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Abstract

Process of planning the location of enterprises still lacks the method allowing for combining
spatial analysis with the competitiveness analysis of the industries or their clusters, while taking into
account the competitive position and competitive potential. The purpose of the study is to create
a new methodical pattern in the location analysis of the company based on regional strategic groups,
and to show the possibilities and limitations of the proposed tool’s application, supporting location
decisions on the example of food industry companies in NUTS 2 level regions in Poland. The study
included medium and large enterprises of the food industry in 2013.

This paper contains an attempt of application of a modified McKinsey matrix for spatial analyses,
using the investment attractiveness indexation of regions. The suggested modification of McKinsey
matrix is a new proposal in this respect, while at the same time being an attempt to solve the problem
of the management.

Regional strategic groups analysis allows one to propose possible strategic actions for businesses,
which helps to solve the problem of location management of group of companies, including regional
clusters. It is worth noting that the proposed instrument also contributes to the actions of the local
government units (regions), concerning the adaptation of investment offer to the needs of business
entities.
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Abstrakt

W planowaniu lokalizacji przedsiebiorstw brakuje metody pozwalajacej na laczenie analizy
przestrzennej z analizg konkurencyjnoSci sektoréow lub ich wigzek, z jednoczesnym uwzglednieniem
pozycji konkurencyjnej i potencjalu konkurencyjnego. Celem opracowania jest stworzenie nowego
wzorca metodycznego w analizie lokalizacji przedsiebiorstwa na podstawie regionalnych grup stra-
tegicznych oraz ukazanie mozliwoSci i ograniczen aplikacyjnych zaproponowanego narzedzia
wspomagajacego decyzje lokalizacyjne, na przykladzie przedsiebiorstw przemystu spozyweczego w re-
gionach szczebla NUTS 2 w Polsce. Badaniami objeto §rednie i duze przedsiebiorstwa przemystu
spozywczego w 2013 roku.

W pracy opisano prébe aplikacji zmodyfikowanej macierzy McKinseya do analiz przestrzennych,
z wykorzystaniem waloryzacji atrakcyjnosci inwestycyjnej regionéw. Proponowana modyfikacja
macierzy McKinseya stanowi nowg propozycje w tym zakresie, bedac jednoczes$nie proba rozwigzania
problemu zarzadczego.

Analiza regionalnych grup strategicznych pozwala na zaproponowanie mozliwych dziatan stra-
tegicznych przedsiebiorstwom, co sie przyczynia do rozwiazania problemu zarzadzania lokalizacja
grupy przedsiebiorstw, w tym klastrow regionalnych. Warto zauwazy¢, ze proponowane narzedzie
przyczynia sie jednocze$nie do dostosowania dzialan jednostek samorzadu terytorialnego (regionow)
w zakresie ksztaltowania oferty inwestycyjnej do potrzeb podmiotéw gospodarczych.

Introduction

The increasing number of operations and the organisational complexity of
the enterprises create new information needs concerning the functioning of
entities at different levels of spatial division (from international, through
regional to local one), while taking into account the sectoral and cross-sectoral
analysis.

Based on the literature and described cases of locating businesses, one can
indicate that the choice of location is based on multi-level procedures, which
allow to select a location from a set of suitable options.

Various recommendations for the conduction of the location selection
procedure are formulated on the basis of these different approaches. The most
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general guidelines are related to the strategic approach. The choice of location
comes down to the evaluation of different variants of location based on the
analysis of location factors of a general nature — regarding the region, and
detailed — concerning a specific property. One often uses a gravity method
(THAI, GREWAL 2005, p. 3-24), grading point methods (SCHROEDER 1993,
Kasiewicz 2002, p. 187), mesh model allowing modelling of nonlinear trans-
port costs (ASHAYERI, RONGEN 1997, p. 97-109, 188), or more complex models
comparing locations in terms of transport and storage costs.

There is still no method to combine spatial analysis with the analysis of the
sectors’ competitiveness or their clusters, while taking into account the
competitive position and competitive potential. Therefore, the purpose of this
study is to create a new methodical pattern in the location analysis of the
company based on regional strategic groups, and to show the possibilities and
limitations of the proposed tool’s application, supporting decisions of enter-
prises’ localisation optimisation (optimal choice of location) on the example of
food industry companies in the NUTS 2 level regions in Poland.

