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Th e twentieth anniversary of fundamental 
market reforms in Poland. What have we 

achieved; what have we learnt?1

Abstract: Th e second festival Days of Poznań University of Economics (PUE) marking the 
anniversary of granting the university status took place on 20–21 January 2010. Th e PUE 
Days 2010 was a special event as the celebration coincided with the twentieth anniversary 
of the introduction of fundamental economic reforms in Poland.

Th e PUE welcomed a special guest – Professor Leszek Balcerowicz, a holder of the PUE 
honorary doctorate, the prime author of the stabilization program and the former Deputy 
Prime Minister and Minister of Finance in charge of economic policy in the government 
of Tadeusz Mazowiecki twenty years ago. Professor Balcerowicz delivered a lecture on 
“Economic transformation in Eastern Europe: Conclusions aft er 20 years of experience”, and 
held a meeting with students during which he talked about the current economic crisis and 
its impact on the Polish economy.

Professor Marian Gorynia, the President of the University, chaired a debate in the main 
Auditorium entitled “Polish economic transformation 20 years later” during the PUE Days. 
Th e speakers included Professors Bogusław Fiedor, Stanisław Gomułka, Krzysztof Jajuga, 
Tadeusz Kowalski, Witold Orłowski, and Andrzej Wojtyna. An exhibition presented publi-
cations by the PUE researchers focused on the market reforms of 1989–1990 was also held 
in the main University building.

Th e PUE Days ended with the presentation of an honorary doctorate to Professor 
Stanisław Gomułka – a distinguished Polish economist and co-author of the market reforms 
in Poland. Th e PUE Senate awarded the honorary doctorate in recognition of Professor 
Gomulka’s eminent contribution to the development of economic science, in particular 
macroeconomics, comparative economics and growth theory, and his role in preparation 
and execution of market reforms in Poland. Th e ceremony was attended by numerous rep-
resentatives of Polish universities and the business world as well as the local government 
offi  cials. Professor Gomułka presented a special lecture on his many years of research in the 
fi eld of economic growth mechanisms. He stressed the need of having two diff erent classes 
of theories of economic growth, namely, one for technologically advanced countries, and 

1 Source: Dni Uniwersytetu Ekonomicznego w Poznaniu (Days of the Poznań University of 
Economics), Ruch Prawniczy, Ekonomiczny i Socjologiczny, 2, 2010, pp. 5–44. Reprinted and trans-
lated by permission.
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another one for the economies striving to catch up. Professor Gomulka underlined the role 
of economic policies fostering the innovation absorption capacity in countries, which at-
tempt to close the technology gap. He also outlined the long-term specifi c trends of changes 
in growth conditions and innovation processes in the global economy.
Keywords: competitiveness, convergence, divergence, economic crisis, economic growth, 
eff ectiveness of reforms, globalization, income distribution, innovations, Poland, poverty, 
social stratifi cation, social exclusion, transformation, transition economies.
JEL codes: E65, O16, O47, O57, P52.

1. Economic transformation in Central and Eastern Europe: 
conclusions aft er 20 years of experience 
(Leszek Balcerowicz)2

If we want to go beyond a mere description of what is called transformation and 
carry out its analysis and evaluation, we need to adhere to proper methodology, 
which, despite its simplicity, is rarely followed. First of all, we need to establish what 
is meant by the variable to be explained. It is usually economic and non-economic 
results, or changes in people’s standard of living. Secondly, we need to isolate the 
main determinants of diff erences within these results: initial conditions, various 
external factors infl uencing a country’s economic life, and the economic policy be-
ing implemented (not just declared). To begin with, it should be stated that these 
fundamental principles of proper methodology are oft en blatantly violated, also in 
what is referred to as academic circles.

First, analysis is oft en replaced with invective. Th e words liberal or neoliberal 
(which, as we know, is even worse than liberal) are used instead of thorough analy-
sis. I believe that those who do so abuse their academic titles.

Second – and this is a slightly higher level – we tend to confuse the role of initial 
diff erences with the role of economic policy, particularly when comparing China 
with Central Eastern Europe. For instance, seeing China’s much better performance 
than Russia’s, we argue that this is only because China’s policy is superior to Russia’s. 
I’m not saying that these diff erences don’t exist, but such a simplistic comparison 
ignores the great signifi cance of initial diff erences. Th e China of the late 1970s was 
dominated by farming, which was easy to privatise eff ectively because it relied on 
primitive technology. Th is could not be repeated in Russia, where the role of farming 
was much more limited; in addition, Russia’s agriculture was dependent on complex 
technologies. As can be seen, in each case the initial drive was completely diff erent.

2 Prof. dr hab. Leszek Balcerowicz, Warsaw School of Economics. A lecture delivered on 20 January 
2010 during the 2nd Poznań University of Economics Days.
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Th ird, we ignore a fundamental precondition for any thorough analysis and 
comparison, which requires that the options compared should take into account 
all costs and all eff ects. But what do we hear? Th e phrase social costs is used mostly 

Figure 1. Th e diff erences between communist countries and Western Europe increased 
considerably

Source: Maddiason Database

Figure 2. GDP growth (1989 = 100%)
Source: EBRD Transition Report 2008; EU Commission
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Figure 3. Life expectancy at birth (years)
Source: WB World Development Indicators

Figure 4. Child mortality below fi ve years (per 1,000)
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in relation to reforms. Five times a day I’m asked what were the costs of one reform 
or another (in Poland, that is). But what would have been the costs of blocking the 
reforms? Associating the phrase social costs only with doing something would be 
equivalent to saying that medical treatment is costly and giving it up is not. Th e list of 
such extreme violations of proper analysis is much longer, but I’ll make do with this.

Moving on to analysis itself, let’s recall what was the cost of socialism in the sense 
of falling behind the others.

In 1950, Poland was at the same level as Spain in terms of per capita income, but 
in 1990 its income was 42% of that in Spain. Th e gap between Maoist China and 
Western Europe was widening, but since 1970 the Chinese economy has been ac-
celerating. Some naive people think that the Chinese have invented a better social-
ism. Under the leadership of what’s referred to as communist party, they are in fact 
embracing capitalism, even if it’s undeclared and very imperfect. Without this, they 
would never have combated the poverty of hundreds of millions of people.

Now I’d like to make a comparative analysis of the main indicators. What do 
we fi nd most striking here? In Central Eastern Europe, there are great disparities 
in people’s living standards, both economic and non-economic, which means that 
twenty years ago the diff erences were much smaller than now.

Let’s look at the rate of GDP growth.
In 2008, Poland’s GDP was nearly 80% higher than in 1989. Th en there are other 

Central European countries. But Ukraine’s GDP was only 71% of its 1989 fi gure, and 
Russia’s is only a little higher. We can see enormous gaps, then. What’s interesting, 
these big diff erences have occurred not only in economic but also in non-economic 
standards of living. As far as I know, researchers devote much less attention to the 
latter phenomenon, even though it’s very important.

For example, life expectancy has generally increased almost everywhere, but to 
a diff erent extent. In Poland it has grown from 71 to 75 years. I hasten to add that 
this is true mainly of the weaker sex – in this case men – who previously suff ered 
a premature death. But let’s take Russia, where life expectancy has fallen. We could 
attribute this not only to economic issues but also to – how to put it? – a bad struc-
ture of alcohol consumption, which fi rst of all concerns one sex, and the conse-
quences are there for all to see.

Another indicator (I would even call it civilisational) is infant mortality per 1,000 
live births. In this respect, Poland has seen a great improvement: there’s been a fall 
from 17 to 7, just as in Hungary. Ukraine has experienced a much smaller improve-
ment (a decrease from 25 to 24).

As we can see, we have extremely interesting empirical data which should be 
somehow accounted for. I’ll tell you very briefl y how, in my view, we should ac-
count for diff erences in economic growth. Th is is what’s done in many studies which 
try to identify the most signifi cant causes of diff erences in economic growth aft er 
communism. In the short term, the diff erences resulted from initial diff erences. 
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Smaller countries, e.g. Lithuania, Latvia or Estonia, were naturally more dependent 
on COMECON, and it was them that suff ered more from the fall of communism 
than larger countries, e.g. Poland. Later on, however, the gap between Poland and 
them narrowed.

What counts in the long term are mostly diff erences in two factors. First, in the 
scale of accumulated market reforms, i.e. privatisation, liberalisation, building insti-
tutions of a limited government which are needed to enter into market transactions 
and prevent crime. A lot of empirical research has been conducted in this area. Th e 
more such reforms you accumulate, and the sooner you start to do so, the better it 
is for economic development. If you initiate reforms with a fi ve-year delay, the en-
trepreneurship environment improves fi ve years later. A case in point is Romania 
and Bulgaria, which provide textbook examples of delayed reforms and their con-
sequences. All this results in huge costs. Even fewer reforms have been carried out 
in Belarus, and the costs – the costs of lost opportunities – are even higher.

Th ere have been fewer studies into the very big non-economic diff erences, es-
pecially in health. I strongly recommend conducting such studies. Th ose that I’m 
familiar with have been carried out by Prof. Witold Zatoński, a cardiologist who 
deals with medicine on a social scale. It has turned out that the link between eco-
nomic change and health improvement is very strong and much more signifi cant 
than the relationship between therapeutic medicine and health. We should simply 
live in a way that will minimise the need for therapeutic medicine. Economic fac-
tors have an impact on what health researchers deal with on a social scale, namely, 
on the diet – the post-1989 revolution in prices and supply brought about health-
oriented changes in the diet (some healthy products, e.g. lemons, have become rel-
atively cheap and available) – on patterns of alcohol consumption, which can be 
infl uenced by fi nance ministers imposing taxes to diversify the prices of high- and 
low-alcohol beverages.

A second factor deciding whether or not, and how quickly, a country is reducing 
an economic gap is macroeconomic (fi scal, monetary) policy, or, to put it briefl y, the 
policy that determines the rate of growth in total demand in relation to potential 
product growth. Th e matter is dead simple intellectually but diffi  cult politically: a 
cautious macroeconomic policy is conducive to economic growth. A careless pol-
icy is destructive to growth, which is testifi ed by various economic slumps. Some 
of them – in Ukraine, Hungary, or Greece – are taking place right in front of our 
eyes. We could draw a simple comparison: if we want to win a long-distance car 
race, we must as soon as possible get a better car than the one we had at the start 
– this is what structural market reforms are. In addition, we must drive the car in 
such a way that we won’t get into a skid on the fi rst bend – this is what a cautious 
macroeconomic policy is. In short, from the perspective of a poor country, a recipe 
for catching up consists of a lot of consistent capitalism-oriented reforms (includ-
ing competition, without which capitalism doesn’t work) and a cautious macroeco-
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nomic policy. Both the former and the latter are diffi  cult to implement – that’s why 
so few countries are developing quickly and continuously.

A recipe for disaster is conservatism in reforms and radicalism in economy stim-
ulation. By stimulating demand when supply is stagnant in countries restricted by 
socialism or statism we won’t achieve prosperity – we can only cause instability, cat-
astrophic infl ation, stagnation and a slump. Unfortunately, since stimulation, un-
like reforms, tends to be popular, there are many examples of economic disasters. 
In a democracy, as we know, whether we talk of a success or a failure, ultimately 
depends on how something is perceived by the public opinion. Th at’s why we need 
to work on this all the time.

