach characteristic of not only Smith and
Marx, but also of Marshall (Nelson 2002).

5 The differences between the Austrian School deweippMenger’'s views and general
equilibrium theoreticians developing Walras’s mobdetame manifest in the light of the famous
dispute about the rationality of socialist econoriry.some respectthese differences were
found to be greater than those between classichhanclassical economics (Makowski, Ostroy
2001; Godiéw-Legidz 2005).
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The above tendency in the development of econouieepened in the
1950s and 1960s resulting in changes known asotineafist revolution (Blaug
2003), its basic features being a high degree sfrattion, logical rigor of
deductive reasoning, the application of mathematarsd the general
predominance of form over content in economic asigalyrormalist economists
do not use mathematics merely as a tool, but ap@yg a model of scientific
cognition and adopt mathematical criteria for eaibn of economic research.
Consequently, research material is selected withew to its usefulness in
formalist modeling while empirical evidence loses significance. Of primary
importance in the formalization of economic thewargs the paper by Kenneth
Arrow and Gerard Debrexistence of an Equilibrium for Competitive Ecoyom
(1954) which provided proof for the existence o$aution of the Walrasian
general equilibrium model (Blaug 2003, p.145). Ttxenalist revolution meant
that mainstream economics ceased to use naturgudge and relatively
uncomplicated statistical techniques and becameience where rigorous
deductive thinking and sophisticated mathematicathwds impart scientific
value to research. Mark Blaug (1997, p. 3) is thther of one of the most
critical opinions on this revolution:

.If we can date the onset of the illness at allsithe publication in 1954
of a famous paper by Nobel Laureates Kenneth Aaod Gerard Debreu; it is
this paper that marks the beginning of what hasesibecome a cancerous
growth in the very centre of microeconomics.”

To the same degree, formalism affected macroecasymihich was
dynamically developing in the wake of the Keynesramolution. Although
Keynes himself highlighted the nature of econonassa social science, was
skeptical of econometrics, and focused on disduuilin-related problems,
macroeconomics inspired by his theory became ddetdnay the formalist-
model approach exemplified by the IS-LM model amel $0-called neoclassical
synthesi&

" The 1S-LM Model proved the usefulness of the Wsilra model of general equilibrium and
allowed for the application of mathematical modglim research and education. Keynes's
interpretation of economics in the form of the IBHModel resulted in the marginalization of
those Keynesian ideas which corresponded to itistital thought, or even to Austrian economic
thought, and paved the way for the triumph of thenalist revolution, while at the same it time
made it possible to preserve the foundations oflassical economics.
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The 1970s saw a significant ideological change: epadure from
Keynesian interventionism (while methodological dencies remained
unchanged). The formalist approach became the Hasighe free-market
ideology with the rational expectations hypothdmng the foundation of new
classical macroeconomics. According to this hypsithendividuals undertaking
economic decisions are able to draw conclusions fitwir errors and learn, that
is, to use their intellectual potential to compmahethe manner in which
economy functions, and adjust their decisions gociianging rules. Given the
current situation in the global economy and the ifeah unreliability of
economic forecasts, it is worth recalling Muth’'egfs, which became the point
of departure for Lucas and SargentiRO: as expectations are information-
based forecasts of future events, they are in &piivalent to forecasts
generated by a relevant economic the¢8nowdon, Vane, Wynarczyk, p. 200).
The financial crisis and global uncertainty havd les to believe that both
individual decisions and economic forecasts aregto systemic errdts

The role of new financial instruments in triggeritite crisis seems to
support the thesis that defining rationality as mmézation and underestimating
institutional and coordination issues in conjunttiith the fascination with the
idea of control and belief in the potential of netiatical tools are the sources
of thinking and action which could be defined asnew type of social
engineering. A direct manifestation of this apptoas the development of
mathematical risk assessment methods and theiicapph as if financial
mathematics could somehow preclude the rule thaedéor high profits usually
come encumbered with running high risks. The béliefhathematical rigor of
risk assessment tools for financial instruments ianfinancial scores provided
by the rating agencies led to the widespread dlushat everything was under
control, while subsequent events showed that deresmactually contributed to
the increased risk in the economic system

8 Although the concept of rationality prevailingrimainstream economics deserves criticism, it
should be admitted that the general conclusiom@fcteators of new classical macroeconomics to
the effect that discretionary policies result irflation and increase uncertainty in business
processes ought to be seriously considered givenithation of the global economy.

% Innovations in the financial markets promisingueed risk actually led to its increase in two
ways. Firstly, the use of the new financial instams enhanced the development of new ties in
the economic system and thus the system became vobrerable to any changes and to the
accumulation of disequilibrium. Secondly, the blelieat new solutions helped to reduce risk
promoted risky behaviors, lower economic discipbmel disregard for budgetary constraints.
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Myron S. Scholes and Robert C. Merton, awardedl 8%/ Nobel Prize
for the development of a derivatives valuation mogeovided a spectacular
example of an unreliable approach to economic probl They claimed that
derivatives contribute to overcoming the problenindérmation asymmetry and
that thanks to the unregulated market for thestuments clients could get
better financial services at a lower cost. Thiwl&t Scholes said in his lecture:

“Investment banks no longer merely structure andsadin transactions
but instead have moved to a more packaged, inszhr@nvenient financial-
solution approach, directed at solving the compbesblems of their clients
around the world. The many advances in financiebiti» have enabled financial
services firms to meet those complex needs moeetéfély and at a lower cost
than was possible previously. The marriage of mssinschool and economic
department graduates engineers, mathematicianssicpgty and computer
scientists has led to more efficient and lower-¢imsincial engineering solutions
to client problems” (Scholes 1997, p. 141).

The use of financial engineering and its consegerace also significant
arguments in the discussion about the applicataleevof economic theories.
The role of derivatives in the crisis suggests tthat proponents of abstract
mathematical models fail to sufficiently disclo$e wunderlying assumptions of
their models and, consequently, the constraintstlair application. The
classical Black-Scholes-Merton option pricing fotentequires meeting several
strict conditions such as zero transaction cosisk bf time correlations, and
Gaussian-type fluctuations. As none of these cmmditis met in the financial
markets, a risk avoidance strategy based on theehie prone to failure (Burda
2006, p. 119).

Economics is responsible for the crisis not onlg do its propensity to
formalism, but also due to the prevailing econogmmwth ideology and belief
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in the reliability of stabilization policié$ The conviction that growth expressed
as gross domestic product is the ultimate goalthatdadequate policies make it
possible to avoid periods of slowdown are the nmeasons why governments
tend to stimulate the economy throughout the whotele using methods
recommended by Keynes only for the time of crisMhile referring to the
Keynesian theory, it is necessary to take into actoot only the inevitability of
discretional policies during crises, but also timpact of his ideas on pursuing
expansive monetary and fiscal policies over periads slowdown, the
development of consumptive attitudes and a dangedmeline in the saving
rates.

Back in the early 1980s, Knut Borchardt providedaaourate diagnosis
concerning the tendency dominating the economiokihg of academics,
politicians and ordinary people in the second bathe 2@ century. He noticed
that the desire to avoid crises and the promisgatfle growth dangerously alter
the private and public morality and the behavioalbiparticipants in economic
life. “Stability was perceived as a “public good’hieh could be used by
everybody free of charge. ... Similarly, entrepreseaacreasingly shed fears in

10 some tension is observed among the economistsebetine growing awareness that it is
impossible to forecast the future or to pursue {targn economic management and the belief in
the power of stabilization policies. A good exambtre may be the publications by Aleksander
Jakimowicz. He writes that in spite of the pos#ipiio process enormous quantities of data thanks
to the development of computer technology, theulsegs of forecasts is very limited. He also
admits that according to chaos theory predicting filiture is not viable which translates into
a fiasco of long-term economic management and thigs undermining a significant part of
previous economic research (Jakimowicz 2003, p, 888). Despite this, in his opinion it is the
free market which poses a particular threat. Whiée understands that traditional cognitive
methods in economics fail, at the same time he sdenaccept the assumption of the rational
behavior of business entities (“The fundamentakithef this book is that due to the rational
behavior of business entities market structures aima state called the edge of chaos”
(Jakimowicz 2010, p. 258)). Moreover, he claimd ttize effectiveness of traditional methods of
influencing economic processes is limited by Askblaw of Requisite Variety, according to
which the controller should be at least as complexhe system being controlled” (Jakimowicz
2010, pp. 258-259). At the same time, Jakimowice-sidedly associates the point of departure
for complexity economics with Lange’s ideas, igngriHayek’s arguments in the dispute about
the rationality of socialist economy (JakimowiczZlRQs. 244). It was Hayek and not Lange who
emphasized the complexity and dynamics of econgricesses and stressed the problems of
access to knowledge and coordination of economitvitees. Undoubtedly, markets require
regulation, that is, determination of the boundaonéindividual and group behavior. However, it
is also necessary to realize the risks relatedxparmsive monetary and fiscal policies pursued
under the pressure of public opinion and politidehls in a democratic environment. However,
given the human-induced growing complexity of therld, it is no longer safe to believe in the
invisible hand of the market or in the visible harfdhe central regulator.
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their investments plans. As a global crisis waspsspd never to come again,
the risk of investing capital seemed to be lowdrug, why not accept higher
debt levels? The belief bankruptcies similar tasthérom the early 1930s were
never going to recur became a near certainty fer ihnks, as the central
investment bank would certainly serve derder of last resortThus, why not
gradually reduce the share of ownership equity®r¢Bardt 1990, p. 126).

6. Conclusion

Discussing methodological errors and ideologicatlemcies in economics
from the perspective of the current crisis, one fnage that in the end it will
have a positive impact on the evolution of socrtitutions and economics.
Perhaps, as the crisis revealed not only the inamtggof allocation decisions,
but also the failure of regulation and the incamess of our beliefs, it may lead
to improving the current social system. As regaedenomics, the crisis may
result in abandoning the model of science develdpatie 17 century under
the influence of Newton’s mechanics and based enasumption that “the
world is simple and is governed by time-reversiflendamental laws”
(Prigogine, Stengers, p. 22). This vision of thald/i@orresponds to the pattern
of scientific thinking developed by the mathemaiits and is at the root of
neoclassical economics, formalization, and a dmmouis understanding of
economic and ethical values. Paradoxically, econpmihich vowed to always
closely follow the model of physics, still contirugo adhere the “hard”
scientific paradigm at a time when quantum theay bhanged the physicists’
point of view showing the wealth of reality and yrg that it is impossible to
describe it with a single logical structure becaoisall levels reality implies an
essential element of conceptualization

The new understanding of the nature of the wortibpsed by the natural
sciences coupled with the largely unexpected sihtencertainty in the global
economy clearly indicate that changes are indisg@asalso in the economics
profession. Regardless of the opportunities offelgdthe developments in
experimental economics and chaos theory, the clamsgpeuld consist of
expanding the spectrum of studied issues and adppgtieater methodological
openness. Due to the limited cognitive and praktieaults of mathematical

11 |bidem, p. 242. Heisenberg’s uncertainty principted its extension in Bohr's theory of
complementarity make it necessary to depart froencthssical understanding of determinism and
objectivity. The dependence of the description g@fuantum system on the measurement system
reveals the lack of access to the real subjedidfys
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economics, it seems that economics should resorthéo methodological

approach of Alfred Marshall, who saw room in ecoiwamfor a variety of

research methods. Until new possibilities of forraakalysis are available to
encompass the complexity of social life, in order £conomic studies to
advance smoothly a better balance between formalysis, institutional

approach and experimental methods is required. Ands the lack of

coordination between these three modes of econcogeition that seems to be
the most serious malady of the economics profession
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Streszczenie

ZAWODNO SC RYNKU, PANSTWA | EKONOMII Z PERSPEKTYWY
KRYZYSU FINANSOWEGO

Spor megdzy zwolennikami rozwaai rynkowych i interwencjonistycznych, oparty
zazwyczaj na przeciwstawianiu rynku i regulacjiegil zaostrzeniu wskutek kryzysu
finansowego. Celem artykutu jest nie tylko analizdet i zagréer alternatywnych
mechanizmoOw regulacji z perspektywy kryzysu w gizspeswiatowej, ale take préba
oceny z tej perspektywy wspétczesnej ekonomii. &amim skoncentrowanegsvokoét
trzech hipotez. Po pierwszeethhe jest przeciwstawianie systemu rynkowego i eagjul
Po drugie, u podstaw kryzysuyepogwatcenie zasad klasycznego liberalizmu, kidae
Zrodta zaréwno w polityce, jak i metodologii wsp@smej ekonomii. Po trzecie,
krytyczna analiza metodologii i logiki rozwoju ftiyekonomicznej w XX wieku @
uzasadnid tez o systematycznym dozie doktryn, ktdry zdominowaty gtéwny nurt
ekonomii.
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SMEs innovation and job creation potential in the kadow
economy context

Abstract

The presented paper treats about the ability ofatng new jobs by
innovative SMEs in Poland in the age of a deepdif@mation of the Polish
economy. The authors try to verify the concept oA.BKirchoff about the
relationship between innovation and enterprise gloviome sector and market
conditions of functioning of innovative SMEs areoahnalyzed in the paper.
A study among 81 Polish SMEs from Lodz region gwosfithat there is an
independence between enterprise innovation andhiiity to create jobs. On
one side, among analyzed enterprises about 14% hagtdy innovative fast
growing. On the other side, low innovative and $jogrowing made a high
percentage. The research pointed an important facfothe ability of job
creation — sector and market conditions, managemamablems (lack of
experience, problems with gathering the initial ikalp and poor public support.
The shadow economy has a positive impact on grawther than on
innovation. However, it does not have a positivBuence on expansion,
innovation and new jobs creation undertaken sirmdtausly, which is the most
desirable activities of the enterprise.