The authors have chosen the food industry due to the fact that it is very
diverse internally. It shows links to other sectors of the economy, especially
agriculture. This industry is characterised by strong spatial connections with
local and regional markets and, to a lesser extent, with international markets.
Currently it is changing, because international ties in the era of globalisation
are growing, and competition strategies of food businesses are focused on
various forms of internationalisation — nearshoring, offshoring, etc.

This raises the need to improve the location analyses at various spatial
scales, including in cross-border and wider — international terms.

The authors make a thesis: ,,the use of McKinsey matrix may be a useful
tool for decision-making in terms of making location decisions in enterprises,
allowing to efficiently use the available management information”.

Research Methodology

In the literature one recommends various model solutions to identify the
optimal location, e.g. using localisation triangle, izodapan model and more
sophisticated linear programming methods based on the objective function,
usually in the form of minimising the total transport cost (WEBER 1909,
PREDOHL 1925, PALANDER 1935, ISARD 1956, LOSCH 1961, HOOVER 1962). The
companies participating in globalisation need new instruments to compare
different regions as potential business locations, including potential partners
for the creation of cluster structures. Therefore, the paper shows the possibili-
ties offered by the McKinsey matrix in spatial research using the original



8 H. Godlewska-Majkowska, A. Komor

concept of regional strategic groups. Regional groups are the strategic clusters of
regions similar to each other in terms of the attractiveness of the sector and
position, or competitive potential (GODLEWSKA-MAJKOWSKA, KOMOR 2014, p. 133).

McKinsey matrix (industry’s attractiveness matrix, the attractiveness of
the product, market’s attractiveness, the General Electric matrix) is one of the
portfolio analysis methods and so far has been mainly used for the diagnosis of
the strategic business unit (SBU) of defined objectives and well-defined
products and clients. The matrix was used for the presentation of a diversified
enterprise’s business activity portfolio, which operates in several sectors. It is
a method of measuring and presenting the competitive position of a diversified
enterprise based on two variables: the attractiveness of the industry and the
competitive position of companies in the sector. According to both analysed
variables units can be rated as low, medium and high. According to the
matrix’s structure, the company should operate in the most attractive sectors
and focus on investing in products for which it has a strong competitive
position (THOMPSON, STRICKLAND 1987, p. 192, HaX, MAJLUF 1991, GIER-
SZEWSKA, ROMANOWSKA 2002, p. 222-225).

McKinsey matrix is the basis for the development of strategies recommen-
ded for the strategic business units of the company. Figure 1 shows the division
of units according to the recommended strategies.

The following recommended strategies for companies depending on their
competitive position and attractiveness of the industry can be specified
(KOMOR 2014, p. 86-87 on the basis of: PIERSCIONEK 1998, p. 248-250, OBLOJ
2001, p. 278, GIERSZEWSKA, ROMANOWSKA 2002, p. 226):

- ,,winners” strategic units should use the strategy of investment and
growth, and look for the way to dominate the market (area A in Fig. 1),

— ,,winners” units should implement selective growth strategy based on
investments in selected segments (area B in Fig. 1),

— units called ,,question marks” — one recommends strategy of selective
analysis of the options associated with a specialisation in market niches or
taking over companies with significant strategic advantage (area C in Fig. 1),

— average business units should implement the strategy of selective op-
tions’ analysis based on specialisation and selective investments (area D
in Fig. 1),

— units called ,,profit producers” — one recommends strategy of the selec-
tive analysis of options based on investments that will maintain market share
(area E in Fig. 1),

— ,Jlosers” units should pursue strategies of profit maximisation or divest
businesses (area F' in Fig. 1),

- ,losers” strategic units should divest businesses or implement short-
term profit maximisation strategies (area G in Fig. 1).
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Fig. 1. McKinsey matrix — division of units according to recommended strategies
Source: KoMmor (2014).