In the last part of the time given to me, I’d like to tell you what is really essen-
tial for a rapid development of our country, which wants to catch up with others. 
Opinions on the subject diff er, also among economists. In my view, in order to iden-
tify the priorities of the reforms properly, we should fi rst of all establish what fac-
tors are particularly important for long-term development and, secondly, we should 
determine in terms of what important factor Poland performs very poorly, which 
means that a lot of things should be changed. According to these two criteria, we 
have most to do in public fi nance, which involves the need to increase employment. I 
know this is not the only factor. Innovativeness, for instance, is extremely important 
but, fortunately, in this fi eld we have less to do, in the sense that we should stick to 
competitive capitalism and openness to the world, get rid of socialism at universi-
ties (so that they will no longer be public), and do a few other things. However, the 
gap in terms of institutional determinants of innovativeness is not as large as that in 
the fi eld of public fi nance. Here, we are far behind countries which were econom-
ic tigers; we have a much higher budget spending in relation to GDP (over 40%), 
whereas all the economic tigers I know, when starting from the poverty level, had 
it below 20% and maintained the proportion for a long time.

Economists don’t have to be reminded that infl ated spending (and government 
spending is always infl ated when welfare spending is infl ated) leads to higher tax-
es. In addition, we have a public debt which rises dramatically whenever the world 
economy experiences a downturn. Bad public fi nance is related, through very strong 
mechanisms, to low employment. Th at’s why solutions such as increasing employ-
ment (that is, postponed retirement, fewer people receiving a disability pension, and 
a few other things) are key factors in improving our government fi nance. I could 
mention other factors, too. It is very important to privatise more. In the last few 
years, Poland hasn’t seen a real privatisation of the biggest fi rms because privatisa-
tion activity has enabled the state to retain control over these companies. I can see 
no justifi cation for this. State ownership poisons both the economy and politics.

To conclude, in a country which has been independent and democratic for twenty 
years, the past is determined by the distribution of opinions in society – this decides 
what and who we choose. We have a great deal to do here. Th e most important poli-
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tics, in my view, is “non-political” politics: an activity that will persuade the public 
opinion to reduce the chances of various Santa Clauses, who should be left  at home 
and eliminated from politics. Th e ultimate aim is to infl uence the public opinion 
in such a way that even a populist will have to become a liberal, because otherwise 
he will lose an election. I’m trying to do just that individually and through a non-
governmental organisation which I founded in 2007. I recommend you have a look 
at it – it’s the Civil Development Forum (FOR).

2. Debate “Polish economic transformation: 20 years later” 
(Marian Gorynia – chair, panelists: Bogusław Fiedor, 
Stanisław Gomułka, Krzysztof Jajuga, Tadeusz Kowalski, 
Witold Orłowski, and Andrzej Wojtyna)

Th e debate featured Prof. Bogusław Fiedor (Wrocław University of Economics), Prof. 
Stanisław Gomułka (former Professor at the London School of Economics, Poland’s 
former fi nance minister), Prof. Krzysztof Jajuga (Wrocław University of Economics), 
Prof. Tadeusz Kowalski (Poznań University of Economics), Prof. Witold Orłowski 
(Warsaw University of Technology) and Prof. Andrzej Wojtyna (Cracow University 
of Economics, member of the Monetary Policy Council). Th e debate was moder-
ated by Prof. Marian Gorynia.
Marian Gorynia: I think we could start our debate with a few general observations. 
I’d like to refer back to Prof. Leszek Balcerowicz’s speech and say that probably all, 
or, more conservatively, most of us agree that the years 1989-2009 were very spe-
cial. Considering what Poland and its economy experienced aft er the war, especially 
in the 1980s, we can say that, in the 1990s and the subsequent years, we achieved 
a great success. Th is is confi rmed by statistical data, three of which I’m going to 
present. First, if we compare ourselves with other countries, in the transforma-
tion period Poland has suff ered only two decreases in GDP (1990 and 1991). You 
could say that it’s as many as two years. We should note, however, that all the other 
countries undergoing transformation have experienced more such years. Second, 
in 1997 we were the only one of all the countries under transformation with a ratio 
of more than 100% between our gross domestic product in 1997 and GDP in 1989. 
In the case of Poland, the ratio was 112%, whereas for all the other countries under 
transformation the fi gure was below 100%. Th ird, something that Prof. Balcerowicz 
has also mentioned, our total GDP growth in all the years of transformation was 
about 80%. I believe this 80% is a huge success because none of the countries going 
through transformation has repeated this.
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For our debate, we have selected three topics, which will be discussed in three 
rounds. Th e fi rst issue is the impact of market transformation on the diversifi cation 
of people’s level of prosperity, income dispersion in Poland, social stratifi cation and 
possible exclusion. In other words, while recognising that the transformation was 
undoubtedly successful, we should still discuss the distribution of its eff ects. Th e 
second round will concern the integration and opening of the Polish economy and 
its participation in globalisation processes. Th e third issue is the Polish economy’s 
international competitiveness.

Could you please present your views on how the eff ects of transformation are 
distributed? We agree that, on average, we have all benefi ted from it, but on average 
could mean a great deal with reference to specifi c people.
Bogusław Fiedor: I can’t answer this question directly. Let me start with a typol-
ogy of transformation models. I would distinguish three general models: muddling 
through, i.e. for many years, the case of Russia, and the case of Belarus; third way, 
for many years the case of Bulgaria or Romania; and capitalist revolution, a group 
which includes Poland. It seems that these three patterns are fundamentally diff er-
ent in terms of the relationship between the long-term growth rate and the scale of 
social disparities. Perhaps capitalist revolution, which I support, must lead to a tem-
porary increase in social disparities but, at the same time, in the long term, a rapid 
growth – and this is confi rmed by statistical research – causes a rise in the income 
level, also in the bottom income deciles and quartiles. Th is is an eternal problem, 
which the recently deceased P. A. Samuelson vividly compared to a “loaf of bread” 
problem: would we rather have a larger loaf cut into unequal slices or a smaller 
one, but sliced into equal, thinner pieces? I strongly favour the former way of slic-
ing. In the long term, of course, we should also think of measures to reduce social 
diff erences, although I believe that growth alone will deal with the problem. It’s an 
empirical experience of all highly developed countries that, in the long term, eco-
nomic growth reduces disparities. Nevertheless, we should somehow address this 
in policy, fi rst of all not through macroeconomic policies as sometimes is the case 
but others: especially educational policy, social policy, and labour-market policy. 
Th ese are the instruments which can reduce, in the short term, the negative (also 
for growth) eff ects of social disparities.
Stanisław Gomułka: I hoped to learn something about Poland’s income diff erences 
from the latest, recently-published Statistical Yearbook. But, according to this year-
book, household incomes account for about 40% of the national income, whereas 
individual consumption for about 60%, so the reliability of income data is low. In 
general, transformation has generated a large group of entrepreneurs and large in-
comes of self-employed people. At the same time, we can see a considerable gov-
ernment redistribution in favour of farmers, old-age pensioners and disability pen-
sioners. Without this redistribution, farmers’ income would now be half as high. 
Old-age and disability pensioners were, and still are, protected, too. In Poland, the 
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incomes of old-age pensioners’ households (per person) are a little higher than av-
erage. I’ve seen questionnaire surveys showing that about 10% of households be-
lieve their fi nancial situation is very good, and about 25% that they are poor. Th ese 
statistics suggest that the disparities are considerable. But it seems that below the 
poverty line there are predominantly people who are poorly educated, oft en un-
employed, with a large number of children. On the whole, I would say, income dif-
ferences resulting from transformation are clearly greater than in the past, but are 
still moderate, lower or much lower than in most post-communist countries, also 
lower than in China. However, there are vast material disparities, far greater than 
before transformation, but this is another story.
Witold Orłowski: Let’s begin with a simple calculation. We had a communist sys-
tem, which fairly equally distributed income through a wide distribution system, 
and in which remuneration was not related to qualifi cations. All this considerably 
reduced people’s motivation to work effi  ciently. Having moved from that system 
to a system in which remuneration depends on your talent and qualifi cations, it 
followed that, with the same level of national income, if some people were to re-
ceive more, others had to be given less. In other words, if there were groups which 
gained, then there must have clearly been groups which lost out. Today, of course, 
when the income level is twice as high, even those who lost out are probably bet-
ter off  than twenty years ago. Unfortunately, it’s little consolation because people 
like to think in relative, rather than absolute, terms. When defending communism 
in East Germany, Erich Honecker famously argued that a worker’s living standards 
were higher than in the Kaiser’s time. But east Germans were looking at their west 
German cousins and could see a painful diff erence. Moving back to Poland: there 
are obviously groups which can feel frustrated because they have relatively lost out, 
and there are groups which have relatively gained (of course, if we measured this in 
absolute terms, it would turn out that almost everyone has gained). It follows that 
the appearance of income diff erences and widespread resentment was inevitable. We 
can only ask ourselves whether the increase in inequality in Poland was not great-
er than necessary. Th ose who believe so cite the examples of the Czech Republic 
and Hungary, where the increase in diff erences was smaller. Th e problem is more 
complicated, though. Th ere are two common-sense approaches to understanding 
disparities. Th e fi rst one is simple: a disparity takes place when two people receive 
diff erent remuneration. Th e second approach is that we consider it an undesirable 
inequality if people with similar qualifi cations receive diff erent pay. If we compare 
the Czech Republic with Poland, we will easily notice that Poland has a much higher 
proportion of people who live in rural areas and, by and large, have lower qualifi -
cations than urban population. Th is is what may, to a large extent, account for the 
diff erence between the two countries’ income disparities. With the fi rst approach 
to understanding disparities, we should say (just as was said in communist times) 
that there must be no income diff erences, that there must be an income parity be-



43

tween the city and the country. For what reason? Th ere must be an income parity 
between people with the same qualifi cations, so if a farmer has low qualifi cations 
there is no reason he should receive the same salary as a university professor. Th e 
fact that Poland has greater income diff erences than the Czech Republic results not 
from some horrible mistakes in economic policy but, I believe, from much greater 
gaps between the levels of human capital development. Th ere are areas in Poland 
– both geographical and social – where human capital development is highly un-
satisfactory. Th e eff ect are relatively large income diff erences. How to counteract 
this? Th e answer that we should take away from those who possess more is wrong. 
A real solution is, as far as possible, to provide equal opportunities, that is, to invest 
in the development of human capital (especially in deprived areas), and this is not 
something that can be done immediately.
Andrzej Wojtyna: First, I’d like to draw your attention to a puzzling or surprising 
phenomenon, namely that increased income disparities have turned out to be a rela-
tively small obstacle to the transformation process. I don’t think we can fully account 
for this. One hypothesis can be that, under the previous system, income distribution 
or, more precisely, access to consumer goods and services was by no means equal. 
For this reason, the transition to a de facto capitalist or market economy with, as 
might have been expected, greater income disparities was not so sudden. One way 
to solve this puzzle can be to use the achievements of behavioural economics, which 
indicate how strongly the perception of relative diff erences in income determines 
people’s behaviour. At this point, I’d like to quote Prof. Robert Frank, who presents 
a bit surprising, or even amusing, research results. Mencken defi ned a rich man as 
someone who earns a hundred dollars a year more than his wife’s sister’s husband, 
i.e., his brother-in-law. Th e economists David Neumark and Andrew Postlewaite 
tried to study the behaviour of a large sample of pairs of sisters in the US in terms 
of women’s motivation behind looking for a job. Of course, local unemployment, 
pay rates and the education level were signifi cant, but the signifi cance was relative. 
What was crucial was income. Th e likelihood that a previously unemployed woman 
would look for a job increased from 16% to 25% if her sister’s husband earned more 
than her own husband. As can be seen, this is not just an entertaining anecdote or 
a humorous aspect of economics; comparing one’s situation with the closest points 
of reference is very important in people’s behaviour. Th e perception of income dif-
ferences can also be seen from the angle of political economy. In one of December 
2009 NBER Working Papers, Alberto Alesina et al. analyse a very interesting prob-
lem which couldn’t be modelled before. Th e question is whether income-structure 
changes caused by some very strong shocks – such as war, transformation or the 
current crisis – are perceived as socially just or unjust; in other words, whether they 
are accidental or result from one’s industriousness and abilities. Th e authors have 
developed a model by means of which their analysis can take into account the fact 
that today’s recession, e.g. in the United States, has changed the way we perceive 
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the relative increase in the signifi cance of random factors which determine income-
structure changes, i.e. factors independent of the education level, effi  ciency, etc. If so, 
then this can translate, through the channels of political economy, into an increased 
support for those parties which intend to reduce income disparities.
Krzysztof Jajuga: Let me comment on what has been said, because it’s diffi  cult not 
to do so. Do disparities really exist? As a professional statistician, I analyse such 
phenomena by means of statistical distribution. In this case, variance may have 
grown, but the mean has moved to the right. Is it better to have a distribution with 
a low mean and a low variance, or a distribution with a much higher mean but also 
a higher variance?