YPh. D., Professor, University of £d
Tph. D., University of £64
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1. Introduction

One of the most important functions small and medaized enterprises
(SMEs) perform in economy is their ability to createw jobs. Conditions of
SME growth became one of the focal interests ohhmisearchers and the
government’s policy aimed to support this sectomolativeness is at the
forefront of SME-oriented issues which may be aisdéed to SMEs growth.

2. Innovativeness and SME growth

According to Schumpeter, an entrepreneur is anviaoo who owing to
innovations generates revenues and creates new htebscknowledged that
such a role belongs to large firms due to resousnespossibilities they possess.
The role of SMEs in the process of Schumpeteriardtive destruction” was
presented by Kirchhoff (1994). From his perspectemrepreneurship and
innovation do not necessarily have to go hand imdhas Schumpeter argued.
This is because there is plenty of innovations #matnot used successfully by
entrepreneurs, and at the same time there are emaingpreneurial activities
carried out without constant exploitation of inntea. “Creative destruction”
can also be made by SMEs as evidenced by a grashisag of SMESs in creation
of new jobs and inventions as well in generatiorpiduction, revenues and
exports (Schreyer , 2000; Technology, Productiatd Job Creation, 1998;
Calom, 1994). Kirchhoff distinguishes two dimengoim his analysis: SME
innovativeness and the rate of their growth (emmplegt) and argues that both
dimensions are independent of each other which snéans characterized by
varied rates of employment growth (from a low toigh rate) and by degrees of
innovativeness (from low to high innovative) canisexndependently. This
independence does not mean that innovativenessraf uarantee a growth in
employment, neither does it mean poorly innovafisms can be fast growing
firms that contribute to a considerable growth ofpkoyment. Storey (1994)
stated that on closer examination, there is corelgle variation in the
employment generating activities of small innovatifrms and, as has been
noted for the small firm sector generally. And thege share of new jobs are
likely to have been created by only a small sule§éte total population.

An independence of SME innovativeness and the ehtemployment
growth can result from the fact that they are urigduence of various factors.
The rate of employment growth can be determinedush factors as personal
aims of firms’ owners, resources in possession faiances, financial means
etc.) and a market acceptance for innovation. Tim®vativeness of firms is
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determined by same factors. However, to a certaiané they are controlled
more by entrepreneurs who can specify aims (eanpovative ones) and make
inventions and ideas that lay the foundationsriapiation independently.

Given the market and resource restrictions, ergrearrs may be
incapable to attain an intended degree of innogatgs. However, an
entrepreneur who keeps producing new inventionsattednpts to be innovative
presents himself as a different entrepreneur a®nieewho starts an economic
activity with one innovation and makes little effdo enhance innovations
possessed by the firm (Sheikh, Oberholzner, 2001g. SME sector is not at all
homogenous, on the contrary — it constitutes afsedried units, with respect to
both their economic dynamics and their degree wbwativeness, and the role
they play in economy. Depending on the innovatiyeashnics and the rate of
growth very different types of firms can be distilghed (see Table 1). The
following types were differentiated: (1) economiore, (2) ambitious, (3)
constrained growth and (4) glamorous.

Table 1. Typology of SMEs from the viewpoint of innoviveness and the firm’s growth rate

High Type Il Type IV
CONSTRAINED GROWTH GLAMOROUS
Innovativeness
of firms
ECONOMIC CORE AMBITIOUS

Type | Type Il

Low
Low High

Firm’s growth rate

Source: Kirchoff B. A. (1994) Entrepreneurship dghamic Capitalism. The Economics of Business Firm
Formation and Growth, PRAGER, Wesport, London.

Whereas the views expressed in the topical litegdbasically agree as to
the positive correlation between innovativenessfimhs and an increase in
turnover, the results of studies carried out imtieh to an employment growth
bring a mixed outcome. Tether and Massini (1998kiléh and Oberholzner
(2001) point to a considerable positive impactnofovations (especially product
innovations) on the growth of employment in thenfirOn the other hand,
Kalantaridis and Heby (1999) argue that on the onitvel there is no
justification to link innovative activity and theaywth of employment. Although
it is difficult to identify the reasons for diffenees in the results of individual
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studies, the most significant are variations indudefinitions, and in particular
in the operationalisation of the notion of innovatiess.

Analyses also refer to selected groups of an SMifoseHolzl (2009)
analyzed the problem among fast-growing SMEs. Hel asnumerous sample of
enterprises from 16 EU countries between 1998 ad@0.2He finds that
innovation in the form of R&D and turnover sharentiog from products new to
the market is more important for the growth (meaduon the basis of an
employment level) of fast-growing SMESs. In this €asnovation can be seen as
a high-risk and high-gain strategy: if successfohovation might provide
a growth premium, but it is also very likely thaetinnovation turns out to be
a failure and even a drag on the growth rate oftritwss. Freel (2000) points to
the fact that in the sample of firms that he aredyimnovative firms showed
a growth in employment with the same frequency @sinnovative firms did.
At the same time the size of their growth rate wassiderably higher than it
was the case for non-innovative firms.

Stam and Wennberg (2009) analyzed firms in theainfthase of their
operations. They argue that the innovativenessaof-gps measured by an R&D
intensity, despite a positive influence on suchidesc as increasing interfirm
alliances or new product development activity, doemt show
a significant correlation with an increase in enyphent.

3. The shadow economy and SMEs

The shadow economy is defined in an economic corgexunning an
activity that is not prohibited by its nature, hawe it is carried out in an
undisclosed manner (Schneider, Enste, 2000). It malide a number of
activities related to the failure to declare pdriegitimate business income to
the tax authorities, employing workers with no agpiate contracts or the
use/provision of informal sources of financing. $hit is markedly different
from criminal activity or other prohibited actives (Glodek, 2008). The reasons
for non-disclosure vary, however the existence led shadow economy as
described above has both positive and negativeeqoesices for the entities
involved (Williams, 2007).

The share of the shadow economy in Polish econsmygnificant and it
stabilized in recent years. According to estimatedevel amounts to 15-17% of
GDP. The biggest impact on the size of the shadmma@my has an economic
activity run mainly in the domain of trade, constian as well as real estate
services and services to the firms (Central StedilsOffice, 2007).
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For entities running their operations in the shagoanomy, mainly from
the SME sector, the main benefit is a possibility avoid taxes and other
obligations imposed by the state through the eaxgstaw regulations (Beloled,
2005; Djankow, Liberman, Mukherjee, Nenova, 2002)ese benefits can be
expressed in the directly visible cash form as loiages and payments, but also
as time savings in handling all business formalitlénder certain circumstances
the existence of the shadow economy makes it pesddy gain market
experience and use entrepreneurial opportunitiemieffective way (Williams
et al, 2009; Stawasz, 2008).

It can be assumed that the use of some elemetite chadow economy
may exert its influence on the firm’s innovativesesd the growth potential in
many different ways. Potentially favourable factdrelude an increased
profitability of the firm which facilitates an acewlation of own capital that
finances investment outlays. However, declaringelowrofits will negatively
influence the possibilities to acquire externahfining and to use accumulated
capital to run investment activity (a problem obadosure of the sources of
financing). In addition, an increase in the scdleactivity may influence in
different ways the possibility to use the shadownemy instruments through
the firm's greater visibility on the market and mter number of employees
who have knowledge of shadow-economy operatioresr{gh of disclosure). On
the other hand, a withdrawal from the use of shadomnomy instruments will
mean an actually higher level of taxation and loprefits for the firm.

As the financial surplus from the shadow-economgrapons may go
towards both consumption of the household and tmwst processes of the
entrepreneur, there is a clear motivation to usefitist option and allocate the
profits gained from the shadow-economy activities Household consumption
while retaining the present level of profitabilitit. can be also assumed that
shadow-economy activity affects negatively the awss of the firm to contacts
with new external partners, confidence and otherat@lements essential from
the viewpoint of processes of innovation generafeny. a failure to respect
copyright law).

4. The sample

The authors used a database consisting of 81 SMEsthe Lodz region
being the average size in Poland and typical ferRblish economy. The survey
was carried out by means of direct questionnaiterviews. The arithmetic
mean of surveyed firms was 13 years in 2007. Aln88¥6 of firms can be
labelled as mature (more than 5 years in operatioapsidering the age of the
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firms and their experience the above data allowtréat the responses as
representative for the SME sector and mature filhgre than 90% of them
were established after the period of deep politasad economic transition in
Poland, sometimes labelled as the period of anrépréneurship boom” or
“market self-regulation of entrepreneurship”. Almd$s% of the firms were
established in the years 1999-2003, that is inpéeod when economy was
overcoming the crisis and implementing the solidnidations for political and
economic transition, just before Poland's access@rthe European Union.
These firms can be described as relatively unsiainde,immature”. Every tenth
firm that was established prior to 1989 before eooic reforms were
introduced. These characteristics are similar ® dge structure of the SME
sector in Poland. In the group of the oldest fires¢ablished before 1989 the
average number of employees was 36, whereas igrélup of firms established
between 1990 and 2001 it reached more than 4&hdrmgtoup of the youngest
firms (established between 2002 and 2006) the geenamber of employees
amounted to 46. This shows a weak correlation betwtiee age of the firms and
the size of employment in the group of the survdyreas.

Micro firms with up to 9 employees prevailed in g@nple and amounted
to 59.3% of the total number of firms. Small entexgs employing between 10
and 49 persons constituted 25.9% of the total numidesreas the share of
medium-sized firms with an employment level betw&8rand 249 was 14.8%.
The average size of employment was 23 employeeghendedian (a typical
firm) was 7 employees. The surveyed firms vary ificantly with respect to the
size of activity — they belong to 38 sections o tRolish Classification of
Economic Activities. The highest number of firmsnrmanufacturing and
trading activities (32.1% each). More than halftled manufacturing firms are
located in big agglomerations. Then, 60% of tradiimngns come from small
towns. All IT firms are located in big agglomerato The surveyed firms sell
most of their products on local or regional market81.5% of firms generate
66% of total turnover. 54.3% of firms operate oa tlomestic market producing
28.6% of their turnover there. Although 19.1% ofegprises operate on foreign
markets, the share of exports in the total volufngates is small and it does not
exceed 6%. In the latter case this mainly concenasufacturing firms and
medium-sized firms (with more than 50 employees).
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5. The results of the survey

5.1. The innovativeness of the firms

The firms that introduced at least one product mrc@ss modification
within the period of the last three years were mered as innovative. The
surveyed firms are characterized by high innovatietvity. Almost 90% of the
firm introduced some changes in their productshretogies or methods
between 2004 and 2006. The sample is diversifiettiims of innovativeness
measured by a degree of novelty of innovative chartgat were introduced.
Generally, most changes is new only to the firm{%d of the firms). 21.5% of
the firms introduced changes new to the domestikebtawhereas a small 3.8%
of the firms introduced changes new to the worltjcl is about 7 times less
than in the case of the domestic market. The highamber of innovative
changes took place in the area of the firm's proéssortment - 60% of the
firms. Quite high was also an index of changesefrharketing nature (40% of
the firms) and changes in the domain of technol(8f.8% of the firms).
Modifications in the field of management and orgatibn were indicated by
22.2% of the firms. Thus, changes of “hard” natiuee,taking place in products
and technologies, predominate. A separate casa ismplementation of new
patents, licenses oknow-how These changes constitute a real novelty.
However, such changes were quite few and only feot¥o to 10.1% of the
firms reported on them. However, it seems that ibilects better a real picture
of the innovativeness of the surveyed enterprisas fi merely declared degree
of changes in innovation.

As a measure of the firm’'s innovativeness, a sbaternover generated
from the sales of new or modified products or smwithat were introduced
within the previous three years in the total tueroof the firm in 2007 was used
in this article. The average value of this indextfee analyzed group amounted
to 30%, whereas the median was 20.0%. However,rdhge of the index
presenting the share of sales in new or modifiediycts or services that were
introduced in the years 2004-2006 in the total duen in 2006 was very high
and varied between 0% to 100%. This reflects a wligersity of the surveyed
sample of the firms.

The analysed index does not show considerabletiarsawith regard to
the firms’ size and age. However, differences comiog the type of activity are
noticeable. The highest value of the share of wgngenerated from novelties
was achieved by IT firms (100%). Trading, servicel ananufacturing firms
achieved values close to the average for the wdanigple, whereas the value of
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the index for construction firms was less than Iudlits value for the whole
sample (15%).