The use of industry attractiveness matrix for the needs of spatial analyses
was suggested by GODLEWSKA-MAJKOWSKA (2013, p. 129-132). According to the
author’s concept, an individual enterprise was replaced by a collective enter-
prise, i.e. a group of companies from the same sector operating in the region,
and strategic business units were replaced with different locations (regions).

In place of industry’s attractiveness indexation, found on the OY axis of the
traditional McKinsey matrix, in a regional matrix one can use indicators of
investment attractiveness, treated as elements allowing the comparison of
location data and assessment of the competitive position of companies in the
region. The OX axis can show competitive position of companies in the
industry located throughout the region, e.g. measured by the share of a given
region in the value of production sold/sales revenues. In case of the absence of
statistical data, indirect indicators of the competitive position of the region, or
businesses located can also be used there, e.g. the share of a region in a group
of all economic entities of the given industry, or in fixed assets’ gross value or
investments of a reference area (e.g. the European Union for international
analyses, or the given country for domestic analyses). Because the matrix is
created on the basis of the presentation of the location’s three dimensions,
hence the third dimension is presented in the matrix in the form of a circle,
whose size can show the level of entrepreneurship, determined by the share of
the region in the total employment in the sector. This measure also demon-
strates the competitive position of the region and shows its intermediate
competitiveness. Dividing units according to the above criteria into low,
medium and high allows the strategic position analysis and identification of
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possible strategies to compete in the sector. McKinsey matrix modified in such
a way for the need of spatial analyses consists of nine fields, which include
units identified as regional strategic groups. Each group has a set of recom-
mended strategies for entities that are a part of them.

Regional Strategic Groups in Food Industry in Poland

In order to identify and analyse regional strategic groups, data from the
financial statements of medium-sized and large food industry companies for
2013 years has been used. The matrix’s design was based on two variables — the
assessments of the competitive position of the region and the attractiveness of
the industry. Competitive position of the region has been determined on the
basis of the share of the province in the value of the sold production of the food
industry in Poland.

Attractiveness assessment of the sector has been based on the indexation of
the potential investment attractiveness for industrial investments (Atrak-
cyjnos¢  inwestycyjna  regiondw... 2012, Atrakcyjnosé inwestycyjna
a przedsiebiorczosé... 2011, Innowacyjnosé jako czynnik... 2010). This indicator
describes the most important areas for industrial investments of a labour
intensive character and allows a multi-criteria analysis for the location of the
investment, taking into account various factors. The index construction is
based on the weight-correlation method (BRZOZOWSKI, POGORZELSKI 1992,
p. 42-44) enabling the construction of a synthetic pseudo-one-feature vector
expressing the key location factors for the processing industry grouped in the
so-called microclimates: labour resources, technical infrastructure, social in-
frastructure, market, administration, social and innovativeness microclimate
(Atrakcyjnosé inwestycyjna regionéw... 2012).

Matrix depicting the distribution of regional strategic groups has also
another dimension presented as circles of different sizes. It can show the level
of entrepreneurship, determined as the region’s share in the total employment
in the sector on the reference area (in Poland). This measure also demon-
strates the competitive position of the food industry enterprises of the region
and shows the intermediate competitiveness of the region.

According to the results of the research, it can be said that the Mazowieckie
province is a leader in terms of competitive position — measured by a share of
the province in the national value of sold production of the food industry in
2013 (cf. Fig. 2), which also has the highest ratings of location advantages for
labour-intensive industries included in the PAI 2 indicator. Enterprises in the
food industry operating in the analysed area can be described as , winners”
strategic units that are suited for the development strategy. They should
maximise investments and dominate the market.
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Wielkopolskie and L.6dzkie provinces have worse competitive position than
the leader and at the same time, these regions are characterised by the
above-average assessments of the location advantages for labour-intensive
industries (Fig. 2). Hence, one can recommend in this situation the strategy of
selective growth based on investments in selected segments of the market. The
provinces can be described as ,,winners”. However, it is worth noting slightly
worse competitive position of the L.odzkie province, measured by the share of the
region in the value of sold production of the domestic food industry. Enterprises
operating in this region should take steps to improve the competitive position
through, e.g. taking over firms with a significant strategic advantage. Other-
wise, there is a risk of moving to a group of units known as ,,question marks”.