Explaining this phenomenon is an important thing. People oft en use relative 
categories. Th ey say they earn less than average. It seems to me, though, that we 
should always analyse the factors that cause this. Here, the factor of qualifi cations is 
defi nitely signifi cant; so are other factors, such as the size of a city or the region of 
a country. Th ese diff erences, however, are the eff ect of not just transformation but 
also earlier developments. Larger cities have always been characterised by higher 
wages and these disparities.

And one more thing. We seem to form judgements about transformation in the 
wrong way, because we are doing so with the benefi t of hindsight. We should look 
at it from the perspective of what we knew in 1989; this is a conditional assessment 
and diagnosis. Having the information available in 1989, could we have carried out 
the transformation diff erently?
Tadeusz Kowalski: First of all, let me comment on what has been said so far. I’d like 
to underline the fact that Poland’s income inequality, measured in 1989–2007/2008 
by means of the Gini coeffi  cient, increased more than in such countries as the Czech 
Republic, Hungary or the Slovak Republic. Poland’s Gini coeffi  cient rose from about 
0.24 to 0.40, which means that its increase was the biggest among the countries com-
pared. An important element correcting this picture is the considerable signifi cance 
of Poland’s informal economy.

Secondly, we should perceive increased income disparities in a global context. 
Very few people know that, compared with other regions of the world, during the 
transformation period Central Europe saw the greatest increase in income diff er-
ences. Again, using the Gini coeffi  cient, we should note that the average for the 
whole of Central Europe was about 0.31 in 1990 and 0.43 in 2000. At the same time, 
Latin America’s coeffi  cient was 0.55 and 0.57, respectively, and in South Asia it fell 
from 0.38 to 0.33 in 2000.

Let me stress at this point that the growing inequality should not be associated 
with market transformation only. No less important factors behind this process were 
technological changes, gaps in education and qualifi cations, or insuffi  cient mobility.

Th e third factor I’d like to mention is a strong increase in the signifi cance of mer-
itocracy: there is a clear relationship between education and pay. Th is link can be 
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seen in Poland, in the Czech Republic, Hungary, and even in China. In Poland, for 
instance, the earnings of people with a university degree were 12% higher than the 
national average, whereas in 2007 they were more than 60% higher. Th e process, 
however, was accompanied by a widening gap between the highest and the low-
est earners (a gap understood as the ratio between the incomes of the richest 10% 
and the poorest 10% of people); at the beginning of the transformation period it 
was 3.5, now it’s as much as 6. Is this a lot? I don’t think so, because during Poland’s 
market transformation there was no social unrest, so the social and political ac-
ceptance of the scale of disparities was suffi  cient not to cause bitter social confl icts 
over pay or wealth. Another problem is whether the disparities were conducive to 
economic growth. It’s diffi  cult to answer this question with confi dence, but a test 
of sorts was the stability of the political and social systems in countries with such 
income diff erences.
Marian Gorynia: I’d like to thank all the members of the panel for their com-
ments in the fi rst round. Let me now turn to another issue, which has already been 
touched upon. It’s the Polish economy’s integration, opening to and participation 
in the processes of internationalisation and globalisation. I’m going to quote only 
two fi gures to describe in a simplifi ed way the opening of the Polish economy in the 
past twenty years. While in 1990 the share of the Polish economy in world exports 
was 0.4%, today’s share fl uctuates around 1.1–1.2%. So as far as our share in world 
exports is concerned, there’s been a three-fold increase. In the last twenty years, 
Poland has seen an inward fl ow of foreign investment worth between one and two 
hundred billion dollars. At the same time (which is also notable, although not ev-
eryone seems to have noticed this), as much as thirty billion dollars’ worth of for-
eign direct investment has “left ” Poland in the sense that Poland-based companies 
have invested more than thirty billion dollars abroad. Naturally, as experts point 
out, this opening of the Polish economy has both positive and negative implications. 
Some people say that the fact that, despite all this, we are open to a relatively small 
extent has enabled us to survive the economic slowdown quite easily. But this is a 
question for members of our panel.

Krzysztof Jajuga: I think that the fi nancial sector has been, in large part, inte-
grated into the global market, and the fact has taken place in the last twenty years. 
Some people say this is bad. I can still recall severe criticism of the sale of Polish 
banks to foreign capital. Each solution has its advantages and disadvantages, but 
the integration has happened. Th ere are clearly negative eff ects, as well: we are ben-
efi ting from globalisation, but globalisation has its costs. It leads to a rapid increase 
in eff ectiveness, particularly in the case of fi nancial assets, but it also increases risk 
rapidly. We are aff ected by this risk too, although, during the recession, thanks to 
a relatively stable fi nancial system, to a lesser extent, I believe. Poland still has a 
relatively low beta value, i.e., dependence on the global market. We have benefi ted 
from this low beta value. A small share of exports in GDP has, in a way, helped to 
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alleviate the crisis. Th is was one of the factors, especially an increase in net exports 
despite a fall in exports themselves. In my opinion, integration does have its posi-
tive eff ects, especially in terms of global fi nancial results.
Tadeusz Kowalski: Th ere are many measures of an economy’s openness and inte-
gration with the international environment. First, I’ll focus only on accumulated 
foreign direct investment (FDI). Eurostat’s full comparative data for 2008 are avail-
able to us. In 2008 Poland’s accumulated FDI, which accounted for 32% of GDP, 
was lower than in Romania (35%), Spain (42%), the Czech Republic (54%) and 
Hungary (57%). So the saturation of the Polish economy with FDI is still rather 
low. On the one hand, this is food for thought, indicating, among other things, 
defi ciencies in the institutional fi eld and in business environment quality. On the 
other, it shows what trends we’ll have to deal with in the foreseeable future. What 
was the structure of Poland’s inward fl ow of FDI? First of all, it refl ected our coun-
try’s comparative advantages in terms of resources. Th at would be the fi rst domi-
nating factor which could be identifi ed; a second factor was that resulting from 
the size of the home market.

One of the more important features of Polish transformation and, at the same 
time, a measure of its success is a comparison between Poland and Spain. Poland’s 
ratio of its exports of goods and services to its GDP is now higher than that of Spain, 
a country with a home market of a similar size. Th ere’s no better or simpler way of 
testing an economy’s competitiveness than to make its companies compete with ri-
vals in a single European market. Poland has a favourable balance of trade with its 
most important EU partners, including Germany.

When presenting a full picture of trade relations, we should note that, especially 
in comparison with Hungary or the Czech Republic, we have a relatively low level 
of intra-industry trade and one of the smallest shares of the export of technical-
ly advanced goods in total exports. Th is state of aff airs suggests both the extent of 
negligence and the direction of changes which must be made in this sector of the 
Polish economy.
Andrzej Wojtyna: I’d like to start with what economists should always emphasise: 
that choices are not only made on the basis of the micro-macro distinction; they are 
also of an inter-periodic nature. What is profi table in the short term may not nec-
essarily be profi table in the long one, and vice versa. In this context, I’d like to draw 
your attention to two things. First, I don’t entirely agree with Krzysztof Jajuga, with 
his generalisation that our fi nancial market has been fully integrated. It may have 
been integrated, considering a quick or immediate transmission of some unfavour-
able shocks to Poland. But, on the other hand, what is profi table in the short term and 
what I called backwardness rent in one of my articles has helped us respond to the 
current crisis and to current shocks – it is, among other things, a low level of fi nancial 
market development. Th is is refl ected in the fact that, as far as the fi nancial sector is 
concerned, our managers were treated – let’s be honest – somewhat condescendingly 
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by the owners of these institutions. But it has turned out that we have benefi ted from 
this because they believed that access to some new lucrative fi nancial instruments 
should be allowed only to parent banks. Th ey believed that Poland is good for more 
traditional banking. Th is proved more favourable for us, which doesn’t mean that 
in the long term the new products that will be created won’t prove more positive. At 
this point, I’d like to mention an interesting study by Tornell, Velasco and Westerman 
concerning emerging markets (from which we can learn a great deal). Th e authors 
published its results in a series of articles and then in a book (the research was con-
ducted before the downturn, which would have probably changed their conclusions). 
Th eir analysis, based on long time series, led to the general conclusion that countries 
which have gone through a fi nancial crisis have a higher growth rate than countries 
which haven’t gone through it or have experienced it to a lesser extent. Th e research 
suggests that some Schumpeterian process of creative destruction concerns not only 
the real sphere and technological progress in the production sphere but probably fi -
nancial innovations as well. Today’s crisis, which they didn’t take into consideration, 
might modify the results obtained. In many years’ time, when we can assess the ef-
fects of the present recession, it may turn out that it was incomparably less severe 
than the Great Depression and that the positive results of creative destruction will 
prevail, although I’m rather sceptical about it.

And another example, which concerns the distinction between long-term and 
short-term benefi ts. Th e fact that we are still not part of the euro zone has helped us 
in the short run because currency depreciation was a shock absorber in the crisis. It 
doesn’t mean, however, that it’s a favourable solution in the long term. Personally, I’d 
rather we were in the place of Slovakia, even though, in the short term, we suff ered 
a fall in GDP in absolute terms, rather than a fall in the growth rate.
Witold Orłowski: First, let me refer back to what Andrzej Wojtyna has just said. 
In Poland, we can hear many people say, “Look, how good it is not to have the euro 
in a time of crisis”. But please, remember that exactly a year ago, when it seemed 
that the currency might collapse, nearly 70% of Poles stated that they would like to 
join the euro zone immediately because, of course, the euro protects you from the 
nightmare scenario of a currency collapse. But once we know that the bad scenario 
hasn’t occurred, we are quite happy that the zloty has depreciated.