The surveyed firms were divided into two categori@s the firms with
the lower innovativeness level i.e. those charamwdrby “a lower share of
turnover generated from novelties”, where the sloéteirnover generated from
novelties in 2006 was less than 30% of the totahdwer (58% of the total
number of firms) and (2) the firms with the higlirmovativeness level i.e. those
characterized by “a higher share of turnover géadrérom novelties”, where
the share of turnover generated from novelties edee 30% of the total
turnover (24.7% of the sample). Both groups diffigmnificantly with regard to
the value of the index that took the value of 14 #@¥the firms with a lower
innovativeness level and a high 67% for the firnith\a& higher innovativeness
level (see Table 2).

Table 2. The distribution of firms with respect to imovativeness (in %)

Specificai % of i Index of
pecification o of total firms innovativeness
Firms with a lower innovativeness level 58.0 14.6
Firms with a higher innovativeness level 24.7 67.0

Source: own computation.

The external conditions of the innovativeness ef sbrveyed firms were
displayed in spatial and market variations. Reddyivthe most advantageous
conditions for the development of innovativenes®ktoplace in large
agglomerations (the index of innovativeness amaltte37.6%). On the other
hand, the lowest level of the innovativeness indes reported for the firms
located in smaller towns (23.3%). As the type @f ttrket where firms operate
is concerned, the broader the market the highetethed of the innovativeness
index. The highest level of the index was recortgdthe firms active on
international markets (48%), and the lowest byfiltmes active on local markets
(27.2%).

5.2. The dynamics of employment

The surveyed firms employed 1,851 persons in t&atween 2004 and
2006 they managed to increase an employment lgval 4mall 2% (see Table
3). The span in the growth rate was high. One thirdhe firms reported an
increase in employment, and the next 22.5% of timasfits decrease. The
remaining 43.8% of the firms did not show any clemgn the level of
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employment. In the group of growing firms an averagcrease (an arithmetic
mean) of jobs was high and amounted to 37.9%, valsdife median was 21%.

The analyzed index does not present considerabiatieas with respect
to the firm’'s age, however the differences withamegto the firm's size are
noticeable. The larger the firm, the higher inddxttee employment growth.
Between 2004-2006, a decrease in employment by @d%recorded in micro
firms, whereas in small firms there was a growtkemployment by 3.8% and in
medium-sized firms by 7.5%.

Table 3. The change in employment of surveyed firmsiithe years 2004 - 2006

Specification 2006/2004
Average of employment growth (in %) 2.0
Median of employment (in %) 0.0
Firms with employment growth (in %) 32.1

Source: own computation.

For further analysis, the firms were split into th@ groups: non-growing
firms, i.e. those who showed no growth or redudesirtemployment in the
surveyed period (67.5% of the total number of thad) and growing firms, i.e.
those who increased their employment in the sud@ggiod (32.5% of the total
number of the firms). Both groups differ signifitigras regards the value of the
index of the employment change. For the non-growWings the index value
amounted to -14.7% in the surveyed period, whefeashe growing firms it
reached a negative value of -36.9% (see Table 4).

Table 4. The distribution of firms with regard to the dynamics of employment (in %)

Specification As % of total Index of chan.ge n
employment (in %)
Non-growing firms 67.5 -14.7%
Growing firms 325 36.9

Source: own computation.

The external conditions of the employment growthtlod firms were
displayed in sectoral and spatial variations. Redft the most advantageous
conditions for the growth took place in IT and miaaturing sectors (an average
growth of employment for the years 2004-2006 wa$694nd 32.7%
respectively). The highest drop was reported byitiga firms (a decrease by
47%). The most convenient conditions for the growatcurred in large
agglomerations (an average rise of employment hetw2004 and 2006
amounted to 47.8%). On the other hand, the mo$oynad fall was recorded by
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the firms located in smaller towns (a drop by 60%#4d4¥0 an intensity of the
contacts with the external environment has a nalileeinfluence on the growth
of employment of the surveyed firms. The most bierafconditions in that
respect took place in the case of a well developeithboration with the
environment (an average employment growth for teary 2004-2006 was
94%), whereas the deepest decrease occurred incake of the firms
characterized by the moderately developed colldlooravith the environment
(a fall by 41%).

5.3. The typology of the firms

The combination of the two dimensions, i.e. theowativeness and the
change of employment enables to make a typolodglofdifferent types of the
surveyed firms. Table 5 presents their distributiby means of the
innovativeness index measured by the share of verngenerated in 2006 from
novelties introduced between 2004 and 2006 andhbage in the employment
level. The most numerous group that embraces 50%heffirms (type 1) is
formed by the firms characterized by a lower inrivemess level and making
no changes in employment. This means that halhefsurveyed firms do not
contribute to a job generation and they are passitle respect to innovation.
Also the group of the firms who increase their esgpient and are characterized
by a lower innovativeness level is quite big in fi@ms and encompasses 21.2%
of the firms (type 1l). The firms that belong toethemaining groups represent
a smaller population. These are either the firmeretan employment growth is
followed by a low innovativeness level (type 1111:5.2%) or the firms where
a growth of employment is accompanied by a higlowativeness level (type IV
—13.6%).
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Table 5. The distribution of the firms with respect b the innovativeness and the dynamics of
employment*

Innovativeness

High level of Type I Type IV
turnover from

innovation 15.2% 13.6%
Low level of Type | Type I
turnover from

innovation 50.0% 21.2%

Dynamics

No growth of employment Growth of employment
of employment

* data for 66 firms

Source: own computation.

The data presented above indicate a certain egteiridependence of
both analysed factors, that is the innovativenesistiae capacity to generate new
jobs. Less than 2/3 of the firms support this refeghip (the group | and 1V).

The growth of innovativeness of the surveyed filmmaccompanied only
to a limited extent by a greater capacity to getleemaw jobs. Only 47.4% of the
highly innovative firms did realize their potentfal the growth of employment.
The remaining 52.6% of the highly innovative firaisl not record any growth
or just the opposite — their employment level {85.7% of the firms) due to
personal limitations, resource limitations or thel of the market acceptance for
the introduced innovations.

Basically, a growth of employment takes place withan increase in the
innovativeness level of the surveyed firms. 60.9%he total number of the
firms reported a rise in employment at the low watoreness level, while the
remaining 39.1% of the firms at the higher levelrofovativeness. This means
that a general increase in employment was achieyéide less innovative firms.

Table 6. The selected characteristics by the type tife firm

Type of Average index of innovativeness (%) Average rate of employment growth
the firm (%)

| 13.6 -10.4

1l 17.2 36.4

1 66.5 -14.4

v 65.0 30.8

Source: own computation.
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The innovativeness and the capacity of the diffegeaups to achieve an
employment growth is illustrated in Table 6. Thealgsis of the data confirms
the variations between the groups. The group IVa(fgrous”) is characterized
by the high levels of innovativeness and the caypagijob generation (65% and
30.8% respectively), whereas the group | (,econocae”) is marked by the
lowest innovativeness level and a low capacity éoegate jobs (13.6% and -
10.4% respectively).

Table 7. The selected characteristics by the type tife firm (cont.)

Type of Average employment Rate of exporting Share of firms with
the firm (in persons) firms innovations new to the
world
[ 11.6 9.1 6.1
Il 50.4 28.6 21.4
1] 30.2 40.0 10.0
\Y 37.2 33.3 22.2

Source: own computation.

The separated types of the firms also show sigmifidifferences with
regard to other economic indices (see Table 7). gioep of the firms with
a weak dynamics of the employment growth and aifovevativeness level is
marked by the highest average employment in theplgar®n the other hand,
the group of the firms characterized by a higharouativeness level and
simultaneously a higher dynamics of the growth @nposed of smallest
entities. A bigger size is typical for the firmstlia lower dynamics of
employment which points to the larger potentiatjadwth of smaller firms. The
index of the share of the exporting firms is mualér in the group of the firms
with a lower dynamics of the employment growth antbwer innovativeness
level as well as the share of innovations new ¢ovbrld.

6. The assessment of the firms’ capacity to grow itme shadow economy
conditions

Shadow-economy activities exert their influencetloa firms’ capacity to
grow (see Table 8). However, in the opinion of éméerprises, their influence is
rather harmful to their capacity to achieve growtlevertheless, it should be
stressed that as many as more than one third @ntesprises believe that these
activities have a positive influence. This mearat thconsiderable proportion of
SMEs have a positive view on the shadow-economiviaes as far as the
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capacity to achieve growth is concerned. Almost ionin respondents believe
that shadow-economy operations may even createackgntageous conditions
to build the firms’ capacity to grow.

Table 8. The influence of shadow-economy activity atie firm’s capacity to grow (% of the
firms)

Firms by employment growth Firms by innovativeniesel
Specification Growing Non- _ Highly  Little
growing innovative innovative
Definitely favourable 13.0 9.4 10.5 111
Rather favourable 34.8 20.8 10.5 311
Neutral 8.7 30.2 15.8 24.4
Rather harmful 34.8 32.1 47.4 31.1
Definitely harmful 8.7 7.5 15.8 2.2

Source: own computation.

The assessment of activities run in the shadow aognconditions as
regards their influence on the firms’ capacity tmwg shows considerable
variations for the different categories of the emtses (Table 9). The
enterprises that achieve an employment growth lindemmore strongly
a positive impact of the shadow economy on buildingwth capacities than
non-growing firms (48% and 30% respectively). Thigy suggest that the
shadow economy contributed to the success of tharsion of a considerable
portion of SMEs, or it is considered by the entisgs planning an expansion as
a key success factor for this process.

In the opinion of nearly two thirds of the highlynovative firms, shadow-
economy activities produce a harmful effect on tinms’ capacity to grow.
Only one in five enterprises believe the influerctavourable. A different view
on the influence of shadow-economy activities anfims’ capacity to grow is
presented by low innovative enterprises — 42.1%@fn find an influence of the
shadow economy on the firms’ capacity to grow astiaable, while one third
of them share an opposite opinion. These data atelithat shadow economy
activities rather do not favour an economic agtivithis concerns undertaking
investments necessary to launch highly effectie@irielogies due to a high risk
and too small a scale of operations, as well gsemg contracts or property
rights protection being practically beyond the teaof shadow-economy
enterprises.
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Table 9. The influence of shadow-economy activity othe firm’'s capacity to grow by type
of firm (% of the firms)

Type of firm
Specification
I Il 1] v
Definitely favourable 9.4 154 10.0 125
Rather favourable 28.1 38.5 0.0 25.0
Neutral 34.4 38.5 20.0 12.5
Rather harmful 28.1 7.7 50.0 375
Definitely harmful 0.0 0.0 20.0 125

Source: own computation.

An influence of the shadow-economy activity on thiens’ capacity to
grow distinguished by the type of the firm is iliizded in Table 9. The data
analysis provides the evidence of the firms’ vawiag. The group Il of the firms
who increase their employment and have a low intiesmaess level is quite
distinct as compared with the remaining groups wetiard to their very positive
assessment of the shadow economy (54% of the fir@s)trary to that, the
group Il of highly innovative firms with no growtbf employment achieved
assess the shadow economy in a very negative masn@ygards its influence
on the growth capacity (70% of the firms). The grand the highly innovative
and growing firms have rather a negative view anitifluence of the shadow
economy on their growth capacities. These datasuppe previous statements
that shadow-economy activities favour rather gremriented than innovative
activities. However, the shadow economy is not faable to the most desired
activities of firms, that is innovation and expamsithat generates new jobs
taking place parallelly. A passive role of the ghadeconomy in building
growth capacities was expressed in the opiniorthefyroup | firms that is the
firms passive in achieving growth and innovatioheTnost numerous group of
the firms, if already use the shadow economy deather for consumption
purposes of the entrepreneur’s household thamf@stment and innovation.

7. Conclusions

The analysis of the survey results supports a Ingsid according to
which the innovativeness and the capacity to géeeemployment among
Polish SMEs that operate in the conditions of puofb market transition are
independent to a considerable extent. Less tharthirds of the firms support
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this relationship: the higher the innovativenes®lléhe higher the capacity to
generate new jobs. In the remaining cases (1/Beofitms) no such correlation
was identified. This indicates a high independesiceoth dimensions of firms’

operations.

It is worth noting that only ca. 14% of the survéyi#rms are highly
innovative that reported a considerable increaseniployment. On the other
hand, there were more than 15% of the firms wittigher innovativeness level
and moderate (or none) employment growth, i.efithes that failed to use their
growth potential.

Undertaking shadow-economy activities affects thend’ capacity to
grow, however in the opinion of enterprises thituence is rather harmful than
favourable. Nevertheless, a proportion of SMEs kfaate a positive view on the
shadow-economy activities — as far as the capdaatyachieve growth is
concerned - is quite substantial. The assessmeattivities run in the shadow
economy conditions as regards their influence anfitms’ capacity to grow
shows considerable variations for the differenegaties of the enterprises. The
enterprises that achieve an employment growth lindemmore strongly
a positive impact of the shadow economy on buildingwth capacities than
non-growing firms. This may suggest that the shaéeanomy contributed to
the success of the expansion of a considerabléopodf SMEs, or it is
considered by the enterprises planning an exparasian key success factor for
this process.

Highly innovative enterprises assess much strotiggn less innovative
ones that shadow-economy activities are harmfuhéir capacity to achieve
growth. It can be assumed that the shadow-econatiyites do not favour
innovative activities that require undertaking istveents necessary to launch
highly effective technologies due to a high riskdaimo small a scale of
operations, as well as respecting contracts oregutpgights protection being
practically beyond the reach of shadow-economyrpriges.