The group of units called ,,question marks” includes the following prov-
inces: Dolnoslaskie, Slaskie, Malopolskie, Pomorskie, Zachodniopomorskie
i Opolskie, which are characterised by the high rating of universal location
values for labour-intensive industries and the low competitive position in the
food industry (Fig. 2). This is due to the historically shaped industrial
traditions of the regions concerned and the conditions for the conduction of
agricultural production, which is the source of raw materials for the food
industry. Food industry enterprises located in these regions are recommended
to use the strategy of selective options’ analysis based on specialisation, finding
market niches, selective investing in the potentially most profitable activities
providing good growth prospects, or acquisition of another company in the
industry.

Other analysed regions — Lubuskie, Podkarpackie, Lubelskie, Podlaskie,
Swietokrzyskie, Warminsko-Mazurskie and Kujawsko-Pomorskie — may be
assumed for ,losers” (Fig. 2), for which the most likely strategy is to maximise
profit or descent from the market (acquisition of competitors’ profit, reducing
product range, minimal investments, or alternative sale of a business). It is
therefore important to create conditions conducive to keeping investors fo-
cused on short, or medium-term profits there.

Summary

In this paper, regional strategic groups in regard to food industry were
distinguished, based on the assumption that the companies from a given region
can be treated as a collective enterprise in a particular industry.

When using this tool, it was found that Mazowieckie province performs
best both in terms of competitive position, as well as competitive potential.

Wielkopolskie and L.6dzkie provinces have worse competitive position than
the leader, but because of the above-average overall assessment of the location
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advantages, can apply selective growth strategy based on investing in selected
segments of the market. It applies especially for raw materials industry, as
confirmed by the high share of these regions in the value of agriculture’s sold
production.

The proposed adaptation of the McKinsey marix for the needs of spatial
analysis in the form of regional strategic groups brings new benefits to the
enterprises, regardless of the analysed industries. They include:

— comparisons of both individual areas (regions), as well as subsets of
potential business locations using complex assessments of investment attract-
iveness of statistical regions,

— monitoring changes in the whole industry and the actions of competing
companies with emphasis on the spatial factor,

— identifying potential rivals within an industry’s strategic group in
a given location,

— the search for partners in building strategic alliances or establishing
cooperation based on coopetition — coopetition relies on the simultaneous
presence of cooperation and competition in relationships between competitors;
competitors cooperate within certain functions of the value chain, while they
compete on the other grounds (BENGTSSON, KOCK 2000, p. 411-426, CYGLER
2009).

Analysis of regional strategic groups allows to propose possible strategic
actions for enterprises. In this context it contributes to solving the problem of
managing companies’ locations. It is worth noting that the proposed instru-
ment also contributes to the actions of the local government units (regions),
concerning the adaptation of investment offer to the needs of business entities.

Therefore, a research hypothesis assuming that the McKinsey matrix can
be a useful tool for enterprises’ decision-making processes concerning location,
allowing to efficiently use the available management information, has been
positively verified.

When making strategic decisions and choosing strategic options one should
however bear in mind that all statistical measures are subject to certain
structural failure. A special attention should be paid to the fact that the
intra-regional scale, i.e. NUTS2, may not reflect the actual interregional
relationships taking place within the spatial connections of a network charac-
ter. In addition, data on entrepreneurship and employment may not corre-
spond to the actual involvement of companies on the individual regional
markets due to the fact that part of the turnover is made in non equity form.
Also financial reporting is highly corrupted, and does not reflect the location of
companies in the region, but rather their head offices.

Validity of the available statistical data and too general character of
investment attractiveness indicator used in the construction of the matrix for
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the attractiveness of the region assessment are application limitations of the
proposed tool. Although the investment attractiveness indicator is created
based on a wide range of data, it may not adequately reflect the sector-specific
location factors. This effect can be however eliminated, through correcting the
indicator by taking into account additional factors included in its composition.