Going back to the issue of the economy’s openness, there is no doubt that it’s one 
of the greatest changes of the last twenty years. Th e opening of the economy acceler-
ated dramatically as our European Union membership approached. It is debatable 
if EU membership caused the acceleration or we became EU members just because 
our reforms reached a critical mass. Th e fact is that this is what happened. Why is it 
so important? Because we can talk of two hypothetical models of economic devel-
opment. Th e fi rst one is a country that is growing thanks to home-market develop-
ment (services-sector development is the most dynamic then). Th e other model is 
a country that is growing thanks to exports (in which case the most dynamic sec-
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tor is usually the processing industry). Th ere is widespread misunderstanding in 
Poland: it’s said that since services account for 60-70% of GDP, then it’s clear that a 
rapid growth can be achieved thanks to services rather than industry. Look at the 
economic growth of various countries around the world in the last few decades 
and you’ll see that, in fact, domestic consumption can usually grow at a long-term 
rate of 3 or 4%. Can it grow faster? Normally, a fast growth in domestic consump-
tion increases tensions, infl ation, trade defi cit, and currency crises, which impedes 
development. But countries which have achieved a really high rate of GDP growth 
are those with a rapid increase in foreign trade and industrial production. In fact, 
exports are the only category of fi nal demand which is capable of long-term growth 
of more than 10% without causing economic tensions. Th at’s why I believe that, in 
the long run, if we want to see a really fast economic growth in Poland, we should, 
fi rst of all, think of how to exploit the fact that we are in the European Union, that 
we are competitive, that we can rapidly develop our exports. Because this is, actu-
ally, the only ticket to a growth of 7-8%, rather than 3-4%. And just one more thing. 
Someone may ask, “If we have survived the recession better than others because we 
were less open to trade, maybe liberalisation and openness are the wrong avenues?” 
My fi rst answer is as follows: in North Korea, nobody may have noticed that there 
was a recession in 2009. Th e second answer is that if you want to fl y high, you must 
take into account greater risk; it’s possible that sometimes periods of crisis are in-
cluded in the price of rapid development.
Stanisław Gomułka: As Rector Gorynia has observed, Th e success of this open-
ness to the world is really enormous. A threefold increase in Poland’s participation 
in world exports and imports is a lot, but the starting point was totally unsatisfac-
tory. At the moment, the share of our exports in world exports is more or less the 
same as the share of Poland’s GDP in the world’s GDP. Th is is roughly what a mod-
erately developed country of a moderate size needs. So the initial negligence and 
underdevelopment in this area have been eliminated. I’d like to mention maybe an 
even greater success in the product composition of exports and imports. We used 
to export such things as coal, sulphur, aluminium. Now we export something com-
pletely diff erent: rather highly-processed industrial goods. As for the import of in-
vestment goods, now we are importing annually about as much as we imported in 
the whole decade of the 1970s. Investment imports are associated with technology 
transfer. Th is openness of the economy is of great signifi cance here, not so much 
because we are benefi ting from the economies of scale, but chiefl y because this is 
a channel through which new technological ideas, new products and technologies 
are reaching Poland. In eff ect, the rate of labour effi  ciency growth in the transfor-
mation period is twice as high in Poland’s industry as in west European countries. 
In this ever-increasing technological integration with western Europe, the United 
States and Japan, a signifi cant part is played by foreign direct investments. Th ese 
were not enormous, because they were just 3% of GDP but, as they accumulated, 
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the manufacturing output of companies with a dominant share of foreign capital 
accounted for about 60% of Polish exports.
Bogusław Fiedor: Th e point I wanted to start with has basically been discussed by 
Professor Gomułka. I’d also like to underline the great signifi cance of foreign direct 
investment for growth dynamic in real terms. Additionally, it’s hard to overestimate 
the fact that, for many years, foreign direct investment was a very important factor 
in balancing Poland’s budget. Th ere were years when it was foreign direct invest-
ment that was crucial to this balancing. So this aspect of FDI is also very impor-
tant. I’d like to further discuss the infl uence of European integration and opening 
to the outside world on the real sphere of the Polish economy. It seems to me that, 
irrespective of Professor Orłowski’s observations, we should talk of an extremely 
positive impact of integration on the Polish economy’s growth and development. 
Particularly in the sense that it forced us to accelerate processes related to various 
aspects of the real dimension: growth in the areas of technology, the environment 
and energy. Without the integration process, such a rapid institutional change or 
reforms of the basic macroeconomic policies wouldn’t have been possible, either.

I’d like to mention one more thing. Hardly anyone here has discussed the issue 
of globalisation. It seems obvious to me that Poland – whether or not it has joined 
the European Union – would have been exposed to various kinds of pressure and 
threats related to the globalisation process. I believe that Poland’s European Union 
membership is the factor that helps us absorb some negative consequences of the 
globalisation process. Th is is related to my general conviction that the cause-and-
eff ect relationship is not as it is generally thought to be, namely, that processes of 
regional economic integration are primary, while globalisation is their result. I think 
it’s the other way round. Regional economic integration is a reaction to the globalisa-
tion process which reduces some potential and actual globalisation-related threats. 
It was just as well that Poland, as a European Union member, was able to reduce 
these negative eff ects of the globalisation process.

And the last, very general, point. It’s really still too early to form defi nitive judge-
ments on these matters because Poland is a country where all of the three things 
mentioned by Professor Gorynia in his introduction (integration, economic open-
ing, globalisation) occurred simultaneously. Th at’s why it’s oft en hard to distinguish 
eff ects from causes, or to demonstrate a cause-and-eff ect relationship. We should 
bear this in mind.
Marian Gorynia: I think we can move smoothly to the third round. When we dis-
cuss the opening of Poland’s economy and the economy’s relations with its envi-
ronment, the issue of the Polish economy’s international competitiveness crops up. 
If the world’s gross domestic product exists at all, then a lot of countries are doing 
their best to make their share in this “cake” as large as possible. As far as the Polish 
economy’s international competitiveness is concerned, let me draw your attention to 
something I would call a paradox. On the one hand, we can say that, in the twenty 



50

years of transformation, the Polish economy has been relatively successful. On the 
other, if we examine any international-competitiveness ranking lists, they demon-
strate that things are going very badly. For instance, we can draw such a conclusion 
from the World Competitiveness Report’s ranking list and other similar studies.

I’d like to ask the members of our panel to say if this is a paradox or a circum-
stance which could somehow be explained.
Witold Orłowski: I always fi nd it hard to answer this kind of question because I 
don’t want to say that Poland is an ideal place. Everyone knows that a great many 
things should be done in Poland about competitiveness, as understood by the World 
Economic Forum, or about the country’s long-term growth capability. On the other 
hand, I must say that ranking lists don’t tell the whole truth, and for a very simple 
reason: most of them are adjusted to some defi nitions of competitiveness, formu-
lated to meet the needs of highly developed countries. Let me give you a simple ex-
ample. One of the basic indicators is spending on research and development, and 
the logic behind this is simple: if you spend a lot, you are competitive; if you spend 
only a little, you are defi nitely non-innovative, backward, and uncompetitive. I’m 
not saying that we spend enough in Poland, but please note that our situation is 
diff erent from such countries as the United States, Germany or Japan, which are at 
the forefront of economic and technological progress. If they don’t develop a new 
technology themselves, they won’t buy it from anyone because even if it does exist, 
it is jealously guarded from competitors. Backward countries, however, don’t have 
to create this technology. For Poland, a step forward is oft en purchasing a ten-year 
old technology which is already obsolete in the US, but in Poland, with its lower 
labour costs, the technology may be highly profi table and optimal in terms of the 
relationship between investment cost and income. Let me repeat it: I’m not saying 
the situation in Poland is good; I’m sure a lot should be done to stimulate entrepre-
neurship, but being at the bottom of ranking lists results simply from inaccurate 
measurement.
Andrzej Wojtyna: I’ll try to briefl y present my opinion as a macroeconomist. 
I wouldn’t see a paradox here, or at least wouldn’t attach so much signifi cance 
to this. Rector Gorynia realises much better than I do how little we know about 
foreign investors’ actual decision-making processes. When decisions are made 
whether or not to invest in Poland, I suspect that a reliable study of long-term 
prospects plays a much greater part than one’s place on a ranking list. From the 
macroeconomic point of view, however, what is crucial is our assessment of how 
an economy responds to shocks or crises. Let’s compare the growth rate before 
the current crisis, namely 7% per annum, with that of about fi ft een years ago, that 
is in the mid-1990s. At that time, the relationship between the current-account 
defi cit and GDP was more than 8%, whereas during the latest overheated boom 
it was about 4%. Th is is an eff ect of the fact that, in reaction to the Asian and the 
Russian crisis, the supply side of our economy has been considerably strength-
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ened. A very important thing now will be the micro-level reaction and the key 
relationship between wages and labour effi  ciency, or the level of labour costs per 
unit in the recovery period. We have yesterday’s results for December, which are 
a little worrying: wages have accelerated to over 6%, and the consensus forecast, 
which has always been accurate in the past, has decreased by half. Th ere is a real 
risk that the mechanism which, in my opinion, has been a factor stabilising the 
reaction to the latest recession may stop working. Th e mechanism was that real-
wage growth was considerably slowed down, practically to zero level but, at the 
same time, the fall wasn’t absolute. Owing to this, wages sustained consumer de-
mand, providing a soft  landing for the economy. A vital thing will be the level of 
labour effi  ciency. Th e period of slowdown saw some kind of labour-force hoard-
ing in companies, which knew from the previous crisis that it’s easy to lay work-
ers off  but later, during recovery, it’s diffi  cult to rehire them. As we can see, com-
panies are behaving diff erently from the way they responded to the crisis of the 
late 1990s. I think that comparing these two recovery periods may be highly in-
teresting for master’s degree and doctoral students.
Stanisław Gomułka: From the macroeconomic point of view, a country is com-
petitive if there is something in our products and our companies that increases the 
share of our exports in world exports. We have just said that, in the last twenty years, 
Poland has been highly successful in this respect. Th e share of our exports in world 
exports has grown about three-fold, which implies that Polish products must have 
had attractive prices and quality specifi cations, and must have been competitive. 
Th is has happened in spite of only moderately advanced technologies, and bureau-
cratic barriers that are higher than anywhere else. Such high competitiveness re-
sults primarily from the fact that wages in euros are quite low. One of the reasons is 
a favourable currency exchange rate. Th ere is a signifi cant diff erence between the 
purchasing power parity exchange rate and the market exchange rate. If it wasn’t 
for this diff erence, the euro should cost about two zlotys, not four. In a word, we are 
paying with a lower purchasing power of our incomes in the world market for the 
fact that we don’t have technologically advanced products, and that human capital 
and other factors are a problem.
Bogusław Fiedor: If Professor Gomułka doesn’t mind, I’d like to carry on with this 
topic. I’m going to refer to Professor Gomułka’s well-known distinction, a distinction 
frequently made in today’s subject literature, between countries of “forefront tech-
nology” and countries of peripheral capitalism. Although in world statistics Poland 
ranks among moderately developed countries, from some perspective it continues 
to be numbered among countries of peripheral capitalism. Th is is the perspective 
taken by Professor Gomułka. Nevertheless, it’s typical of such countries that com-
petitiveness and success in world markets are mainly effi  ciency driven, rather than 
innovation driven. Th is doesn’t mean, however, that in the long term, especially if 
we stop benefi ting from the diff erence between purchasing power and exchange 
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rates, it won’t be necessary to increase productivity, among other things as a result 
of increased innovativeness. But, of course, it can’t be done at once, which is not to 
say that it can’t be done at all. Th e case of Spain demonstrates that this is feasible, 
and it’s a question of not just increased outlays on research and development but 
many other factors which are discussed or analysed in successive World Economic 
Forum reports. It’s also a question of the quality of the institutional environment 
and the education level. In the long run, sources of increased competitiveness re-
lated to the closing of the eff ectiveness gap will be slowly depleted, and the process 
will rapidly accelerate once we join the euro zone. From this point of view, it’s a very 
important turning point. To put it briefl y, that’s why we are forced to take care of 
these endogenous sources of knowledge, technologies and innovations, to increase 
their importance in relation to today’s dominant foreign sources of increased ef-
fectiveness and innovativeness. It’s vital to have some policy in this area because 
it’s not possible to move from today’s level of 0.5% of GDP to a 2–3% spending on 
R&D in a year. Th is is a long process, dependent on some political consensus. And 
the last observation. In my opinion, there has never been, and there will never be, a 
miraculous recipe for increased competitiveness. Even the development of a coun-
try’s sphere of knowledge, technology and research is just one of many necessary, 
but not suffi  cient, factors. We must remember that there is no panacea for suddenly 
becoming an innovation-driven economy.
Tadeusz Kowalski: Measurement of international competitiveness is based on a sys-
tem of numerous measures, some of which are arbitrary and subjective. Th e picture 
of a given country, for instance Poland, is, in large part, a function of subjective as-
sessments, opinions, questionnaire surveys, and so on. Poles and entrepreneurs do-
ing business in Poland tend to criticise the country, emphasising its weaknesses and 
problems. In eff ect, if we look at how Poland ranks among other Central European 
countries we are competing with and should be compared with, it turns out that in 
2009, for the fi rst time in many years, we ranked second (aft er the Czech Republic). 
In recent years, our position in relation to Hungary, the Czech Republic, Slovakia, 
Lithuania or Ukraine was weak (fourth or fi ft h place). Apart from the aforemen-
tioned underestimation of our achievements and emphasis on various shortcom-
ings, it was signifi cant that in international competitiveness research a lot of stress 
is placed on the criterion of institutional quality. Actually, legislation quality, law-
enforcement culture and business-environment quality are our weaknesses. Still, 
we should explicitly highlight the fact that in the last twenty years we have reduced 
the per capita GDP gap between Poland and – without exception – all the already-
mentioned Central European countries undergoing transformation. At the same 
time, we must admit that we have made the progress at a much higher social cost 
than if we could better manage institutions and the market mechanism’s institu-
tional environment, broadly understood. Th e social cost would be lower, and liv-
ing standards would be higher.
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Krzysztof Jajuga: It would be inappropriate not to refer, at this point, to the World 
Economic Forum. I wouldn’t overestimate it because these are only ranking lists. 
Th ey oversimplify the picture by changing an interval scale into an ordinal one. 
Th is doesn’t change the media fact that we have moved up the scale and are now 
in the 45th or 46th place. It’s notable that the ranking list is created on the basis of 
variables divided into twelve diff erent areas, but not all areas are relevant for us. 
Of the twelve groups, we can ignore the last two, which concern innovation-based 
economies. It’s worth having a look at some other variables. Th ere is one very in-
teresting variable – the amount of time needed to start a business – whose value is 
disastrous for Poland (31 days).