Shadow-economy activities favour rather growthsuee than innovative
activities. However, the shadow economy is not beiab to the most desired
activities of firms, that is innovation and expamsithat generates new jobs
taking place parallelly. The most numerous groutheffirms, if already use the
shadow economy do it rather for consumption purpasfethe entrepreneur’s
household than for investment and innovation.
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Streszczenie

INNOWACYJINO SC MSP A W POTENCJAL TWORZENIA NOWYCH MIEJSC
PRACY W KONTEK SCIE SZAREJ STREFY

Artykut powiecony jest zdolsoi tworzenia nowych miejsc pracy przez
innowacyjne MSP w Polsce. Jest on proweryfikacji koncepcji B.A. Kirchoffa
o istnieniu relacji midzy innowacyjnéciq i wzrostem firm. W artykule analizie poddano
ponadto niektére uwarunkowania dziatafiso innowacyjnych MSP, wynikge z ich
otoczenia (kontekst sektorowy, charakterystyki owd# oraz konsekwencje
wykorzystywania instrumentow charakterystycznyehsahrej strefy. Przeprowadzone
badania 81 polskich MSP z regionu t6dzkiego potaej; hipotez o wysgpowaniu
duzej niezalénasci miedzy innowacyjnécig firm i ich zdolngcig do tworzenia nowych
miejsc pracy. \&f6d badanych firm 14% stanowity podmioty o pothzgnej
innowacyjngci i zarazem o szybkim przyme miejsc pracy. Z drugiej strony bardzo
wysoki odsetek stanowity MSP o almmej innowacyjnéci i stabo rosice. Do
elementéw istotnych z punktu widzenia potencjalarzenia nowych miejsc pracy
okazaly st warunki rynkowe i sektorowe, trudfd z zarzdzaniem firm (brak
daswiadczenia, trudnfti ze zgromadzeniem wystaregaggo kapitatu zakycielskiego)
oraz brak publicznych programéw wspierania. Wynikadania wskazyj ze
wykorzystywanie instrumentéw szarostrefowych sprmagzej dziataniom wzrostowym,
niz innowacyjnym. Szara strefa nie sprzyja natomiagtardziej pagdanym dziataniom
firm, tj. jednoczesnemu podejmowaniu innowacji $paksji, tworac nowe miejsca
pracy.






10.2478/v10103-009-0049-9

JANINA WITKOWSKA "

European Union Social Policy as an Instrument
for Sustainable Development

Abstract

This paper undertakes an analysis and assessmeBurpean Union
(EV) social policy in the context of the sustaii&piof the group’s social and
economic development. The process of Europeanihgocial policy is not
advanced. Thus, the weight of solving social motd primarily rests with
member countries. EU social policy is “looser” imaracter than other EU
policies and its scope is limited to those areasnehmember states were willing
to transfer certain prerogatives to European Unlewel. The EU only supports
social policy in the context of the sustainabil@y the group’s social and
economic development. The process of Europeanihgocial policy is not
and supplements the actions of member states indttial sphere. At the same
time, the EU supports the concept of corporateataeisponsibility. Corporate
social responsibility is defined as the voluntagkibhg into account by
companies of social and environmental matters iairtfoperations and in
relations with interested parties.

1. Introduction

The sustainable development of a country or intedrgroup requires the
taking into account of social questions in societr@mic policy and the
solving of social problem making their appearanceerothe course of

9Ph. D., Full Professor at the University of £6d
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accelerated economic growth. Unemployment, povedgial exclusion, limited
access to education, and social conflict are antbagrimary problems. Each
society undertakes its own efforts at containingiadgoroblems through social
policy that is more or less expanded, and applyiistruments that, to a great
extent, were molded over dozens of years of pmctidirectly, social policy
implemented on the level of the integrated growgb aerves the concept of
sustainable development.

The objective of this paper is an analysis and sassent of European
Union (EU) social policy in the context of the saigability of the group’s social
and economic policy. This paper evaluates the le’/&uropeanization of such
policy, where in this case “Europeanization” is ergfood as a political process
bringing with itself continuous, mutual influencadanegotiations among the
various actors involved in the process of shapinaticp on the integrated
group’s level. On the one hand, these are the mesthtes, while on the other
they are the EU institutions, mainly the Europeam@ission. Successive parts
of this paper present the implementation of EU aogiolicy, within the
framework of the Renewed Social Agenda, and atteémpissess the effects of
this policy through the lens of changes in paramsetharacterizing the labor
market in the EU. The final section takes into aetothe matter of the EU
approach to social corporate responsibility undecdtas the voluntary taking
into account by companies of social and environalematters in their
operations and relations with interested parties.

2. The Europeanization of European Union Social Py

The objective of social policy on the national leige at the very least, the
guarantying of a socially acceptable minimum livisgndard for the whole
population of the country (Jovanév2005, p. 771). Overall, social policy goes
beyond matters related to employment and encompagsestions of pay,
unemployment insurance, social welfare systems,iremént, health,
occupational health and safety, education, and pitudessional as well as
geographical mobility of the work force (Jovanoa005, p. 771). European
Union member states handle social policy on a natigevel. Four traditional
European social models may be identified—i.e. NprdAnglo—Saxon,
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Continental, and Mediterranean—that differ in terofs efficiency and the
achieved levels of social equality

A common social policy is being administered on Eigopean Union
level, but the process of its Europeanization isasoadvanced as in the case of
certain economic policies. Topical literature stessthat over the past twenty
years the process of European integration has tleacterized by an absence
of balance between economic and social policieatG2006, pp. 169-202).
Economic policies are concentrated on market litton and are, to an
increasing extent, under the control of the EU,levBdcial policies continue to
be primarily overseen by member states. It is clémat in the European
integration process there is a strong asymmetrydmt policies promoting
market efficiency and policies promoting social @y and equality (Scharpf
2002, pp. 645-670). At the same time, subject tore@msing economic
integration, the member states face growing dilfiesi in implementing tasks in
the realm of social policy.

The character of EU social policy is “looser” thather EU policies and
its range is limited to those fields where membates were willing to surrender
certain prerogatives to the European Union leveti@® matters were within the
field of interest of the Community from its verycegption. This is borne out by
the provisions of the Treaty of Rome (Jovag®005, pp. 777-781), but there
was no agreement among interested parties as tectpe of social policy on
the Community level as well as with respect to skhiedivision of rights and
responsibilities among national authorities and @omity institutions (Purdy
2007, pp. 200-222).

During the initial period of integration, the mastportant decisions that
related to social matters taken on the supra—redtiexel involved thdree flow
of workers and freedom of settlement One of the first legal documents
approved by the EEC in 1958 was the social secwystem for workers
migrating from member states. TE®iropean Social Fund(ESF) was created
on the basis of Articles 3 and 123 of the TreatyRofme. Its objective was an
improvement in potential for employment, raisingzing standards, and
increased mobility of the workforce in terms of geiphy and profession. The
Fund is a financial instrument. Thanks to thissitpiossible to implement the
group’s strategic objectives in the area of empleytr{(Archer 2008, pp. 80-83;
Jovanowt 2005, p. 781). Currently, the ESF is one of thicstiral funds
implementing common objectives in the area of EWiadoand economic
cohesion.

! For a broader comparison, see A. Sagilobalization and the Reform of European Social
Models "Journal of Common Market Studies”, 2006, vol. 44, 2, pp. 369—390.
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The first expansion of the Community resulted imead to take on social
matters on the Community level. It was then thaktgdes of multi-year social
programs were initiated. The first was launched 1@74. The programs
concentrated on questions dficreasing employment, improving living
standards, and increasing the participation of soeil partners in the process
of decision—making on the European Community levelThe impact of these
programs on the above social problems is assesdeeirzg poor. This is mainly
because of the fact that policies in the field ofptoyment continued to be
treated as the domain of member states, while ESBurces were modest
(Archer 2008 p. 81). Nevertheless, certain actiaese taken at that time that
enlarged the sphere of interest of the Communitesncompass social matters,
particularly those concerned witducation, improved living and working
conditions, especially with respect twomen and strongelegal protection for
workers?.

A strong legal basis for the conducting of sociaiqy on the Community
level was created in line with the implementatidéthe program for the building
of a single internal market in the mid—nineteenkté&s pursuant to the Single
European Act. Matters such a®rker safety and health protection, dialogue
with social partners, and social-economic cohesivess found themselves
within the field of interest of the Community (Areh2008, p.81, Purdy 2007,
p.214). Eleven Community members (Great Britain thasexception) approved
the Community Charter of Fundamental Social Rights\arkersin the form
of a formal declaration in 1989. This event shdutdconsidered as an effort at
finding balance among the various concept of a i@@deurope.” The Charter
was intended to establish a common set of sociddstrds that held up the
possibility of satisfying the interested parties. reality, the character of the
Charter was symbolic and unbinding. It was congidex retreat from the realm
of social policy by the proponents of greater iveshent in social matters on
the part of the European Communities. However, tims shown that the
Charter was the first step in the direction of lagdsocial policy with the help
of “soft coordination” rather than “hard law.” (Rlyr 2007, p. 214) .The Charter
became the basis for an agreement on social palitached as a protocol to the
Maastricht Treaty (Grahl 2006, pp. 177-178).

That treaty introduced three new objectives of aoctharacter,
specifically:

2 For a broader comparison, see Z. Wysska and J. Witkowskantegracja europejska.
Rozwdj rynkéw[European integration: Market development], PWNie8ific Publishers,
Warsaw-t.06d, 1999, pp. 245-246.
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« Suitable social security,
» Social dialogue, and
« Human resource development for sustainable employme

Moreover, the principle of a supermajority in vgfivas expanded to
include matters such as health and safety, workorglitions, information and
consultations, equality of the sexes on the labarket, and the integration of
people excluded from the labor market (Archer 2@0&1, Purdy 2007, p. 214).
Great Britain guarantied itself the right to remamriside the protocol, binding
on other member states. This was the situatiorl paotitical changes in that
country in 1997.

The Treaty of Amsterdam supplemented the scope oofals policy
conducted on the EU level to include mattersofi—discrimination as well as
the fight against manifestations of discriminationbased on sex, race, ethnic
origin, religion or faith, disability, age, and sex orientation. The main
provisions relating to social policy were contairiech new section introduced
into the European Community Treaty on the basithefTreaty of Amsterdam
(Title Xl encompassing Articles 136 to 145).

A successive treaty—the Treaty of Nice—expandedcgsses of
cooperation and coordination in the social spherah® EU level to include
social security and worker social protection, fighihg against social
exclusion, and the modernization of social safetystems Marlier, Atkinson,
Cantillon, and Nolan 2007, p. 21).

The Treaty of Lisbon—i.e. the Treaty on the Funutig of the European
Union—which came into force in December of 2009eslmot change the
character, objectives, scope, and instruments of $8dial policy in any
significant manner. Currently, the legal basisfmnaging such policy is Title
X of the Treaty, which encompasses Articles 1516b (Treaty 2008). Areas of
this policy where the European Union provides suppod supplements the
actions of member states may be subdivided into gmoups—i.e. those
encompassed by ordinary legislative procedures thoge subject to special
ones. Among fields encompassedvaying supermajority are (Article 153):

Improvement, especially in the work environmentasoto protect health and
safety,

« Working conditions,
* Worker information and consultations,

* Integration of people excluded from the labor mgrigthout detriment to
Article 166 relating to occupational education pgpli
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* The equality of men and women with respect to ojypities on the labor
market and treatment at work,

« Fighting social exclusion, and
« Modernization of social protection systems, withalgtriment to social
security and worker social protection.
The special legislative procedure, which signifie&nimity in decision—
taking, encompasses the following
 Social security and social protection for workers,
» Worker protection in cases of termination of empheyt agreements,

 Collective representation and protection of theeriests of workers and
employers, including co-management,

« Terms of employment of citizens of third party ctrigs legally present
within the territory of the European Union.

The Council, in a unanimous determination based sacommendation
by the Commission and following consultations wtite European Parliament,
may decide to apply ordinary legislative procedwréh respect to the last three
fields specified—excluding social security and warlsocial protection (see
Article 153).

Supporting and supplementing the actions of menskeies means that
the EU level may formulate, by way of directivesinimum requirements
gradually introduced with respect to specified d&l regardless of voting
procedures, with the exception of fighting sociakclasion and the
modernization of social safety systems.

There are also areas of social policy that arendely excluded from
under any influence whatsoever on the EU level.s€heclude matters of
remuneration, the right to associate, the rigtstitike, and the right of lock—dut

The existence of three categories in the area @hlspolicy (subject to
the principle of voting supermajority, the prin@pdf unanimity, and exclusion
from harmonization) indicates that this is a sémsisphere with respect to the
member state of the EU that are tied with variousiad models and needs of
autonomy on the part of the national social pagr@elkmans 2006, p. 328;
Purdy 2007, p. 215). EU achievements in this spheréate are rated as not
being significant. Effective directives apply tarfnework and detailed questions
of occupational health and safety, working times tlghts of atypical workers

3 Article 153 of the Treaty on the Functioning o thuropean Union, Clause 2.
4 Article 153 of the Treaty on the Functioning o& tBuropean Union, Clause 5.
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and those working part-time, worker councils ingéarcompanies, and the
equality of men and women.