Among the directions of future research on the concept of regional strategic
groups one can mention the need for more detailed analyses of individual
elements of enterprises’ competitive potential. It seems particularly important
to conduct in-depth analyses of specific sector’s links with elements in the
supply and distribution chain. In addition, it is worth making an attempt to
apply this concept to the lower levels of aggregation than the industry’s sector
(which requires more detailed definition of investment attractiveness indi-
cators of regions), the transition from a static to a dynamic approach to
determine the direction and strength of shifts in strategic groups. An attempt
to transfer other portfolio analyses tools to the mezoeconomic level, which have
been used at the microeconomic level so far, may also be an interesting issue.

Translated by KamiLa GrzEszczAK
Accepted for print 31.03.2016
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Abstract

Our objective has been to review, analyze and evaluate the pension scheme for professional
soldiers and their family members in Poland, including the current legal regulations governing this
area.

The unique legal status of the armed forces in Poland has always been associated with the
commonly held belief that professional soldiers and their families enjoy a special, privileged position
in terms of social security compared with other occupational groups.

However, the unique and more advantageous conditions for the acquisition of health or old-age
pension rights drawn up specifically for the armed forces can be seen as compensation for the high
psychophysical and intellectual expectations that professional soldiers must satisfy. These expecta-
tions include requirements such as constant work availability, willingness to risk one’s life and health
and, in general, a higher degree of work stress among professional servicemen than among other
groups of employees.

SYSTEM ZAOPATRZENIA EMERYTALNEGO ZOENIERZY ZAWODOWYCH -
GENEZA, FUNKCJONOWANIE, PERSPEKTYWY

Wactlaw Jarmotowicz', Tomasz Sikora?

! Instytut Finansow
Wyzsza Szkota Bankowa w Poznaniu
2 Europejska Wyzsza Szkota Biznesu w Poznaniu

Stowa kluczow e: zolnierz zawodowy, wojskowy system emerytalny, emerycii renci$ci wojskowi.
Abstrakt
Przedmiotem artykulu jest préba prezentacji, analizy i oceny funkcjonowania zaopatrzeniowego

systemu emerytalnego zolnierzy zawodowych i czlonkéw ich rodzin w Polsce, z uwzglednieniem
aktualnie obowigzujacych uwarunkowan prawnych w tym zakresie. Zréznicowaniu statusu prawnego
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wojskowych w naszym kraju zawsze towarzyszylo do§é powszechne prze§wiadczenie spoleczenstwa,
ze w materii praw socjalnych pozycja tej grupy wzgledem innych grup zatrudnionych byla szczegélnie
uprzywilejowana. Odrebne jednak, a zarazem korzystniejsze, zasady nabywania uprawnien eme-
rytalno-rentowych dla tej grupy osob sa traktowane jako swego rodzaju rekompensata za wysokie
wymagania psychofizyczne i intelektualne: stalg dyspozycyjno$¢, gotowo§é do narazania zycia
i zdrowia oraz ogdlnie duza uciazliwo$§¢ stuzby wojskowej w poréwnaniu z warunkami pracy
i obowigzkow innych grup zatrudnionej ludnosci.

Introduction

Parallel to two other pension systems — one for farmers and the other for
the general population in which future beneficiaries are obliged to participate
and in which the capital for pension payments is accumulated from the
contributions paid by prospective pensioners during their entire active profes-
sional careers — there is another pension scheme providing pensions for the
so-called ,,uniformed forces” (BIs 2011, p. 4).

A distinguishing feature of the latter system is that pensions are paid by
the state organs directly from the state budget (WANTOCH-REKOWSKI 2014,
p. 60), because no pension contributions are deducted from remunerations
received by uniformed servicemen. Professional soldiers and functionaries of
other uniformed services, including police or paramilitary forces, are not
employees in the light of the Employment Law, but have entered into a service
relationship with the state (which is then their work provider and the
employing subject)®.

Each group of the uniformed forces is guaranteed conditions, adjusted to
the specific nature of their performed duties that specify the acquisition of
pension rights and pension payments. A noteworthy point is that no other
group of people with an occupation in Poland has such rights (or privileges)
except the uniformed services?.