Poland doesn’t rank very high in terms of institutional aspects, where countries 
like Singapore, New Zealand and the whole of Scandinavia come out extremely well. 
It’s about trust in public institutions.
Marian Gorynia: In each round, all the members of the panel presented their dif-
ferent and multifaceted views and comments. Th ank you very much. I think the 
best conclusion of the debate will be not a summary of what has been said, but your 
questions for members of the panel.
Andrzej Czyżewski: Distinguished Members of the Panel, Professor Orłowski. I’d 
like to ask you for a more detailed refl ection on farming income parity or, in fact, 
the defi nition you have just given, that “if a farmer doesn’t have suffi  cient qualifi -
cations (as in a non-farming sector), why should he derive a parity income from 
farming?” In the European Union’s Common Agricultural Policy and in Poland, a 
farming income parity has a diff erent sense from the one you’ve presented. It’s the 
main goal and instrument of economic policy, broadly understood. Why? Because 
it compensates for the transfer of an economic surplus, which “escapes” from the 
farmer (producer) to his more and less immediate environment, and without the 
government’s intervention policy it won’t return (automatically through the mar-
ket) to the producer. Why does it escape? Because, under market conditions, land, 
as a peculiar factor of production, reacts diff erently from labour or capital. First of 
all, it is immobile, and food consumers act in conditions of consumption pressure 
as well as a relatively limited price and income fl exibility of demand. Th ese deter-
minants create permanent barriers to the development of agriculture – a demand 
barrier, an income barrier and a structural transformation barrier – and the prin-
ciple of farming and non-farming income parity used actively in agricultural policy 
helps us to overcome them. Professor Orłowski, if you expressed your view before 
the European Parliament, you would spark a wave of protest because the most de-
veloped farms in France, Denmark, Belgium, and the majority of farms in Great 
Britain, Germany and other EU countries have “negative” farming incomes owing 
to their high production costs. Expanded reproduction processes can take place in 
these farms only because they apply in practice the principle of farming and non-
farming income parity which is promoted by the EU’s Common Agricultural Policy. 
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Professor Orłowski, please don’t oversimplify the problem because farming income 
parity is related not so much to producers’ qualifi cations as to a relatively balanced 
relationship between prices, incomes and costs in agriculture, or, more broadly, to 
a balanced development of the whole food sector, a fact which, in turn, is vital to 
the national economy.
Witold Orłowski: Please remember that, fi rst of all, I clearly talked about the way 
income parity was understood in communist times, in the 1980s. At that time, sug-
gesting that income levels should be equal in the city and in the country had noth-
ing to do with a reasonable agricultural policy. However, we should admit that the 
European Union’s Common Agricultural Policy is very controversial (I know that, 
in the European Parliament, I’d be booed for this comment). In general, it’s said that 
this is a policy whose aim is to prevent very radical changes in income, to prevent 
labour resources from being restructured and transferred to other sectors of the 
economy too fast. From the social point of view, the aim of such a policy is clear. 
But there is always the question whether an agricultural policy which slows down 
the restructuring process in rural areas is rational. In the Netherlands, farms could 
be profi table even without a common agricultural policy. Ideally, Polish farms could 
also be like that. Of course, this might be achieved by increasing effi  ciency and us-
ing stronger incentives. We could understand why the adjustment process should 
be spread out in time. Nevertheless, I’d like to stress that the Common Agricultural 
Policy is a matter of controversy – not its very existence, but whether or not a de-
liberate weakening of market mechanisms is exaggerated and whether or not it un-
necessarily prolongs the restructuring of agriculture.
Witold Jarmołowicz: Before asking my question, I’d like to briefl y refer to this plane 
of the discussion which concerns social disparities caused by income diversifi cation, 
because that’s how this was presented. First, let me note that the members of the 
panel have expressed careful (that is, diverse but moderate) opinions on the subject. 
I believe such an approach is justifi ed for several reasons. First, because this plane, 
in comparison with other research into transformation – is still rather poorly rec-
ognised, though knowledge of the fi eld is crucial for socio-economic policy, and the 
problem of inequality provokes a lot of controversy among the public.

On the one hand, for instance, we see fi ve million poor and very poor people 
(whom Professor Gomułka has mentioned); on the other, there are a few hundred 
people working for banks who earn several hundred zlotys a month.

In his comment, Professor Kowalski, not without reason, referred to the Gini co-
effi  cient, a recognised indicator which shows the degree of diversifi cation in income 
distribution in various countries. In this respect, the coeffi  cient doesn’t place Poland 
at an oligarchic level, though no longer at an egalitarian level, either.

Th e question remains what has actually changed in the social structure if we take 
into account diff erences not just in wealth but also in income streams, if we want to 
take into account changes taking place during transformation. First of all, when we 
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want to evaluate these changes, we also face the question of whether they can be re-
lated only to the past, or to the present and future state in various market-economy 
countries and countries like Brazil or Canada.

Because, while we are laying the foundations of a market economy, we still don’t 
know what economic system we are trying to develop in Poland. Even so, we can 
say that social income in relation to the total of people’s “average” income is still 
high (up to 30%) and that income from work, of course, predominates (over 50%). 
Additionally, it is within income from work that very signifi cant “market” disparities 
have taken place, which has acted as a “driving force” behind the process of building 
the new system. My question for the members of the panel is as follows: should the 
state, now and in the future, through its macroeconomic (monetary, fi scal, remu-
neration) policy, help to enhance and accelerate the processes of income diversifi -
cation, or should it be more neutral or even reduce these diff erences signifi cantly?
Bogusław Fiedor: Let me start from a global perspective. Historical experience 
shows two things (though there are obviously exceptions to this). First, the more 
developed the country, the greater the proportion of income that arises from work, 
and the smaller the proportion that derives from ownership. Second, within income 
from work, the diff erences are shrinking, too. Th e question is, what is this caused 
by? I think the answer is the state’s tax policy, which is not necessarily active (pro-
gressive) today. I wouldn’t recommend it for Poland because, for the time being, 
it much too oft en proves counterproductive from the viewpoint of the purpose it 
is supposed to serve, i.e. reducing disposable-income diff erences in relation to in-
come before taxation and before social transfers. In my view, the main avenue to 
smaller diff erences in incomes from work is investing in human capital. Th at’s why 
educational and research policies, broadly understood, are such important areas of 
the state’s activity today.

Andrzej Wojtyna: Let’s not forget that Poland’s increase in income diversifi ca-
tion is relatively small compared with, for instance, the growth in the United States. 
A surprising thing stressed by political scientists is that, in the current crisis, the 
fact has such a small infl uence on a rebirth of the left . It turns out that these grow-
ing disparities don’t necessarily translate into increased social unrest. I don’t think 
Poland has exceeded an optimum level of income diversifi cation beyond which neg-
ative factors start to predominate, slowing down GDP growth, just as it happened 
in many Latin American countries in the past. In the last decade, Brazil, which has 
exceeded this level, has been highly successful in its attempts to reduce these dis-
parities. When you exceed the optimum level, the scarce resources in the public sec-
tor – which otherwise might have been earmarked for developing human capital, 
education, etc. – have to be committed to other public services, such as maintaining 
public order. It’s vital that this level of income diversifi cation shouldn’t be exceeded.
Eryk Łon: Let me ask two questions. Th e fi rst one is about integration with the 
euro zone. Which path to the euro zone do you favour, the Slovak (a quick adop-
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tion of the euro) or the Czech one? Th e Central Bank governor said recently he 
couldn’t imagine the Czech Republic joining the euro before 2019. Th e other ques-
tion concerns yesterday’s news report in the media. Th e European Central Bank is 
considering introducing regulations on the basis of which a member country may 
leave the euro. As we know, no such procedures have been developed yet. Th ere is 
lively debate about the issue, especially in the context of Greece’s fi nancial prob-
lems. Some economists are already encouraging Greece to leave the euro zone as 
soon as possible.

I’ve always thought that economists, but also a large proportion of the political 
class, agree that we should join the euro as soon as possible. Th e National Bank of 
Poland recently published an individual report produced under the direction of its 
new governor, who was regarded, at least initially, as an enthusiastic advocate of a 
quick adoption of the euro. Th e report was more positive than the previous one, 
prepared during Leszek Balcerowicz’s term as the bank’s governor, which mentioned 
an additional 0.7% growth in GDP over about ten years. It’s not just a question of 
satisfying some conditions, then. Of course, Slovaks were determined to meet the 
conditions in the last few years. If previous Polish cabinets had shown a similar de-
termination, we might have succeeded (although Hausner’s plan was implemented 
fully, not in about 40%). And if Law and Order’s subsequent coalition government 
had continued this policy... In any case, also fi nance minister Zyta Gilowska said 
that we should have joined the euro zone as soon as possible. However, Jarosław 
Kaczyński’s cabinet was generally eurosceptic, and now we obviously have a new 
situation. We have a huge defi cit in the public fi nance sector, and it seems that the 
year 2015, which I mentioned as early as a year ago and which Premier Donald Tusk 
mentioned recently, is obviously quite an ambitious date. It’s a realistic deadline, 
though it will require a lot of eff ort, so it’s not the most important problem. We’ll 
join the euro as soon as this is feasible.
Andrzej Wojtyna: Th is is a very important issue which would have been unimagi-
nable just a few years ago. A minister who only mentioned leaving the euro would 
probably have had to step down. From the perspective of the theory of optimum 
currency areas, I believe the key problem is that one signifi cant condition isn’t satis-
fi ed in this actually existing union. In a currency union which is the United States, 
the federal budget plays a major part, accounting for several dozen per cent, while 
in the European Union the fi gure is just 1%. In eff ect, the ability to react to asym-
metric shocks using the joint fi nances is very limited, all the more so because agri-
culture takes probably 75% of this. Another important thing was that, in practice, 
the Stability and Growth Pact was unable to prevent Greece from using creative ac-
counting, even though, to a large extent, it wasn’t a secret. As a result of the lack of 
transparency, these fi scal eff ects proved to be much stronger than expected. Now, 
the problem is whether or not to provide help and, if so, how. Room for manoeu-
vre is limited by moral hazard because if we help Greece now, other countries will 
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expect the same in the future and will pursue a less prudent budget policy. On the 
other hand, it would be very bad for the euro zone’s credibility if a member coun-
try was to leave it during the fi rst serious economic crisis.
Krzysztof Jajuga: I’d like to add that a key thing is the decision to submit an ap-
plication to ERM2. We should do this when there is a lower risk of failing to fulfi l 
the four ERM2 membership criteria. I don’t think we can hope that the criteria will 
change. We should fi le the application when the situation is stable.