An analysis of EU social policy seen through thesmrof a striving for
the sustainable development of the European Uniglicates that the open
coordination methods include the primary domainsaifial policy understood
in their traditional sense. Topical literature stes that the interests of EU social
policy also encompass areas linked with work (thubitity of the labor force,
unemployment, worker rights, industrial health gafety, equality of the sexes,
etc.) that are not always of key importance inaradl policies (Daly 2006, pp.
461-481). At the same time, it is noted that sopilicy on the EU level is
“shallow” in areas considered as being in the fargf of national policies—
social security and income distribution.

EU social policy differs with respect to nationancepts of the welfare
state in the following areas (Daly 2006, pp. 464):

» Objectives are targeted at European integratiorderstood as market
integration, where on the national level this iwes the building of
a welfare state and group identification;

» Key values lying at its basis are the principlesussidiarity and solidarity;

e Its scope does not include matters of social sgcuand income
redistribution, which make up the core of natiopalicies;

« Major weight is attached to the rational model efiducting policies and on
the discursive process in methods of undertakitigips;

« What is broadly understood as the institution afray is emerging around
the implementation of such policy, where in theeca$ EU social policy
what is being implemented are obligations regardingial dialogue, the
promotion of social partnership, and the involvetmathe actors of a civic
society.

3. The Renewed Social Agenda and Programs for Itsnplementation

The European Union’s interest in social mattersst@snming from its
guest for a balance between the economic and sampacts of integration has
resulted in the systematic development of mediuma-taction programs.
Following approval of the Lisbon Strategy, the Epgan Union has developed
and implemented the Social Policy Agenda that leenlireated as something
akin to a “roadmap” serving the modernization amaprovement of the
European social model through investment in peapié the building of an
active welfare state (Communication from the Consinis 2003). The Agenda
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is to serve the implementation of the objectivestled Lisbon Strategy by
establishing mutual influence among economic, egmpint, and social policy.
During its Lisbon summit, the European Council dedi that this is to be
achieved througlopen coordination methodsin the area of social policy. This
signifies the leaving of choices as to the soci@icy sphere on the national
level, while simultaneously undertaking efforts #ieir improvement by
promoting common goals and Community indicatorée(e;nce marks) as well
as by a comparative assessment of the state @ihahtiolicies (Scharpf 2002,
p.666).

The European Union approved the Renewed Social degem 2008 in
light of the fact that existing social problems hamt been solved, while new
social and economic ones appeared (Communicatiom fthe Commission
2008). The intention of the Commission was to mestrict itself to traditional
social matters, but to give the new Agenda a csmdsional and multi—
dimensional character. Matters referred to by thgerla includepolicies
involving the labor market, education, healthcarejmmigration, and inter—
cultural dialogue. The renewed Agenda formulates three equivalent,
interrelated goals, specifically (Communicationnfrdhe Commission 2008,
p.7):

« Creating opportunity — signifying the creation obm® numerous and better
work places as well as facilitating mobility;

« Guarantying access — which means easier accedsUaitizens to good
guality education, social security, healthcare, amdvices that can play
a role in overcoming inequality in starting as wadl making a longer and
healthier life available to all;

« Demonstrating solidarity — meaning the carryingas$istance to people in
difficult situations by supporting social integ@ti participation, and social
dialogue as well as combating poverty.

Priorities in the social sphere were formulatedinie with the objectives
of the renewed Social Policy Agenda, specificalBoihmunication from the
Commission 2008):

 Children and youth: the future of Europe,

Investing in people: the quantity and quality digpand new skills,
Mobility,

Longer and healthier lives,

Fighting poverty and social exclusion,

Tackling discrimination, and

« Opportunities, access, and solidarity in the irddamal context.
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The Communication for the Commission on the Rene@edal Policy
Agenda reiterates the continuation of the open atkthf coordination in this
sphere (Communication from the Commission 200&9p.

The financing of actions assumed in the Agendal shké place in the
running financial perspective (the years 2007-20d8hg cohesion policy
resources, especially those of theropean Social Fund(Communication from
the Commission 2008, pp. 20-21). It is within themiework of this Fund that
resources are assumed for increasing the capdattynapanies and workers to
predict and manage changes (EUR 14 billion), imppigpeducation and training
(EUR 26 billion), increasing employment, includinthe fight against
discrimination (EUR 30 billion), investing in heattare (EUR 5 billion), and
increasing migrant employment and social integrasiopport (EUR 1.2 billion).
Integration of new migrants in member states is algpported by thEuropean
Fund for the Integration of Third—Country Nationals (2007-2013), while
support for workers laid off in connection with ghdization processes is the
task of theEuropean Globalization Fund established in 2007. Two funds
financing the common agricultural policy—th&uropean Agricultural
Guarantee Fund and the European Agricultural Fund for Rural
Development—also play a role in implementing actions assumed the
Agenda. The following programs for the years 20@Z-32 are involved in
implementation of the Agenda (Communication frone tiommission 2008,
p.21):

* The PROGRESS program for employment and social dasity,
strengthening partnership among key parties irEfldeand in the individual
states;

» The “Lifelong Learning” Program supporting the dieygnent of education
and training in a good level,

* The “Youth in Action” Program supporting the sodialegration of young
people.

The PROGRESS program encompasses five basic fields important in
the implementation of EU objectives in the sphefreemmployment and social
matters, including employment, social protectiond amclusion, working
conditions, diversity and combating discriminatioand gender equality
(Decision No 1672/2006/BECThe program has a list of operational goals for
each of the specified areas. The program budgetiaimito EUR 743 million.

The following activities are provided with finangin
« Analyses,

 Actions aimed at mutual learning, increased awagrend dissemination of
knowledge, and
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 Support for the main “players”—i.e. participationthe operational costs of
creating a network in the EU, establishing of wogkigroups, training
seminars, creating observer networks on the EUl ldhe exchange of
national administration staff, and collaboration thwi international
institutions.

Actions assumed by the PROGRESS program are cléadft” in
character, which is tied with the relatively lowdt of Europeanization of social
policy.

The European Union has a long tradition in suppgrtcollaboration
among member states in the areadfication In the wake of approval of the
Lisbon Strategy, actions in the area of educatrentr@ated in a comprehensive
manner and are seen as playing a role in achighimgbjectives assumed in the
strategy. The Education and Training 2010 prograas &pproved in 2002,
while in 2009 the Council of the European Unionegated its revision, taking on
the strategic framework of European collaboratiorthie area of education and
training—ET 2020 (Council Conclusion 2009). Strategpals were defined as
follows:

* Goal 1: Implementation of the concept of lifeloegining and mobility;

* Goal 2: Improvement in the quality and effectivened education and
training;

» Goal 3: Promoting equality, social cohesivenesd,awic action;

« Goal 4: Increasing creativity and innovativenessluding entrepreneurship,
on all levels of education.

At the same time, the Council document defines reaiee levels
establishing the average European results withemsto the above goals.
However, it is clearly stressed that referencelteshould not be seen as being
concrete goals that each state must achieve bgritie@f 2020. Rather, member
states are asked to consider how and to what exdenthe basis of national
priorities and the changing economic situation,ytlean help in mutually
achieving the reference levels using national attio

The main aim of the'Lifelong Learning” Program 2007-2013" is
support for exchange, collaboration, and mobilitmoag educational and
training systems within the European Union so thay can achieve a high level
of quality. A total of EUR 6.97 billion is desigreat for performance of this

5 Annex | to the Council Conclusion of May 12, 2009:fékence Levels Designating the
Average European Result (“European Reference Leyéficial Journal of the European Union
C119, May 28, 2009.
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program (Lifelong Learning Program 2007-2013). Thegram is subdivided
into six subprograms, of where the character of fduthem is sector—oriented.
They are:

* Comenius — A program dedicated to preschool anddckducation,
inclusive of upper secondary schools as well aglired institutions and
organizations, where it is assumed that by theoiide program it will have
encompassed three million pupils (13% of the tbtalget is earmarked for
this program);

« Erasmus — A program addressed to formal educatioa bigher level as
well as professional education and training attthied level of education,
including doctoral studies, where it is assumed Hyathe end of 2012 it
shall have encompassed a total of three millionpjee¢40% of the total
budget is earmarked for this program);

* Leonardo da Vinci — A program intended for profesal education and
training other than at the third educational lewehere it is assumed that
each year shall see 80,000 training courses (25%heftotal budget is
earmarked for this program);

» Grundtvig — A program aimed at all forms of aduttueation, where it is
assumed that 7,000 people shall benefit each yéarof the total budget is
earmarked for this program);

» Transversal Program — A program encompassing akroactivities not
encompassed by the above—specified programs, inglygtomotion in the
teaching of languages;

» Jean Monnet Program — A program aimed at promoteaghing and
research in the field of European integration adl vas support for
institutions active in the sphere of education msdarch on the EU level.

4. European Union Social Policy Outcome Assessment

Any evaluation of EU social policy must take intcaunt the fact that the
primary responsibility for the social sphere lieghmthe member states, where
the supra—national level lacks any “hard” instrutedn carry out social policy
and achieved effects in this field cannot be comgbavith other areas where the
EU level has created a separate set of instrumamisearmarked financial
resources.

With respect to the European Unitabor market, the statement that it is
a collection of national labor markets among whibbre is a free flow of
workers continues to be true. This freedom is agal consistently implemented,
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but the outcome of its establishment is that noroom European Union labor
market has emerged. The reason behind this statfabfs is primarily seen in
the existence of social protectionism in the EUIKRans 2001, pp. 166 and
187-190). The EU labor market is subject to a hidggree of national
regulations and the free flow of workers occursairtie “control” of the host
country. However, efforts are being made to make ldbor market more
flexible.

As presented above, the member states implemdatatif social models
that also vary in their impact on parameters cliaretic of the labor markets of
those countries. For example, the levelgmwiployment ratesin most countries
differ in minusfrom the assumptions of the Lisbon Strategy. Arpleyment
indicator of 70% and above is achieved by only soifrihe old member states,
while the group of countries with the lowest indiara primarily includes the
newest member states.

Observation of a successive indicator—tl@employment rate—
demonstrates that unemployment in the EU decreagsdd the year 2007 and
there was a rapid convergence among the countfr=poft from the
Commission 2009 p. 3). In December of 2008 the ayeiunemployment rate
was still at a moderate level amounting to 7.7%tlher EU27 and 7.8% for the
EU 15. In the euro zone, however, it amounted &63(Eurostat data). The
consequences of global crisis brought about a sudgeowth in the
unemployment rate in countries such as Spain, thécBStates, Ireland, and
Slovakia. In line with data from the end of 200% unemployment rate of those
countries reached double—digit levels (Eurostag)d&tor example, in Spain the
unemployment rate increased to 19%, in the BaliateS it was in the 15.6%—
19.8% range, in Slovakia it was 14.4%, while indnel it was 12.9%. By the
end of 2009, the unemployment rate in certain a@mmtvas twice as high as in
2007. The situation in other member states renednally serious, especially in
light of the high level of internationalization tife economies of member states
and their mutual trade links. The upward tendemcthe unemployment rate in
the above—specified countries was also maintainethe first half of 2010.
Detailed data on the shaping of the unemploymetet irathe EU27, the euro
zone, and the individual member states is presentdthble No. 1. The data
show that differences in unemployment rates ardiadtin agreement with the
subdivision into the euro zone and the remainingnt@es, nor by old and new
member states, but transversely with respect th digsions. The problem of
growing unemployment rates is left for solving de hational level, where open
coordination on the EU level can only help to atéd extent.

Another indicator that shows the differentiationtbé labor markets of
EU countries is the hourly labor cost presentedable No. 2. In 2007, for
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which relatively complete data is available, thétdo of the scale is occupied
by two new member states, Bulgaria and Romaniarenine labor costs amount
to EUR 1.9 and EUR 3.4, respectively. The top & $icale is the domain of
countries such as Denmark (EUR 34.7), Sweden (EBR)3Luxembourg
(EUR 33.0), and Belgium (EUR 32.6).

The basis for these differences is differentiaiiotabor productivity and
related wages as well as differentiation in burdapglied by the state in
connection with utilization of labor. Although trdleat a systematic increase in
hourly labor costs can be seen in the new EU mesthaggs, synchronization of
the basic component of labor costs—wages—does e gossible in the
nearest future. Moreover, it does not seem ecoraiyigistified from the point
of view of poorly developed countries.

With respect tooccupational health and safety the EU has passed
relevant directives and implemented multi-yearntsgi@s (Communication from
the Commission 2007). Effects achieved in thisdfiake assessed as being
positive. A significant fall in the number of aceiits at work was noted while
the Community strategy was in force over the y@a@2—2006. In 2002—-2004
(the most recent available years), the number tai tccidents at work in the
EU15 decreased by 17%, while the number of accsdemtthe workplace
resulting in more than three days absence from wedceased by 20%. It is
expected that new statistical data will confirmsgositive tendencies. The
new strategy for the years 2007—2010 proposesctiiexeement of a new target:
Decreasing the overall work accident indicatorhia EU27 by 25% by the year
2012 through an improvement in healthcare and waslgety (Communication
from the Commission 2007, p. 3).