However, as A. WIKTOROW (2011, p. 147) rightly observes, the distinctly
different character of the scheme of pensions and other social benefits designed
for the uniformed forces is maintained in most countries worldwide, and

! Pursuant to the judgment of the Constitutional Tribunal of 14 December 1999 (ref. no SK
14/98), the service relationships of professional soldiers are not labor relationships but possess the
nature of administrative and legal relationships that are created by appointment, when a person
volunteers to enroll in the army. P. Szustakiewicz (2012, p. 21) points to three elements that
distinguish this type of service relation from the ones typical of the labor law. These are: the duty to
sacrifice oneself, unique availability and subordination, and certain unique rights granted to soldiers
for their service.

2 The pension provision scheme for professional soldiers does not encompass civilians employed
by the army. In turn, eligible family members of a deceased, disabled or retired soldier are entitled to
a family pension - in compliance with the regulations and in the amount determined by the Act on
Disability and Old-Age Pensions, payable from the Social Insurance Fund.
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therefore the solution is not broadly contested. Controversies and reservations
are raised among the general pension scheme participants since they perceive
the system as particularly advantageous for servicemen; particularly the
preferential rights to benefits, the pensions granted to armed forces, and
frequently, the high pensions received by retired soldiers®.

Nevertheless, the distinctly different and more favorable conditions to
acquire rights to invalidity and old-age pensions, as well as the way in which
these pensions and their amounts compare to pensions collected from the
universal pension scheme, are most often justified by the specific circumstan-
ces and characteristics of being on duty in the armed forces.

Thus far, the jurisprudence of the Constitutional Tribunal, and especially
the judgment of 24 February 2010 on the rules for calculating the amount of
old-age pensions (Ref. no K 6/09, OTK ZU no 2/A/2010, item 15), clarify that
,the existence of a separate pension scheme for professional soldiers and
functionaries of other uniformed forces which is much more advantageous
than the general old-age social security system encompassing all other citizens
(except judges and public prosecutors) does not infringe on the principle of
equality (Article 32 of the Constitution) or the principle of justice (Article 2 of
the Constitution)”. The Constitutional Tribunal treats separate pension
schemes for professional soldiers and other uniformed functionaries as a per-
missible differentiation in entitlements, objectively and rationally justified by
the particular character of the service performed by these persons for the
protection of the state’s security, sovereignty and territorial integrity as well as
the rights and freedoms of citizens. This is due to the fact that the service
involves increased (burdensome) service availability and often the risk of
losing one’s life or health’.

Considering the statements above, our objective has been to make a closer
analysis of the background, efficiency and consequences of having a separate
pension provision system for professional soldiers and their family members in
Poland. Another purpose has been to assess the economic aspects of the above
scheme, including the currently binding legal solutions that are relevant.

3 A report on the survey conducted by the Public Opinion Research centre in Poland (CBOS)
(Opinie o zmianach w systemie emerytalnym 2012, p. 3) revealed that most of the respondents (80%)
are in favor of the tightening of rights to retire by members of the uniformed forces.
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The pension system for professional soldiers
and its performance

The background as well as the underlying conditions
and developments in the pension provision system
for professional soldiers

One of the most numerous — as will be later specified — professional groups
benefiting from the old-age pension scheme for uniformed services is composed
of professional soldiers who have acquired the right to pension (either because
of their years in service or due to the complete loss of ability to serve in the
army) and members of their families (in the event of the death of a soldier).

The unique pension rights of professional soldiers in Poland have origins
that are historically grounded?. In recognition of the role they have played for
the state and their exposure to uncommon risks, this social and vocational
group has been traditionally granted unique pension provision opportunities,
even in pre-war Poland (MUSZALSKI 2004, p. 173).

For instance, the provisions of the Act of 5 August 1922 on the pension
system for soldiers and their families, or the Act of 11 December 1923 on the
pension system of state functionaries and professional soldiers® prove un-
equivocally that there were separate regulations in the 1920s governing the
acquisition of pension rights by soldiers, distinctly different from the rules
underlying the universal pension scheme, which relied on the principle of
social insurance.

The right to old-age pensions for retired professional soldiers was granted
exclusively by the legislator and - instead of being dependent on previously
paid contributions® — was financed from budgetary means. Thus, the state
guaranteed that pensions were paid to the state’s soldiers, in the amounts and
on the conditions stipulated by the act.