Th ere were at least two moments when Poland could have joined the euro with 
relatively little eff ort. It’s regrettable that we didn’t take advantage of this opportunity.

During the discussion, Professor Andrzej Wojtyna was asked about Poland’s sov-
ereignty: doesn’t the country’s entry into the euro zone involve transferring some 
of our sovereignty to foreigners?
Andrzej Wojtyna: I may disappoint you but, for me, sovereignty isn’t just having a 
national currency, which, in the long term, could prove much less stable than the 
currency of a group which we decided to join anyway in a democratic referendum. 
Let’s remember that we don’t have such treaty options as Great Britain or Denmark 
does, but our situation is similar to Sweden’s. We can continue our interesting dis-
cussion about a referendum. I can recall that more than ten years ago, when the dis-
cussion about a new constitution was in progress, I wrote to Jan Rokita, my MP for 
Cracow, suggesting that the constitution should stipulate that our currency could 
be not only the zloty but also the currency of the organisation we intended to join 
in a democratic way. Let’s not forget that a sovereignty based on one’s own currency 
may actually stand for very little. What does this kind of sovereignty mean in the 
case of countries which experienced hyperinfl ation cycles, had no anchor of infl a-
tion expectations in their currency, and had to fi nd it in the dollar or another cur-
rency in order to maintain their economic existence, understood as trust among 
foreign companies or investors. We’ve signed the Treaty of Accession and we simply 
have to adhere to it. It may have been a mistake not to set the latest possible dead-
line for accession in the treaty. It should have been like this, “You are obliged to join 
the euro zone aft er joining the European Union, but the period can’t be longer than 
ten years. You can spread the adjustment periods in time according to your prefer-
ences, but it can’t take longer than ten years.” Th is didn’t happen, probably because 
euro-zone countries didn’t know themselves whether or not they wanted to see us 
there. Unfortunately, we too oft en delude ourselves that they will encourage us to 
meet the criteria and join the club.
Tadeusz Kowalski: I’d just like to add that it’s imperative that we diff erentiate be-
tween formal and actual sovereignty. Poland is a relatively small open economy, 
integrated with the EU and the external world through the transfer of goods, ser-
vices and capital. It should be additionally underlined that we are a net importer of 
capital. In the sphere of monetary policy-making, such an economy has no actual 
sovereignty; it must pursue a conservative, standard monetary policy. For this rea-
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son, at least, we should adequately prepare for joining the economic and monetary 
union as soon as possible. Let me add something that you as a banking analyst will 
probably confi rm, namely that it’s very likely, almost certain, that joining a homoge-
neous capital pool will attract and facilitate an inward fl ow of FDI to Poland, which 
in turn should help us bridge the civilisational gap. Finally, let me add that the like-
lihood that the euro zone will generate a higher interest rate than Poland’s current 
rate, which contains a relatively high premium for specifi c risk, is very remote. For 
this reason, the answer is obvious.

3. Crisis and the Polish economy (Leszek Balcerowicz)3

For the last two years, we have repeatedly heard the phrase global fi nancial crisis. 
Being an economist, it is diffi  cult not to discuss the subject, which is very impor-
tant for the world and for particular countries. To begin with, let’s explain the phe-
nomenon itself.
I. Crisis – there is no precise defi nition of the word, and it does not make sense to 
look for one. Just as there is no precise defi nition of youth. Is a thirty-year old per-
son young or no longer so? We should accept it, then, that crisis is usually under-
stood as serious disturbances exceeding normal fl uctuations in economic activity. 
In this sense, we can talk of a crisis in the years 2008–2009, especially in developed 
and a few less developed countries. Last year, the whole West experienced a reces-
sion, i.e. instead of growing, the economy was shrinking, but the phenomenon was 
even more intensive in some less developed countries, e.g. in the Baltic states. So 
much for the crisis itself.

Why is this crisis described as fi nancial? Because it occurred (or started) in the 
fi nancial sector, a crucial part of a modern market economy. And the fi nancial sec-
tor means commercial banks, which specialise, on the one hand, in accepting de-
posits from individual clients and companies, and, on the other, in providing cred-
it. Th ere are also investment banks, which, despite the name “bank”, do something 
else – they act as intermediaries in the issuance of securities; sometimes they con-
duct independent fi nancial operations. Finally, there are universal banks, which 
combine several functions, there is commercial insurance, and there are pension 
funds. All of them are fi nancial institutions. Some of the transactions carried out 
between these fi nancial institutions are called a fi nancial market. If we issue bonds 

3 A lecture delivered on 20 January 2010 at the Concert Hall of Adam Mickiewicz University in 
Poznań during a meeting with Poznań university students and secondary-school pupils, as part of the 
2nd Poznań University of Economics Days.
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or companies’ shares through stock exchanges or otherwise, these transactions are 
called a fi nancial market, too. Altogether, the fi nancial sector consists of fi nancial 
institutions and markets.

Why does a fi nancial-sector crisis have deeper implications for other sectors 
of the economy? Th e reason is very simple. Th e fi nancial sector is very important 
for the development of other parts of the economy. Let me remind you that the fi -
nancial sector is an intermediary between those who save money and those who 
obtain credit. And those who provide credit or fi nance try to get it back, which is 
only natural, so they supervise the debtors (this is also a very important function). 
In a modern economy, this sector is so signifi cant that if it experiences a crisis, all 
the others suff er from its consequences. Not every economic sector is so important. 
For instance, before the crisis, the United States experienced another bubble which 
burst – it was the Internet bubble. It didn’t have major repercussions on a global 
scale, not even in the United States itself. Although the Internet is so important, the 
Internet bubble, aft er it burst, didn’t have such an impact as the disturbances in the 
fi nancial sector did. Th is demonstrates the signifi cance of the sector.

Why is the current crisis described as global? Is it because it has occurred every-
where with an equal force and at the same time? No. Not all global problems are of 
this nature. Th is is a global crisis because it started in the American economy, the 
most important economy in the world. If it had been restricted to Liechtenstein, 
Belgium or even Holland, no one would have bothered about this, because these are 
small economies. However, the United States accounts for about 25% of the world’s 
economy, so if this (not only economically) powerful country is hit by a crisis, it 
has an impact on the rest of the country’s economy and on the economies of other 
countries, primarily those which maintain special relations with them.
II. How does a crisis in a globally signifi cant country aff ect other countries? Th is is an 
eff ect of two main mechanisms which are at work because the world is “globalised”.

It might be worthwhile at this point to discuss a word which is oft en used and 
equally oft en misunderstood, namely globalisation, which is oft en used as blackmail 
(see the aggressive alterglobalists, who try to present their arguments using violence).

What is globalisation, then? It’s a situation where there are no artifi cial barriers 
in relations between people from diff erent countries. Globalisation is the opposite 
of isolation, or the situation where the world is divided into isolated entities referred 
to as countries and where hardly any relations are cultivated among them. No glob-
al crisis is possible, then, because a crisis hits only isolated entities. But we know 
beyond reasonable doubt that isolating individual countries is a recipe for poverty, 
especially in countries which are poor and rather small. Such an isolation implies 
being cut off  from knowledge, information and competition.

Th roughout most of its history, mankind was divided into isolated individuals. 
It had been like this until the 18th century, possibly except Roman times, with their 
good roads and pax Romana. Relations between people from diff erent countries 
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were strengthened by the development of modern capitalism, that is by economic 
freedom, which consisted of the freedom to maintain economic relations not only 
within a country but also with people from other countries. Such a phenomenon is 
called free trade. Th e opposite of free trade is a booth on the road where you pay a 
toll and high taxes. Th e fi rst globalisation started in the 19th century and lasted un-
til World War I. Subsequent attempts to revive it failed, ending in severe economic 
problems referred to as the Great Depression. It was a time when globalisation made 
a giant step backwards, i.e., economic barriers were created. It was also a time when 
the world made a giant step backwards, seeing the triumph of such systems as fas-
cism and communism. Who suff ered the most at that time? It was poor countries.

Aft er World War II, globalisation started to revive – fi rst, barriers in economic 
relations among developed countries were gradually lift ed, which helped them de-
velop. Th en they were joined by some less developed countries, which put a stop to 
their isolation. Th e fi rst among these were the “Asian tigers”, which developed ex-
tremely fast. Th en the phenomenon started to spread. Obviously, the communist 
world remained beyond the reach of globalisation.

Globalisation is not a completed process but, in general, our world is more glo-
balised than it is isolated. For instance, until the late 1970s, Maoist China had been 
a country of economic disaster, isolated from the world, ruled by a rogue and mur-
derous regime. Tens of millions of people died in the time of, and because of, the 
Cultural Revolution. In the late 1970s, China started to open to the world. Although 
they don’t say so, the Chinese are moving towards a capitalism open to the world, 
which is part of globalisation. Th eir reforms have saved hundreds of millions from 
poverty. With a suitable internal system, opening to the world is a powerful force 
that helps to bridge the gap between rich and poor countries.

In a “globalised” world, if one of its parts is hit by a crisis, the crisis spreads. Such 
are the consequences of globalisation; we can compare it to fi re. Living without fi re 
would be rather gloomy, though we wouldn’t risk being burned. But which do we 
choose: living without fi re to avoid being burned or living with fi re? It’s the same 
with many other things.

How does a crisis spread? When the world is “globalised”, a crisis spreads through 
two mechanisms: fi nancial relations and trade relations. Th rough fi nancial rela-
tions because a lot of banks are international, which means that, to a large extent, 
they operate abroad. If they operate in a country undergoing a crisis, they suff er as 
a result – their assets decrease in value or they contribute to the crisis themselves. 
An extreme example of this is Iceland. It’s a small country (population: 300,000) 
with gigantic banks which expanded into Great Britain and Holland. Since the ex-
pansion was careless, the banks made substantial losses. Th e fact has an impact on 
the small Iceland, which is under pressure to cover the losses.

But fi nancial integration brings considerable benefi ts as well. What are they? We 
can use foreign capital to accelerate our growth. We don’t have to rely on our own 
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resources. Th e point is that we should act wisely, doing only a few things at a time 
and in a fi eld which is profi table. Th e temptation to use capital too quickly or un-
wisely is huge. Some fi nancial innovations have probably gone too far and so they 
have failed. Th e market works by trial and error.

Generally speaking, developed countries are more integrated through the fi -
nancial sector than less developed countries. Consequently, what happened in the 
United States aff ected developed countries fi rst (e.g., Germany, western Europe in 
general, and Japan, although this country has its own problems).

Th e second type of relations is trade relations, or foreign trade. If we export a great 
deal and foreign markets are shrinking, our exports are shrinking, too, which aff ects 
the rest of our economy if the export sector employs a lot of people. But the extent of 
the impact depends on the extent to which a country is dependent on exports, which 
in turn depends on their level. On average, small countries export a larger propor-
tion of their manufacturing output (and consequently they import more) than large 
countries. Th is may partly explain why Poland has been less hit by the recession than 
Lithuania, Latvia, Estonia, the Czech Republic or Hungary – we are a far larger coun-
tries than the Baltic states and the other countries listed. We don’t deserve great credit 
for the fact that Poland is more populous than Lithuania – we would have to go back 
a thousand years and work out what is the source of the diff erences and to what ex-
tent they determined the subsequent population of these countries. Th is is simply an 
objective factor. Additionally, the countries which have suff ered the most committed 
their own economic-policy sins and would have run into trouble even without an ex-
ternal shock, though the problems, if less serious, might have arisen later.