The main changes that occurred in the field of éqeal treatment of
men and womenare not univocally considered positive (Reportnfrahe
Commission 2008). Over the years 2000-2006 employmeew in the EU27
by approximately 12 million jobs, including 7.5 fioh jobs for women. The
employment rate for women (57.2%) grew over thisggemore quickly than
the employment rate for men—i.e. by 3.5 percenfagjats as compared with
one percentage point. In the group of workers aged fifty—five, growth in the
employment rate for women (7.4. percentage poim&s as quick as growth in
the employment rate for men. As a result of thdsanges, divergence of the
employment rates for men and women decreased fioingercentage points in
2000 to 14.4 percentage points in 2006. This issitipe phenomenon from the
point of view of the assumed goals of the Lisborategy (Report from the
Commission 2008).

However, qualitative changes were not positive e same extent as
guantitative changes. Remuneration, labor markgtegation, and women in
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decision—making position indicators have not derratesd significant changes
for many years. Differences in wages have beerdgtana level of 15% as of
2003, which is only one percentage point less tima@000. Segregation by
sector and profession in accordance with sex hiadaweased. In fact, it is even
growing in certain countries, which means that wonveho have recently

entered the labor market found employment in secamd professions that are
already strongly feminized. The presence of wonmemanagerial positions in

companies has stabilized at a level of 33%, whilpdlitical posts it amounts to
only 23%. In the case of women, reconciling prafess and personal life

continues to be more difficult than in the casenain. The employment rate in
the case of women with small children amounts td%2 while the employment

rate for men in the same situation is 91.4%. Oveed—quarters of those
employed part—time are women. More women (by omegogage point) are also
employed for a stipulated period of time (15.1%ggBrt from the Commission

2008).

The European strategy for economic and employmentty (“better and
more humerous jobs”) seems to be bringing in faslerguantitative effects, but
gualitative changes are not visible. This diffeeeias an impact on the social
situation of women.

5. The Approach of the European Union to CorporateSocial Responsibility

References to corporate social responsibility maydund in initiatives
and documents of international organizations, ididg initiatives such as the
UN Global Compact, OECD Guidelines for Internatior@ompanies, the
Declaration of the International Labor Organizatmm Fundamental Principles
and Rights at Work, and the Rio Declaration on Natural Environment and
Development Agenda 21. They indicate bilateral benéhat can be achieved
by parties interested in implementing the concejpt corporate social
responsibility.

Corporate social responsibility is also treated as exceptionally
important problem by the European Union. In Lisbion2000, the Council of
Europe appealed to European companies for conscmperate responsibility.
The year 2001 saw the approval of the Green Papdtromoting a European
Framework for Corporate Social Responsibility. Dixgective of that document
was the launching of a debate on the concept dhls@sponsibility and ways of
creating partnerships for the development of a pemo approach to this
qguestion. What was defined at that time was s$oeial responsibility of
companies as the voluntary taking into account byampanies of social and
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environmental matters in their operations as in rehtions with interested
parties (Green Paper 2001, p. 4). In line with this concte company decides
to go beyond minimal legal requirements and ohiigest as derived from
collective agreement in order to take social néetdsaccount.

In 2002 the European Commission proposed a straveigyted at the
dissemination of knowledge regarding corporate arsibility and its positive
impact on Europe’s business and society, the exghah experience and best
practices, the promotion of managerial skills ie tiealm of corporate social
responsibility, spreading this concept amidst sna@t medium enterprises,
bringing the practices and tools used by compatieser, incorporating social
responsibility into Community policy, and the cieatof a multilateral forum of
stakeholders on the EU level.

In its communication of 2006, entitled Implementithge Partnership for
Growth and Jobs: Making Europe a Pole of ExcelleooeCorporate Social
Responsibility, the European Commission announcgpat for a European
alliance for socially responsible companies. Thisimderstood as something of
a political “umbrella” for new and existing initiaés in the area of corporate
social responsibility as undertaken by both majompanies and SMEs.
However, this is not a legal instrument. Compauxiesot have to sign into the
alliance, but may support it on a voluntary basise role of the Commission is
to encourage companies to provide access to infaman social responsibility
to all interested parties, including consumersestors, and the public. The
communication proposes actions concentrated ofollosving aspects:

 Increased awareness and the exchange of bestcpsadti the area of
corporate social responsibility;

e Support for multilateral initiatives, such as therr@ean Platform for
Nutrition and sector—oriented social dialogue cotte®s;

» Collaboration among member states;
« Consumer information and transparency;

« Research work, especially interdisciplinary reseairto the dependence
between corporate social responsibility and cortipetiess and sustainable
development;

« Education, the accumulation of knowledge on congosacial responsibility
and the introduction of this topic into curriculums
« Small and medium enterprises and facilitating astharge of experience;

* The international dimension of corporate social poesibility, the
dissemination of knowledge concerning instrumentsd ainitiatives
undertaken on the global and international level.
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European Commission documents stress the facthtbe is agreement in
Europe as to the definition of corporate sociapoesibility in spite of the fact
that its character and description vary dependimgaiional and cultural context
(Communication from the Commission 2006).

6. Conclusions

1. The sustainable development of a country or argiated group requires
a taking into account of social matters in socrad aconomic policy and in
solving social problems making their appearancer abye course of
accelerated economic growth. Social policy condlicie the EU level may
be seen as an instrument of the broader EuropeaanUstrategy of
sustainable development, although its Europeanizas not advanced. In
connection with the limited extent of Europeaniaatdf social policy, the
weight of solving social problems mainly rests vilte member states.

2. EU social policy is “looser” in character than atieU policies and its
scope is limited to those fields in which the givember states were
willing to transfer certain rights to the Europdanion level. The treaty of
Lisbon—i.e. the Treaty on the Functioning of thedfiean Union—which
came into effect on December 1, 2009, does notgeh#re character, goals,
scope, or instruments of EU social policy in argnfficant manner.

3. The European Union supports and supplements tianaaif member states
in the social sphere, which signifies that the EMel may formulate, by
way of directives, minimum requirements to be gediguintroduced with
respect to areas as defined in the Treaty.

4. The European Union applies open methods of codidiman the area of
social policy. This signifies the leaving of deoiss in the area of social
policy on the national level, where, simultaneousiforts are made at
improvement through the promotion of Community goahd Community
indicators (reference marks) as well as by comparatssessment of the
state of national policies.

5. The open method of coordination encompasses basitids of social
policy understood in the traditional sense. EU aocpolicy also
incorporates areas related to work such as labacefomobility,
unemployment, worker rights, industrial health aadety, and equality of
the sexes into its sphere of interest. At the stime, it notes that social
policy on the EU level is “shallow” in areas deentedbe primarily for
national policies, namely social security and ineagiistribution.
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6. Support for the concept of corporate social resipiitg supplements
action for sustainable development of the Europdsion. Corporate social
responsibility is defined as the voluntary takingtoi account by the
company of social and environmental questions snoperations and in
relations with interested parties. Pursuant with dbncept, companies take
the decision to go beyond minimum legal requirementd obligations as
stemming from collective agreements, in order ke tiato account society’s
needs.
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Table 1. The Unemployment Rate in the Countries of #nEuropean Union, the United States,

and Japan, 2008-2010, %

Item December 2008 June 2009 December 20(*)9 May 2010
EU27 7.7 8.9 9.4 9.6
Euro zone (16) 8.2 9.4 9.9 10.0
Belgium 7.1 7.8 8.2 8.6
Austria 4.2 5.0 4.7 4.0
Bulgaria 5.4 6.4 8.6 9.7
Czech Republic 4.7 6.7 7.5 7.5
Denmark 4.1 6.1 7.2 6.8
Germany 7.1 1.7 7.4 7.0
Estonia 7.7 13.3 15.6 19.09
Finland 6.9 8.4 8.8 8.6
Latvia 11.3 17.2 19.8 20°0
Lithuania 8.1 13.5 15.9 17.48
Ireland 8.3 12.1 12.9 13.3
Greece 7.9 9.2 10.2 11.09
Spain 14.8 18.1 19.0 19.9
France 8.5 9.4 9.8 9.9
Italy 7.0 7.6 8.5 8.7
Cyprus 4.0 5.3 6.2 7.2
Luxembourg 5.3 5.8 5.2 5.2
Hungary 8.5 9.9 10.7 10.4
Malta 6.1 7.2 7.1 6.7
Netherlands 2.8 3.3 4.0 4.3
Poland 7.0 8.1 9.1 9.8
Romania 5.9 6.4 7.6 7.4
Portugal 8.1 9.6 10.2 10.9
Slovakia 9.3 11.6 14.4 14.8
Slovenia 4.2 6.2 6.5 7.1
Sweden 7.0 8.3 8.9 8.8
Great Britain 7.8 7.7 7
United States 7.2 9.5 10.0 9.7
Japan 4.3 5.3 5.2 5.2

Source: Harmonized unemployment rate by gendetal; tutp://epp.eurostat.ec.eu.
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Table 2. The Hourly Labor Cost in the Countries of theEuropean Union, 1998-2008, EUR

Country 1998 2000 2004 2005 2006 2007 2008
EU27 17.08 18.32 20.25 20.47 19.84
EU25 17.36 19.35 21.45 21.82 21.49
EU15 19.99 21.96 24.31 25.13 25.7¢ : :
Belgium : 26.61 30.30 30.62 31.43 32.5¢6 33.66
Bulgaria 1.11 1.23 1.45 1.55 1.65 1.89
Czech Republic| 3.23 3..86 5.85 6.63 7.14 7.88
Denmark 24.63 26.53 30.7 31.98 33.09 34.74
Germany 23.60 25.00 26.90 27.10 27.6( 27.80 :
Estonia 2.42 2.85 4.24 4.67 5.5 6.6 7.51
Ireland : :
Greece 9.77 10.98 : : :
Spain 14.13 14.22 14.76 15.22 15.71 16.39 :
France 22.94 24.84 28.46 29.29 30.25 31.24 31.97
Italy 18.30 18.99 21.39 : : : :
Cyprus 8.19 9.10 11.10 11.65 11.98 12.45: 13.31:
Latvia 1.71 2.22 2.52 2.77 3.41 4.41 5.472
Lithuania 1.95 2.63 3.22 3.56 4.21 5.09 :
Luxembourg 21.56 24.48 29.97 31.10 31.98 33.00 33.63
Hungary 3.02 3.63 5.54 6.14 6.34 7.13
Malta : : 7.77 8.35 8.69
Netherlands 20.18 22.31 27.23 27.41 : :
Austria 22.17 23.05 25.32 26.23 26.9¢6 27.61
Poland 3.73 4.48 4.74 5.55 6.03 6.78 :
Portugal 7.6 8.13 10.2 10.6 10.97| 11.37% 11.78:
Romania : 1.41 1.76 2.33 2.68 3.41
Slovenia 8.51 8.98 10.41 10.76 11.29 12.09
Slovakia 2.91 3.07 4.41 4.80 5.33 6.41 :
Finland 20.40 22.10 25.34 26.70 27.2( 27.87 29.38
Sweden 23.99 28.56 31.08 31.55 32.16 33.30
Great Britain 19.16 23.71 24.71 24.47 25.5] 26.39

Source: http://epp.eurostat.ec.europa.eu.
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Streszczenie

POLITYKA SPOLECZNA UNII EUROPEJSKIEJ JAKO INSTRUMEN T
ZROWNOWA ZONEGO ROZWOJU

W artykule zostata przeprowadzona analiza i ocepdityki spotecznej Unii
Europejskiej (UE), w kontgkie réwnowadenia rozwoju spoteczno-gospodarczego
ugrupowania. Proces europeizacji polityki spote¢zhdE nie jest zaawansowany.
W zwigzku z tym, etar rozwigzywania probleméw spotecznych spoczywa gtownie na



138 Janina Witkowska

krajach cztonkowskich. Polityka spoteczna UE madbegj ,luzny” charakter ni inne
polityki UE i jej zakres jest ograniczony do tychiedizin, w zakresie ktérych kraje
cztonkowskie byly sktonne do przekazania pewnycawimei na szczebel unijny. UE
jedynie wspiera i uzupetnia dziatania qsw czlonkowskich w sferze spotecznej.
Jednoczénie UE wspiera ide spotecznej odpowiedzial§m przedsgbiorstw. Spoteczn
odpowiedzialné przedsgbiorstw definiuje si jako dobrowolne uwzeglinienie przez
przeds¢biorstwa problematyki spotecznej iekologiczney swojej dziatalngci

i stosunkach z zainteresowanymi stronami.
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Changes in the system of organization and financingf culture in Poland
in the years 2001-2008

Abstract

After the collapse of socialism the democratic cies of the Polish
government and the society are still in the wafoohing process. After the year
1989 till now Poland make some formal and crucitdps to change the
administrating system, also in the field of cullysalicy and art institutions.

This article will show the major reforms and chasgen public
administration system in Poland according to chanigethe sphere of culture in
the years 2001-2009 and the final form of the calfinance system. The reason
of this time horizon is, that before year 2001 tlsga have been incomplete
according to the spatial regional reforms in thedb administration systems.
I will try to show the effects of changes, suctha& new administration and
local governments use culture as a part of econarapital of the regions and
cities, | will show changes in public expenditurts culture and new
possibilities and plans of financing this spherd’land.