What is the main economic sin? It’s the opposite of what populists say – that we 
should “stimulate” the economy by introducing more money into it. Usually, the 
word stimulate is positively associated with warmth, and its opposite, cool down, 
with cold. Th is is the irrational basis of such recommendations. A lot of people are 
taken in by this primitive populism.

And what happens when spending is increasing too fast? Sometimes infl ation 
goes up – it’s a phenomenon which is harmful to the economy and to people. A high 
and/or rising infl ation rate introduces harmful uncertainty into entrepreneurs’ and 
ordinary people’s lives.

Sometimes an excessive growth in total spending involves an excessive growth in 
government spending. What happens if “stimulation”, favoured so much by popu-
lists, takes place? Sooner or later, taxes start to rise. Th e only cause of high taxes is 
the fact that they are used to fi nance spending. Th is is the income which the state 
takes out of taxpayers’ pockets. So complaining about high taxes is an example of 
making a fuss because their only cause is high spending. We should focus on limit-
ing such infl ated spending rather than complaining.

If we “stimulate” the economy and increase spending, aft er some time we have 
to raise taxes, which is unpleasant and harmful to economic growth. And when we 
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increase spending, we have to fi nance it somehow. Th e easiest solution is to print 
money. Th e government is the country’s only institution which can do this legally, 
although it shouldn’t print money to cover spending which can’t be covered. However, 
if the central bank is independent, it opposes this as long as it’s independent and as 
long as there are people there who want to do so. A central bank like this is an in-
dispensable guardian of monetary stability.

If we can’t print money under political pressure, we have to borrow it. Th is is 
called public debt. Th e more the country is in debt, the higher interest it has to pay, 
and, if this continues, it fi nally falls into a debt trap. In other words, the country 
isn’t able to repay its debt.

Poland got into such a situation in the 1970s, a decade which some people re-
member as the best times – a real bonanza. In fact, it was a time of economic di-
saster: Poland was running up a debt, the money borrowed was used to fi nance 
abortive investment projects, “luxurious consumption” of bananas was accelerated 
because, under communism, bananas were a symbol of luxury. Th is was illustrat-
ed by the expression “banana youth”, used to refer to young people leading a life 
of luxury, i.e. to those who could aff ord to buy bananas. Th is is how the borrowed 
money was wasted.

When Poland achieved freedom and Tadeusz Mazowiecki’s government was 
formed in September 1989, other countries considered Poland a bankrupt. But in 
addition to this, what wasn’t known at the time – not even to me when I was as-
suming the position of fi nance minister – was a huge domestic debt owed to the 
country’s own society. Some people opened hard-currency accounts, but the mon-
ey (several billion) was almost gone: previous governments had spent it on im-
ports. Th ere were also “building-society books”: people saved money in the hope 
of getting a fl at. Th ey deposited the money but didn’t get the fl at. Th ere were “car 
books”: people saved money to buy a baby fi at, but they didn’t get it. Th e debts 
(both foreign and domestic) inherited from communism had to be repaid. Finally 
we repaid them.

A second form of “stimulation” takes place when credit for companies and house-
hold grows too much. What happens then? First, the percentage of credit decisions 
increases because the quality of the decisions and their speed oft en collide with each 
other. Second, when money enters markets in which supply can’t be easily increased 
and demand (i.e. spending) rises, what happens then? Th ere’s an increase in prices. 
A typical market where you can’t easily increase supply is the art market. Th ere will 
be no new Rembrandt, Manet or Picasso. You can only forge their works, and forg-
ery is prevented quite eff ectively.

Houses and fl ats are goods which are diffi  cult to produce quickly because they 
take time to build. If the amount of credit entering the housing market rises sud-
denly, prices of fl ats and property increase. Th en, what is popularly called specu-
lative bubble grows and grows and grows... and fi nally bursts. And when it bursts, 
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pleasure ends and distress begins. So if you want to avoid an economic slump, you 
must be alert in good times. In other words, you must make sure that there is no 
cheap politics, this food for the naive – an excessive increase in spending – because 
this is a road to crisis, not to prosperity.

You achieve prosperity by improving the environment of people’s activity in such 
a way that more productive work – intellectual, creative and innovative – is more 
profi table than less productive work, that working more is more profi table than 
working less, that people are not punished for working more, that you can’t easily 
get money if you don’t work (e.g. in the form of various state benefi ts). Although 
proverbs are not always right, the following is true: “No work, no pay.”
III. I have said what global fi nancial crisis is, how its eff ects are spread, and why some 
countries have suff ered more and others less. But what were the causes of the crisis?

Th ere are many inadequate and superfi cial explanations which are catchy because 
a shoddy but noisy intellectual product sells better in the media than a refi ned one. 
I’ll present some of these explanations.

One of them suggests that this is a crisis of capitalism. Where is the error here? 
A crisis within capitalism is confused with a crisis of capitalism. Capitalism as a 
system is defi ned through some foundations: the dominance of private owner-
ship, a contract rather than a command. Th e market means voluntary cooperation. 
Nothing has happened to challenge these foundations. However, if someone has 
doubts about capitalism as such, they should compare it with an alternative sys-
tem, which is socialism.

According to socialists’ own original defi nition, socialism means the state mo-
nopoly of the economy and ownership (and very oft en no market, which must lead 
to commands and central distribution). Where can we fi nd good examples of social-
ism? Cuba and North Korea? We could also add Iran. Although some people think 
that it has nothing to do with socialism, in fact it does, because there is a great con-
centration of political and economic power there. Th ere has never been a good so-
cialism, a system based on the state monopoly of power over society and the econ-
omy. Aft er some time, every form of socialism brought disaster, at least in the form 
of missed opportunities, and sometimes humanitarian disasters (see Stalin’s Soviet 
Union, Mao’s China or Pol Pot’s Cambodia).

Th ere is a second popular explanation, put forward especially by moralisers (there 
are a lot of them in Poland because moralising gives many people a sense of supe-
riority). Th ey say that the crisis was caused by greed. Let me add, just in case, that 
I’m against greed, too. But what does it mean that the crisis was caused by greed? 
Do they mean behaviours that are described as greedy? If so, we should ask what 
their origin is. It’s not enough just to say something. What could cause behaviours 
called greedy to intensify? Is it that suddenly some people have become greedier, in 
other words, their character has deteriorated? In this case, we should demand evi-
dence for this. We should ask what mechanisms increase greed. For instance, has 
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some greed virus appeared? When reading various analyses, I didn’t fi nd that biolo-
gists had discovered a greed epidemic in the sense of some biological mechanism.

A third explanation is closer to reality but it carries a risk of error. It’s said that 
it’s the fi nancial sector – or some of its features – that caused the fi nancial crisis. 
Here, we risk confusing symptoms with causes. Th e place where a problem occurs 
doesn’t have to be a cause of the problem. For example, we know where catarrh oc-
curs – in the nose. But is the nose its cause?

Where are the causes of the crisis then? Th ere’s no full agreement among those 
who systematically deal with the problem. But they do agree about some factors. Let 
me refer to a report which I co-authored – it’s the de Larosiere report, produced by 
a team appointed by the European Union to diagnose the causes of the crisis and 
formulate recommendations. Th e team consisted of eight people, and I had an op-
portunity to participate in its work. Th e report is publicly available.

According to such analyses, a major cause of the crisis were errors in the poli-
cy of public institutions. We should remember that an economy always works in 
a specifi c environment, and some of this environment is created by public institu-
tions (parliaments, governments or central banks). Th e fi nancial sector, especially 
banks, its most severely aff ected part, is particularly strongly infl uenced by the en-
vironment, which is created by public institutions.

I have already said that a boom increases when credit grows too fast. When does 
it grow too fast? Credit grows too fast when interest rates are too low. And the lat-
ter depend on the central bank. If it lowers interest rates too much, then, on the 
one hand, the borrowers are pleased but, on the other, the savers are dissatisfi ed. 
What is particularly important, however, is that credit – since it’s cheap – grows 
too fast. And if it grows too fast, a bubble appears, which fi nally bursts. A lot of 
people agree that it was a mistake on the part of the Fed (Federal Reserve System, 
or the American central bank) to lower interest rates too much in 2003 and to 
keep them at a low level for a long time. What’s more, in the United States, there 
was political pressure (from Congress and other politicians) to give everyone, or 
nearly everyone, a home loan, even if the person didn’t meet the requirements or 
wasn’t creditworthy. Th is is what generated such bad loans. In other words, what 
was at work in the USA was politics. Finally, some offi  cial international regula-
tions turned out to be wrong.

Other countries which were most badly hit by the slump, e.g. Spain, Ireland, Great 
Britain, and the Baltic states, also experienced such excessive-boom mechanisms.
IV. What are the implications of this for Poland? I think everyone in Poland would 
like the process of catching up with Western living standards to be fast rather than 
slow, because this translates into such basic things as fl ats, better health care, more 
trips abroad, the state’s strength measured with the capability to fi nance the army. 
A large number of important things are related to economic growth. But these mass 
desires don’t automatically translate into activity which promotes development be-
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cause some people support what impedes the country’s development. Th e fewer 
there are of them, the faster we will reach Germany’s living standards.

Th e future of our economy depends on two factors. First, the world situation; 
second, what will be going on in Poland. As for the world situation, we can only say 
that the world is getting out of the recession, although the speed of the process is 
highly uncertain. What is important to us, however, is that we have no infl uence on 
what will happen, say, in the United States. We have no infl uence on China or Japan, 
either. We can have some infl uence on them through the European Union. Here, 
I think, Poland’s raison d’état is to choose one priority: insisting that those mecha-
nisms which promote the development of all member countries, including Poland, 
should be strengthened, and opposing those solutions which inhibit development. 
To be sure, there are a few of them in the EU, e.g. an unreasonable climate policy 
based on very weak intellectual foundations. Th ere is a danger that it will burden 
the economy, especially the poorest countries’ economies, with additional taxes.

We can, and should, have the biggest infl uence on what is going on in Poland. Th e 
point is that in democratic Poland we should make better decisions, that popular 
but harmful decisions should be lower in number. In a democracy, “you’ve elected 
your bed, you have to lie in it.”

In Poland, there is too much grumbling and too little civic activity. Too many 
Poles are apolitical out of snobbery: they say all politicians are thieves, fraudsters, 
and so on. However, politicians are as diverse as other people; just as with students 
– not all students cheat at exams; and not all journalists mislead the public. We can’t 
be taken in by these catchy and shameless slogans intended to exempt us from the 
moral duty to take care of our country when it can’t move forward. It’s imperative 
that people be mobilised around a few proposals which stimulate development and 
reduce the danger of disturbance. And the more diffi  cult such mobilisation, the 
greater its importance.

What it means in practice is a few simple things. Rather than listing all of them, 
I’ll just highlight those which should be particularly emphasised.

First, we should know what factors are especially important for development 
and which are less important, and we should treat the important ones as priorities. 
Second, we should know in which of the important areas we have a lot to do, i.e., in 
what terms we compare unfavourably with economic tigers, countries which have 
been developing rapidly for many years. Using these two simple criteria, I conclude 
that where we have the most to do is the important area of public fi nance. Our bud-
get spending is exceptionally high. In eff ect, we have very high taxes, and our public 
debt, on which we pay high-rate interest, is growing fast. And it’s we who pay the 
interest, not Santa Claus.