1. Introduction

After 1989, Poland began the process of socio-enantransition. The
goal of this process was the transition from a redigt planned economy to
a market economy. The transformations affectedpinere of culture too.

YUniversity of L6d
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One of the main dilemmas associated with cultunengutransition was
introduction of commercialisation into the secttirwas finally decided that
culture would be funded based on a decentralisedlemoThe public
administration reform moved some responsibilities flinding and organizing
cultural activities to the self-government level.

The reorganization of the cultural financing systith seems incomplete
and the system itself has not taken its final shagie This conclusion can be
drawn from the fact that Polish culture is stildenfinanced and marginalised by
politicians, despite all the reforms. The annuabportion of cultural
expenditures in the total spending of the stateggbtitias been almost the same
for many years. It oscillates around 0.5% and dtefin falls short of the
European average. This situation makes it nece$sathe Polish government
to launch in-depth reforms to modify the presentificing system of cultural
activities.

In this paper the reforms that affected the sysfemorganizing and
financing cultural activities operated in post-19B8land are presented and
discusses their outcomes. The status of culturalifig under the present system
is also analysed.

2. Changes in the system for organizing and finaneg of culture in Poland
after 1989

The immediate reason for the changes made to eutttganization and
funding in Poland was the reorganization of theneomy management systems.
In 1989, Poland left behind a command economy systat was typical of the
entire bloc to replace it with a market economyisThramatic change in the
established economic rules could not happen withonotprehensive, economy-
wide reforms that affected also the sector of calthat was viewed as part of
the social services sector.

The corner stone of the then command economy wasatieation of
decisions within all fields of the economy. As agieé source of cultural
funding, the state had huge possibilities of infitiag the goals of cultural
institutions.

Economic reforms commenced after the year 1982. mbdifications
made to the system for financing production indiyeaffected the system for
funding culture. The new solutions mainly aimedrating non-budget sources
of cultural funding without harming the state’s doant position in this area. As
the reforms lacked boldness, the traditional cominanoonomy system was
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ultimately replaced with one representing a sorinbérmediate centralisation
deprived of internal cohesion.

The main goals of the changes that were made teystem of culture in
the post-transition period comprised the introdurctdf mechanisms facilitating
rational management of public funds, the reorgditima of the public
administration’s powers in the extent of organizargl funding culture, and the
provision of new solutions within the funding, sagsion and management of
cultural institutions, such as decentralization management, widening the
scope of their autonomy, and establishment of légahework accommodating
cultural patronage and sponsorship.

In the late 1980s, Polish economy went through @cess of radical
changes. The new government designed a reforms tha economy on a free
market system. Targeting the economic sphere ifirtsteplace, the reform also
redefined the state’s role in funding culture. 89Q, culture stepped on a path of
change (Kietliska 1995, pp. 73-74).

Transition started at the end of 1980s and deeplgtifred not only the
character of the state, but also the structurefamections of its central and local
public administration bodies. The transformation tbé country’s political
system that was undertaken in 1989 was a top-tm#noprocess led by the
government and the parliament. The process proygdétic administration with
completely new functions and tasks that were necgs®r the political and
economic reforms to be successful. In very genemahs, the early reforms
aimed at overall democratisation of the state caetbiwith decentralisation of
its government. The starting point for the publaménistration reform was
restitution of a territorial self-government systeas a result of which state
administration was divided into two levels: the tahgovernment and self-
government units. To carry out the plan, the Pawdat enacted laws (the
territorial self-government act of 8 March 1990 dhd act on territorial bodies
of public administration and self-government emplkey of 22 March 1990) that
restored the fundamental division of public adnmai$on that had already
existed in interwar Poland (Hausner, Kan2@05, p. 138).

Among the systemic changes that the Polish ecorexpgrienced after
1989, decentralisation was crucial for the sectautiure'. There are distinctive
stages in the process.

! As a result of decentralisation, Poland was diideto the following territorial units of
public administration (by GUS statistical data #008): 16 regions (NUTS 2), 314 counties and
65 towns with county status (NUTS 4), 2478 commuhasTS 5).
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Stage 1 spanned the years 1989-1991 and was avduotion to
transition. In that period, the book market andthesic market were privatised
and the decentralisation of public tasks withintund was initiated. Most
institutions responsible for promoting culture, iieraries, community centres,
clubs and some museums were handed over to commihi&sact equally
stemmed from the decision to implement the primspbf a new, democratic
state and the bad economic condition of the state.

The second stage took place in the period 1991-18%¥stemic reform
of cultural institutions was initiated then. The magement of cultural
institutions was clearly decentralised, as a restiivhich they were divided
(and still are) into three groups corresponding tte three levels of
administration in the country. Cultural institutorin group 1 have special
importance for the national culture, so they aredlly run and funded by the
Ministry of Culture and Art. Cultural institutionsategorised as group 2 were
placed in the care of the government. They arersigael and funded by the
governors of the regions (voivodeship), having asoeng support from the
central government. Group 3 institutions are madalgge the territorial self-
government units (TSGUs) and their activities aidec@ by the regional
governors. In 1991, the act on the organisation murduit of cultural activity
was passed (Dz. U. [Journal of Laws] of 1991, rial, tem 493).

The third stage of decentralisation covered thesy@893-1997, but no
major changes aimed to continue decentralisatione wmplemented then.
Simultaneously, the central government made nunsegestures to manifest the
state’s protective attitude towards culture.

The fourth stage of decentralisation commenced987land ended in
2001. During the four years, the process of deagsétion was completed. Self-
governing counties and regions appeared — ther |diézame the main
supervisors of a majority of cultural institutiotiet had been previously run by
the stateRaport o stanie kultur009, pp. 17-19).

3.The involvement of public administrations in theorganization and
financing of cultural activities after the processof decentralization

The decentralisation of public administration cheshgthe scope of
particular public units’ share in supervising anechding cultural activities.
Notwithstanding, the involvement of the state bsedgestill substantial, as they
regulate the supervision and funding of culturaivitees while being immediate
supervisors of cultural institutions.
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The regulatory function of the state bodies coasistmaking decisions
and laws applying to cultural activities. The pipat and central organs of the
state administration are still responsible for sujgéng and conducting cultural
activities, and the principal state administratimdy for culture is the minister
of culture.

The range of the minister’s responsibilities inésdupport for shows and
entertainment, organization and support for aril@tibns, as well as protection
of cultural assets, museums, folk culture and tartfeandicraft. The minister is
also responsible for cultural education and inteonal cultural exchange,
supports publishing activity, bookshops, libraresd readership, as well as
amateur artistic movement, regional and socio-calltiorganizations and
associations.

In addition to the above functions, the ministecofture is an immediate
supervisor of the national cultural institutions, ithe units that have been put on
the list of key assets in the development of natienlture, such as the National
Library in Warsaw, the Philharmonic Orchestras irargdaw, Pozna and
Krakow, and the National Audiovisual Institute.

The group of cultural supervisors changed signifilyabetween 1991 and
1998. Besides the minister of culture, regions gomes and self-governing
communes were also made responsible for supervesmy funding cultural
activities in Poland. The governors were given thght to supervise state
cultural institutions, such as regional public &éibes, bureaus for art exhibitions,
philharmonic orchestras, operetta theatres, thgated museums. The state
cultural institutions were the governors’ respoiligjountil 1998.

In May 1990, communes joined the group of legitenatulture
supervisors. The territorial self-government act1800 obligated commune
authorities to execute public tasks, mainly thastisfying the collective needs
of local communities, including the cultural on€siltural activity has remained
the communes’ obligatory own task to date. As facalture is concerned, the
communes are primarily responsible for the managénef institutions
promoting culture and communal libraries. Althouglitural activity has been
classified among the communes’ own tasks, theirgabbns have not been
specifically defined. This situation creates a véifficult problem, because the
shape of the cultural life in a local communityosigly depends on the local
government’s good will and involvement, on one haadd the energy and
persuasive powers of cultural groups in the regmm,the other (Przybylska
2007, pp. 52-55).

The group of culture supervisors was extended ©91® include also
counties and regions, in addition to communes. dthties are responsible for
culture and the protection of cultural assets at shpra-commune level. The
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regions are legally obliged to pursue regional tgument policies, one element
of which is fostering cultural development and theotection and rational
utilisation of cultural heritage. Besides, the e are entitled to perform
cultural tasks and protect cultural assets at thigodeship level. Following
decentralisation, the voivodeship governors lostirtifunction of culture
supervisors after 1999 and the cultural institigidney managed were handed
over to counties. Following the same pattern, dggonal self-government took
over cultural institutions acting in the regiongjigh the ministers and heads of
central agencies had supervised before (Przyb@8Ra, pp. 52-56).

4. Reorganization of the sources of cultural fundig in Poland

The main source of cultural funding in Poland iargs paid by the state
budget and TSGU budgets. Private sources, suchuasidtions and sponsors,
also support culture.

As far as the budget funding for Polish cultureasicerned, three periods
can be differentiated. Before 1981, culture wasiéshdirectly from the budget.
In the second period (years 1982-1990), culturesugported financially by the
Cultural Development Fund. The third period staited991; direct funding of
culture from the budget was resurrected then, oat hew political reality and
according to different rules (Kiefiska 1995, p. 78).

Until the late 1970s, the state budget paid for teaxcial services,
including culture. This policy was pursued very sistently, regardless of how
much the budget could redistribute. The effectigsnef the economy in the
Polish People’s Republic was low, which caused eleas demand for
subsidising production. Consequently, budget atlona to culture and other
social services were limited and fell short of tieeds.

When the state budget is not efficient enoughnarfce the provision of
social goods, funds become an alternative souraadd-use special budget
resources or these having the character of budgenues, or public funds
dedicated to the execution of the named tasks.eTaex basically two types of
funds. One is state funds that are distinguishedthigy obligatory mode of
making contributions to them. The other categomtams social funds that
receive voluntary payments from businesses, sangtitutions and private
persons.

Funds were liquidated in Poland in 1951, but admren years, in 1958,

the difficult economic situation made the statectieate them. Compared with
the budget, funds offer a range of advantages:
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» As a vehicle for redistributing funds, they are enfiexible than the budget,
because they do not have to comply with strict letiddassification rules
and funds unspent in one year can be used in tti@ne.

« Since they enable raising funds outside the budgetatter can make up for
its shortages. Because the public is obliged toenfadancial contributions
to the funds, certain amounts of cash can be didimen the market and
spent on social purposes, which somewhat decedardtation.

The economic reform of 1982 reorganised the culfumding system. The
most important thing was the establishment of théu€al Development Fund
(CDF) that was intended to guarantee a steadywnftd funds to culture
(lwaszkiewicz, 1999, pp. 90-93).

The Fund was formed pursuant to the National Caillt@ouncil and
Cultural Development Fund act of 4 May 1982 (Dz.nd.14/82, item 111) as
a means enabling a departure from the budget-fusgieteém of culture towards
a non-budget system based on special funds. Actintipe central, regional,
urban and communal levels, the Cultural Developnfemd (CDF) guaranteed
that culture would be funded at each of them. Hewrethis broad scale of
funding responsibilities limited communes in makitigeir own financial
decisions and reduced their autonomy. The CultDeelopment Fund was
mostly funded from its share in the state budgeémaes, which corresponded
to 13.6% of the wage fund tax collected in the aralised economy. In the
years 1986-1987, the rate was increased to 14%nah@i88 it reached 14.5%.
The CDF was also entitled to a 15% share in thesanrevenues of the Anti-
alcohol Fund. The CDF would also receive voluntdopations and bequests
made by legal and natural persons, but their tedédle was marginal. The
Cultural Development Fund was disbanded on 14 Dbeeri990 by the act
abolishing and disbanding some selected funds (Dmo. 89/90, item 517)
(Grad, Kaczmarek 2005, p. 264).

With the building of a new political and economigsem after 1989,
a market mechanism was introduced into culturghénearly transition years,
words such as ,market”, ,market mechanism” or “coenomlisation” were
frequently overused, expressing as much the urghdage things as the desire
to burn all bridges with the previous system. Vesiceuld be heard from time to
time that called for subjecting the entire econoingluding culture, to market
rules, which would have very likely caused a t@@akdown of the system of
culture in Poland. The government’s decision alpautial commercialisation of
culture seems right, though. Cultural funding inad has evolved since the
1990s, going from classical patronage (with théesta a benefactor to culture)
to regular and planned sponsorship. Today, publitd$ go to culture both
directly and indirectly.
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Under the first mode of funding, public authoritidsoth the central
government and the territorial self-government gs)nitsupport cultural
institutions and organizations with subsidies andventions. The criteria and
rules for such assistance must be transparentanghtounts of funding known.

The indirect mode of funding involves the provisifrsystemic solutions,
usually based on the fiscal mechanisms, that asigmied to encourage the non-
budget sources to fund culture.

Foundations are becoming an additional source oflifg for Polish
culture and they have the capacity for improving financial status. Most
foundations in Poland run some kind of busineswities and assist culture in
some fields. Their growth was and is associatech wiite introduction of
economic and systemic changes. It is also stramhg¥en by legal loopholes that
allow taxpayers to avoid their obligations. Unfordtely, their role in funding
culture is insignificant (Grad, Kaczmarek 20052p1).

5. Public administration expenditure on culture andprotection of national
heritage between 2001 and 2008

In the analysed period, total expenditures fromdtfa¢e budget increased
(table 1). In 2001, real budget expenditures tethlll72,885 million PLN,
growing to 229,960 millions in the last year of tealysis.

The real cultural funding provided by the statedmricdyenerally grew too,
excluding the year 2002 when it dropped to 793iomIPLN from 938 million
PLN a year before.
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Table 1.Total and cultural expenditure of the state hdget in real terms in the years
2001-2008 (in million PLN, constant prices of 2008nd growth indices

2001 2002 2003 2004 2005 2006 2007 2004
Total 172885| 18014(0 183293 182137 186024 196663 5@T 229960

Culture | 938 793 870 978 922 997 1133 1231
1300 1.2
1200 - 7 15
1100 7 - 1 105
1000 |— / - -+ 1
900 / ] | 4 095
/ 1 0.9
800 [Y] _’* T |+ 0.85
700 0.8

2001 | 2002| 2003 2004 2005 2006 2007 2008
C—Culture: real expenditure min.
PLN c.p. 2001
—— Culture: growth index of
expenditure, previous year=1
Growth index of total budge
expenditure

938 793 870 978 922 997 1133 1231

1 0.85 1.10 1.12| 0.94 1.0 1.14 1.09

1 1.04 1.02 0.99 1.02 1.06 1.11 1.06

Source: GUS statistical data, Statistical Yearb2@®9.

The growth indices characterising total real exjgenels from the state
budget show that both nominal expenditures and tigmamics grew in the
period in question, slightly declining only in 2004owever, in 2002 and 2005
real budget allocations to culture decreased barkb6 per cent, respectively,
compared with the previous years (table 1).

The data and the graph in table 2 presenting tlaeshof cultural
expenditures in the total state budget's spendingeliation to the rate of GDP
growth show quite diverse responses of the budgetiged cultural funding to
changes in economic growth.
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Table 2. Shares of real cultural expenditures in t@l state budget’'s spending and the rate
of GDP growth (%)

0.56 2 45
054 [ = e
\ AN ’ ~ + 35
0.52 | N N 7 e [
\ / ‘ / T3
e 050 | N ] . , s
E Q / N /
” 048 [ = ~ —T 2
/ ¢ 1
0.46 | ‘\ — 15
/
044 — | | " [+ 0.5
0.42 0
2001 2002 2003 2004 2005 2006 2007 2008
C— Share 0.54 0.44 0.47 0.54 0.50 0.50 0.52 0.54
- ® - Growthrate 4.1 2.3 0.4 4.2 2.7 15 3.9 3

Source: computed and developed by the author based GUS statistical data, Statistical
Yearbook 2009.

The total cultural spending from the TSGUs budgetsvell as cultural
expenditures made by particular TSGUs showed anawgpwrend (table 4).
Cultural funding increased the most in towns witluraty status (growing from
729 million PLN in 2001 to 1,656 millions in 2008e. 2.27 times). Regarding
counties, their cultural spending decreased ininkrestigated period from 79
million PLN in 2001 to 69 millions in 2008, i.e.&times.

TSGUs' total spending followed a similar trend dseit cultural
allocations (table 3). Real expenditures were galyerising at all levels of self-
government. Total expenditures increased the nto#tearegional level (from
4,737 million PLN in 2001 to 10,760 millions in 280.e. 2.27 times), while at
the county level they grew the least.
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Table 3. TSGUs' total spending in real terms in the gars 2001-2008 (in million PLN,
constant prices 2001)

including:
Years Total Towns
Communes with county Counties Regions

status
2001 82734 38568 25136 14293 4737
2002 81917 34419 30763 12461 4274
2003 78446 35461 27323 11095 4567
2004 84470 37719 29608 11465 5402
2005 92780 40968 32615 12415 6782
2006 106002 46962 36415 13770 8855
2007 111296 48336 39546 13852 9561
2008 120141 52045 42346 14990 10760

120000

100000 [ ]
80000 ] g
60000
40000

20000 o H

MR

2001 2002 2003 2004 2005 2006 2007 2008

[I] Communes . Towns with county status E Counties I:l Regions

Source: GUS statistical data, Statistical Yearb2@®9.

The results of the analysis of the structure ofeexfitures for culture from
the budgets of the local government units by tipe tgre as follows.The largest
percentage of expenditures on culture have a coresilihe regions are
characterized by the lowest percentage of expemditiDuring the periodonly
the regions have increased their share in the tameicof expenditures on
culturefrom the budgets of local governments.
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Table 4. TSGUs’ cultural spending in real terms in tle years 2001-2008 (in million PLN,
constant prices 2001)

of which:
Years Total Towns
Communes with county Counties Regions
status
2001 2580 1120 729 79 652
2002 2569 1006 891 53 617
2003 2548 1015 837 53 642
2004 2761 1073 927 56 706
2005 3072 1187 1070 55 760
2006 3743 1492 1255 73 924
2007 4078 1560 1451 68 999
2008 4479 1684 1656 69 1069
450¢
400¢
350C
300¢
250C
200C

150C
100C
500

2001 200z 200:< 2004 2005 200¢ 2007 200¢€

== Communes ||||||||||| Towns with county status . Counties & Regions

Source: GUS statistical data, Statistical Yearb2@®9.
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Table 5. Structure of the expenditures from the budgts of local government units by type

of which:
Years Towns
Communes with county Counties Regions
status

2001 46.62 30.38 17.28 5.73
2002 42.02 37.55 15.21 5.22
2003 45.20 34.83 14.14 5.82
2004 44.65 35.05 13.57 6.40
2005 44.16 35.15 13.38 7.31
2006 44.30 34.35 12.99 8.35
2007 43.43 35.53 12.45 8.59
2008 43.32 35.25 12.48 8.96
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25,00
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15,00 —y

10.00 ——— . .

500 | ——m——E———— &
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—&—Communes——Towns with county status Counties —jll— Regions

Source: GUS statistical data, Statistical Yearb2@®9.

Looking then at the growth trend showing total regbenditures from the
TSGUs’ budgets we see that relatively largest es@e occurred in towns with
county status (1.7 times) and in regions (2.3 tfmekile at the county level the
smallest increases in total real expenditures weted.

Analysing cultural expenditures’ share in total T&5spending (table 7)
we find that the share was the largest in the reggibut it was steadily declining
year by year (from 13.76% in 2001 to 9.94% in 2008)

Communes rank second in terms of the share ottdtiral expenditures
in total spending. Between 2001 and 2008, the sioarfrom 3.12% to 3.73%.

In the examined period, the share of cultural edfiares in total
spending increased the most in towns with couraiust i.e. by 1.01%.
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Table 6. Shares of TSGUS’ real expenditures in totadpending on culture and protection
national heritage in the years 2001-2008 (%)

of

—4—Tota —M—Communes =d—Towns with county status == Counties == Regions

Towns
Years Total Communes with county Counties Regions
status

2001 3.12 2.90 2.90 0.55 13.76
2002 3.14 2.92 2.90 0.43 14.45
2003 3.25 2.86 3.06 0.48 14.07
2004 3.27 2.85 3.13 0.49 13.06
2005 3.31 2.90 3.28 0.44 11.20
2006 3.53 3.18 3.45 0.53 10.43
2007 3.66 3.23 3.67 0.49 10.45
2008 3.73 3.24 3.91 0.46 9.94
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Source: computed by the author based on GUS &tatidata, Statistical Yearbook 2009.
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Table 7. Dynamics indices of TSGUSs’ total spending imeal terms in the years 2002-2008
(previous year = 1)

Towns
Years Total Communes with county Counties Regions
status
2002 0.99 0.89 1.22 0.87 0.90
2003 0.96 1.03 0.89 0.89 1.07
2004 1.08 1.06 1.08 1.03 1.18
2005 1.10 1.09 1.10 1.08 1.26
2006 1.14 1.15 1.12 1.11 1.31
2007 1.05 1.03 1.09 1.01 1.08
2008 1.08 1.08 1.07 1.08 1.13

1.40

130 —
1.20 A //
\__~

1.10 \
1.00 4 5
0.90 1 \¢
0.80
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I —+4—Total —@—Communes == Towns with county status=>=Counties =¥=Regions

Source: GUS statistical data, Statistical Yearb2@®9.

Between 2004 and 2008, real amounts expended bynooss, towns
with county status and counties were very similRegarding total real
expenditures made by the regions the changes imdyhamics indices form
a different pattern, clearly pointing to higherreases in the years 2004-2006.

The above situation did not significantly affece thynamics of cultural
expenditure, though. Regardles of the TSGU type,dynamics indices were
similar between successive periods, counties bémegonly ones showing
somewhat stronger deviations from the indices’ agertrend.



154

Adam Mateusz Suchecki

Table 8. Dynamics

(previous year = 1)

indices of TSGUs' real cultural exgnditures in the years2002-2008

0.90

Towns
Years Total Communes with county Counties Regions
status
2002 1.00 0.90 1.22 0.67 0.95
2003 0.99 1.01 0.94 1.00 1.04
2004 1.08 1.06 1.11 1.05 1.10
2005 1.11 1.11 1.15 0.98 1.08
2006 1.22 1.26 1.17 1.31 1.22
2007 1.09 1.05 1.16 0.94 1.08
2008 1.10 1.08 1.14 1.02 1.07
1.40
1.30 %
1.20
[—
1.10 ‘\\
1.00 1 \y/ V,JK
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200z

2002

2004

200¢
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I =@=-Total ==f==Communes =>=Towns with county status=>k=Counties =@=Regions

Source: GUS statistical data, Statistical Yearb2@®9.

6. Conclusions

The model of cultural funding as used in Polandaypdand particularly
cultural institutions’ financial dependence on betdgllocations, constrains the
financial autonomy of some of them, making themo atdministratively
subordinated and politicized. Some cultural ingtis, aware that strings are
attached, may decide to trade their freedom of ngakindependent
programming decisions for financial support enaplineir existence. It is more
and more common for the institutions to avoid mamechanisms and to
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assume the position of organizations having vetig lautonomy within the state
system of culture. As a result of the state buttgétg a basic source of cultural
funding in Poland, the programme competition amouljural institutions has
decreased, bringing stagnation and lower qualittheir services. The changes
introduced after 1989 made cultural institutionime to their conservative and
opportunistic attitude towards the central govemimehich the transition was
expected to dispel.

The ,Report on the Condition of Culture” preparedre request of the
Ministry of Culture and National Heritage in 2009opdes the following
conclusion:

[...] Culture will not thrive and adequately supposbcio-economic
development under conditions generated and repredidy the administrative
bureaucracy, even if it is provided with better ding. To overcome the
syndrome permanently, the public cultural sectos tmbe made more open to
the market and the civic society, and the privatd aivic cultural sectors need
to be provided with the same rights as those hglthk public sectofRaport
o stanie kultury 2009, p. 10).

One of the madifications to the Polish system dfural funding that has
been proposed for many years calls for giving gdarole to private funding.
Cultural patronage and private funds representytpgst a fractional addition to
the public sources. Although Polish legislationyiles for some instruments of
private patronage that are already used in manypgdean countries, such as
corporate sponsorship, tax-deductible private donaf lotteries and loans, they
are rarely used in practice. This is probably duthe weak involvement of the
public authorities and the cultural lobby in makipgvate entities reach for
these instruments, the defective laws and stilbtméd tradition of supporting
culture among private entities. The last causéigatable to the long reign of a
command economy in Poland that effectively conteduto the atrophy of
private entities’ social responsibility for culture

The decentralisation of public administration thets completed in 1998
obviously provided cultural institutions with betteperational environment, as
proved by the growing amounts that the TSGUs, maiommunes, regions and
towns with county status, allocate to culture ahd protection of national
heritage. This trend originates from the local adstiation’s strengthening
belief that cultural development is an importargida in consolidating regional
identity and in regional development. Only countiese not measured up to
their role of culture supervisors, but the reasotneir very tight budgets. One of
the proposals that are being considered todaysdtadt the responsibilities for
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organizing and funding cultural activities shoule baken away from the
counties and that the cultural institutions shoute¢ handed over to
municipalities.
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Streszczenie

ZMIANY W SYSTEMIE ORGANIZACJI | FINANSOWANIA KULTUR Y
W POLSCE W LATACH 2001-2008

Po roku 1989 zostaly w Polsce zostaly przeprowaglzoeformy systemu
administracji. Zmiany te dotyczyty rowaigolityki kulturalnej i organizacji kultury.

Artykut ukazuje gtéwne reformy i zmiany jakie zasetsystemie administracji
publicznej, a zwlaszcza w sferze kultury w lata®0122009 oraz ostateczny ksztat
organizacji i finansowania kultury w Polsce. Pownd@rzygcia takiego horyzontu
czasowego jest fakte przed rokiem 2001 dane mogtychbyiekompletne z powodu
reform systemu administracji lokalnej. W artykwentpodgta zostata proba ukazania
efektdw przeprowadzonych reform, analiza wydatkdmligenych na kultur oraz
przedstawione nowe perspektywy i zlwmsci finansowania tej sfery w Polsce.
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