What is the source of this huge spending? Government spending is huge when 
welfare spending (money received without working) is huge. Th e more welfare 
money, the higher the taxes. We need to face the problem, but there is a lot of pop-
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ulism around it, combined with moralising about defending the poor and the weak. 
Research shows, however, that chronic and high unemployment (in developed coun-
tries such as Germany or France) results from excessive government interference 
and too much welfare state, and that we suff er from a premature fi scal euroscle-
rosis. Huge government spending is related to another fact: that those who work 
in Poland account for only 57% of people of a productive age who are capable of 
working. What it means is that, on average, one Polish woman has to support one 
Polish man, or vice versa. In this situation, taxes have to be high. Some of the rea-
sons are that people retire too early and that it’s too easy to qualify for a disability 
pension. All of this means living off  other people, without work, or receiving vari-
ous benefi ts and working in the black economy. Th is is the biggest problem we have 
to solve. I haven’t heard of an economic tiger with a fi scal and social burden simi-
lar to Poland’s. Th e burden of all the countries which developed fast and for many 
years was half as heavy (about 20% of GDP or less, while ours is over 40%). Th is 
is because in democratic Poland people have elected too many false Santa Clauses 
who promised to give them something. But they can obtain it only from taxes, so 
when these were not enough, they increased public debt.

A few other things need to be done as well. We can hear a lot of confusing things 
and rubbish about privatisation because some people associate it with self-interest 
or a small business owner – this is where a mental burden of communism becomes 
apparent. And the matter is so simple: state ownership equals Włoszczowa. Th e 
case of Włoszczowa shows who has eff ective control of a state-owned company – 
it’s a politician. As long as companies are state-owned, they will be vulnerable to 
mismanagement and mistakes, and they will go out of business as soon as they face 
competition (just as Poznań’s Cegielski plant did – privatisation was delayed for too 
long; prior to that, Pewex and Polish shipyards went under in a similar way). State 
ownership poisons both the economy and politics. Since there is a large pool of po-
sitions to fi ll, what should politicians be preoccupied with? Th ey will be busy fi ll-
ing the posts. We can’t just condemn this; we need to change it. We should give up 
the myth of the old family silver, which no longer exists, take away these toys from 
politicians, and privatise them, i.e. transfer ownership-related power to individuals 
and non-political institutions.

Company privatisation in Poland is seriously delayed because of the noisy dema-
gogues, including the Supreme Chamber of Control, which until recently was busy 
accusing those privatisation ministers who had done a great deal. People who did so 
much good for Poland and its economy, e.g. Janusz Lewandowski, faced prosecution. 
Now Emil Wąsacz, another person who rendered great service to Poland, is being 
prosecuted; before that, by the decision of the parliamentary majority, he faced the 
State Tribunal. Th is demonstrates how much should be changed in Polish democracy.

Reforms should result in more people working, lower welfare spending, and low-
er taxes. Th en the economy will gain momentum. Control of companies should be 
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taken away from politicians, which will additionally bring in revenues and close a 
possible gap.

We should also improve Polish law and make it more stable because there is a lot 
of unproductive grumbling about that. What is the source of bad law? It’s legislative 
activity. And law is created by elected MPs. So law will be good when our electoral 
decisions are better. We should give up the socialist rubbish that the more laws there 
are, the better. Th is legislative diarrhoea destabilises the working environment for 
people and companies; it results in the majority of laws being amendments to exist-
ing legislative trash. Our ideal should be one thing: no new laws, which means that 
laws should be so good that they wouldn’t have to be changed. Th is is, of course, dif-
fi cult to achieve, but it should at least serve as a guiding principle. And if someone 
boasts about having passed 300 laws in a year, then what he does is simply harmful.

A recipe for growth is simple and we should to know it. Another step is mobili-
sation, just as it happens in a real civil society.

In every society there are populists, people who seek to infl ate the state, either 
for reasons of a false ideology (called socialism or statism) or out of political or per-
sonal interest. For instance, if a politician loves power, he will oppose privatisation, 
because it means losing some of his power. Many entrepreneurs, in turn, don’t like 
competition, so they will exert pressure on politicians to protect them (by provid-
ing subsidies and imposing tariff s). It has always been and will always be like this, 
which doesn’t mean that such an approach must prevail. It prevails only when there 
is no suffi  cient counterbalance to it, when society is dominated by martyrdom and 
complaining. Th e right response is a well-organised social mobilisation aimed at 
winning, every single day, our peaceful battle against populism. It is then that Poland 
will be safe, will develop rapidly, and will eff ectively use its freedom.

4. Speech delivered by professor Stanisław Gomułka during 
the honorary degree conferral ceremony at the Poznań 
University of Economics4

Your Magnifi cence Rector of the Poznań University of Economics, Honourable 
Promoter, Esteemed Members of the Senate, Honourable Reviewers, Ladies and 
Gentlemen!

Among the guests, I am particularly delighted to welcome the Danish and the 
Russian Consuls. Th e Kingdom of Denmark gave me great help in a diffi  cult time. 
As for the Russian Federation, I have fond recollections of close cooperation with 

4 Th e ceremony was held on 21 January 2010.
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key reformers of the country, especially with deputy Prime Minister Arkady Gaidar 
and his collaborators in the second half of 1991.

Th e degree of doctor honoris causa is one of the highest, or maybe even the high-
est, award a university can bestow. Th erefore, I feel extremely honoured to be pre-
sented with such a prestigious award. I particularly appreciate the fact that I am 
receiving it from a university which made a substantial contribution to the devel-
opment of economic sciences, education and public debate during the Second and 
the Th ird Republic.

On such occasions it is customary for the person awarded to say something a 
bit wise, something a bit new or at least not trivial, something that at the same time 
refers to the results of his research. Because, since I completed my doctorate at the 
University of Warsaw over forty years ago, I have been intensely focused on explain-
ing the sources of disparities in the economic growth rate, both between countries 
and in time, I would like to devote to the subject the 20 minutes given to me by 
Rector Gorynia. To deliver a lecture I usually needed 55 minutes. Fortunately, the 
latest issue of Th e Poznań University of Economics Review features my article on this 
very subject, titled “Mechanisms and Sources of World Economic Growth”. Th is ar-
ticle, therefore, should be treated as a full and ultimate version of my lecture. Here 
and now, I will restrict myself to just a few observations.

Firstly, the initial theories of economic growth advanced by such economists as 
Harrod, Domar, Solow, Kuznetz or Kaldor, and Kalecki in Poland, focused primar-
ily on what is called quantitative growth factors – mainly employment and capital 
accumulation. Th e key role of innovation and qualifi cations was appreciated but, 
for instance, the innovation rate itself was not explained. Th is was so, even though 
as early as the 1950s it was clear that although capital accumulation is essential to 
sustain economic growth, the main source of people’s income and material wealth 
is economic activity that triggers or produces qualitative changes in the economy, 
namely innovations and human skills. In other words, it is activity which introduces 
new technologies and products, changes institutions and increases human capital.

Although this view has been beyond question for many years, a lot of people 
(including economists and journalists) still claim – now even more emphatically 
than 10 or 20 years ago – that economic growth has been based on knowledge and 
information only in the last decades.

Our research leads to the conclusion that a long-term increase in income and ma-
terial wealth has always been based on knowledge, except that percentage changes 
in the volume of this knowledge had, for thousands of years, been small until they 
accelerated dramatically two-three centuries ago.

Explaining this acceleration and showing the prospect of an inevitable (accord-
ing to this theory) slowing down of qualitative changes and economic growth con-
stitutes the subject of a considerable proportion of my works, especially those writ-
ten between 1970 and 1990.
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Secondly, from the perspective of my works, it is a grave mistake not to dis-
tinguish between a contribution to knowledge growth globally from qualitative 
changes on the scale of a specifi c economy. In catching-up countries – such as 
today’s China, India or Poland – economies can be and, in these three countries, 
are very innovative, despite their modest contribution to the world’s resources of 
knowledge.

Th irdly, we should carefully distinguish between highly developed countries, 
where almost exclusively their own qualitative changes determine the innovative-
ness of their economies, from less developed countries, where innovativeness is de-
pendent on knowledge transfer from others rather than on their own contribution 
to world knowledge. Such a small contribution from these countries is, at the pres-
ent stage of their development, nothing unusual.

My fourth observation is as follows. In the last thirty or forty years, many models 
have been developed to describe economic growth in highly developed countries 
on the basis of the division of the economy into two sectors: (1) that which manu-
factures conventional goods with the knowledge given, and (2) a sector which pro-
duces qualitative changes or, roughly, that which comprises research and develop-
ment as well as all kinds of education. An implication arising from many of these 
models has been that the rate of qualitative changes increases in parallel with the 
share of investment in GDP or with the ratio between employment in the sector 
of qualitative changes and total employment. However, empirical data do not con-
fi rm such implications in highly developed countries. In eff ect, the empirical test 
has been failed by some well-known models, including Arrow’s learning-by-doing 
theory as well as Romer’s and Lucas’s theories. Others, including the Phelps model, 
have passed the test quite well.

But the Phelps model of 1966 applied to what is called balanced growth, where 
labour and capital outlays in the sector of qualitative changes grow at the same rate 
as in the sector manufacturing conventional goods. In the last two-three centuries, 
however, the sector of qualitative changes has been developing several times as fast 
as that manufacturing conventional goods. It was the extension of the Phelps analy-
sis to such a balanced-growth situation, or, in my economic defi nition, to the situ-
ation of technological revolution that I analysed in my studies.

My research leads to three conclusions which may be a little surprising or, at 
least, are still rarely found in the textbook literature.
1. An innovation and economic growth theory for catching-up countries must be 
completely diff erent from that for most developed countries. Th e Nelson-Phelps 
model was one of the fi rst to be relevant to catching-up countries. Th e model as-
sumed that the greater the technological gap, the greater the diff usion and technol-
ogy transfer. In this expression, the authors referred to Veblen and Gerschenkron’s 
idea of the advantages of backwardness. Th is model, however, fails when applied to 
exceptionally little developed countries with a limited capability to absorb innova-
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tion. Th is is because it turns out that in catching-up countries, unlike highly devel-
oped ones, a great deal depends on institutional reforms and economic policy. One 
of the reasons is that in catching-up countries, unlike highly developed ones, the 
share of investment in GDP and education spending are those variables that have 
a considerable infl uence on the innovation rate and, consequently, on the rate of 
economic growth. Economic policy, in turn, may have a great impact on national 
savings and the investment rate.
2. In highly developed countries, the rate of GDP growth per person, though excep-
tionally high and quite stable in the last two-three centuries, will remain at more or 
less this level for some time only, the time needed to fully utilise, on a global scale, 
people with a talent for innovation and entrepreneurship.

Now, aft er the two-three centuries, such utilisation has taken place only within 
the group of most developed countries. But in catching-up countries the degree to 
which resources of this kind of talent are exploited is still quite low. Th is is what 
constitutes the reserves of accelerated growth on a global scale. It is a gradual ex-
ploitation of these reserves that will sustain such accelerated growth for some time.
3. With time, as these growth reserves are exhausted and the world’s population 
is expected to stabilise, balanced growth on a global scale must result in a gradual 
slowing down of GDP growth per person to a level much lower than the one we 
have seen for the last two-three centuries.

My last observation is about the implications of a theory about fundamental 
similarities between paths of growth before the technological revolution of the last 
two-three centuries and aft er the revolution was over, in other words, aft er return-
ing to the path of balanced growth, i.e. an equally fast growth of the convention-
al sector and the sector of qualitative changes. In both situations, per capita GDP 
would obviously be radically diff erent, but the diff erence would no longer apply to 
the rate of further GDP growth.

According to this theory, the extremely fast economic growth in the period be-
tween these two epochs, which is the period we live in, is a kind of superfl uctua-
tion in the history of human civilisation, a phenomenon stretching over three-four 
centuries, therefore a relatively short one.

Th is superfl uctuation has already raised and is still raising the level of material 
wealth per person. It is doing so very fast, about an order of magnitude faster than 
in previous centuries. Th is theory of mine implies that, globally and historically, we 
are returning to a relatively slow economic growth, to an epoch of considerable ab-
solute changes in per-capita GDP, but small changes in percentage terms.