According to M. SzCZUR (2014, p. 6), this is the so-called principle (method)
of social security provision, i.e. the rights to certain benefits are granted by the
power of law, and not having fulfilled the conditions defined by the regulations;

4 Systems for providing retired soldiers with financial security already existed in antiquity, for
example in Rome veteran soldiers received parcels of land, from which they could derive a profit in
their old age.

5 The original title of the act.

5 The duty to pay contributions to the so-called pension fund occurred in all systems, but in the
universal system the costs of creating and paying contributions were shared by employees and
employers, whereas in the provision system, contributions to the pension provision fund for soldiers
was paid from the state budget. As underlined by T. ZyLiNskI (1984, p. 132), the amount of a pension
paid from the universal system depended on the time period over which contributions were paid,
whereas in the pension scheme for soldiers, the period of paying contributions was irrelevant because
the amount of a pension depended on the years of service.
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allowances are financed from taxation (general); the rules determining the
types of allowances and their amounts are specified in the provisions of the
relevant legal act.

As noted by R. BABINSKA (2008, p. 261), in interwar Poland a special legal
status was granted to certain professional groups, counted as the state’s
servicemen, essentially in an attempt to create a professional military corps
which would enable the state to perform its functions. To accomplish the aim
of ensuring the military security of the independent state, it was necessary to
build and maintain a loyal and, above all, disciplined army that would be ready
to defend it. Having imposed special tasks, duties and disciplinary measures on
the army, the state was obliged to provide soldiers with unique rights and
privileges.

After World War Two, the pension scheme for professional soldiers and
their families was, and continues to be, separate from the pension systems
established for other social groups in Poland. It has also maintained its
character as a pension provision system.

M. GRODZICKI (2012, p. 356) points out that some attempts undertaken
prior to 2012 to reform the pension schemes for uniformed forces (including
professional soldiers), and especially to extend the period of obligatory military
service, failed to lead to any considerable changes.

Actually, it was not until 2012 that Donald Tusk’s government managed,
for the first time, to raise the pension age limit for uniformed services
(including professional soldiers)”.

However, the higher age limit was mostly obligatory for soldiers (drafted to
the army) and functionaries (appointed to services) who entered into service
for the first time after 31 December 20128

7 Pursuant to the Draft Act on Amending the Act on the Pension System for Uniformed Services,
the currently binding pension system for uniformed services is perceived as one of the causes of the
excessive public debt growth. Consequently, on 1 January 2013 the minimum service period to be
entitled to retirement was extended from 15 to 25 years and the minimum retirement age was raised
to 55 years, https://bip.ms.gov.pl/pl/projekty-aktow.../download,1614,1.html (accessed on 02.07.2015).
According to the Polish Supreme Audit Office (2014, p. 22), the state’s expenditure planned in 2013 to
finance the state’s defense was 28,026,355.6 thousand PLN - which corresponded to less than
2% GNP. In turn, the Ministry of Defense (in the same year) allocated the amount of
6,514,273.9 thousand PLN, i.e. 23.2% of the expenditures from the ministry budget, to the delivery of
payable pensions.

8 The Act of 11 May 2012, on the Amendment of the Act on the Pension Provision for Professional
Soldiers and Their Families, Act on the Pension Provision of Officers of the Police, Internal Security
Agency, Intelligence Agency, Military Counterintelligence Service, Military Intelligence Service,
Central Anti-Corruption Bureau, Border Patrol, Government Protection Bureau, State Fire Brigades
and Prison Services and Their Families, and certain other acts.
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Types and scope of pension scheme allowances

The range of allowances and the rules defining their acquisition by
professional soldiers and their families are regulated by Article 2, items 1-2, of
the Act of 10 December 1993 on retirement pension provision for professional
soldiers and their families (DzU z 2015 r., poz. 330).

Under the pension provision system, eligible persons are entitled to the
following benefits:

— Pecuniary benefits, such as:
e military pension;
military invalidity pension;
military family pension;
extra allowances in addition to a disability or old-age pension,;
e funeral payments.
— Other benefits and entitlements, such as:
e social benefits;
¢ health benefits;
o the right to a residence in a home for retired soldiers.

In principle, the basis for calculating a soldier’s pension is the remuner-
ation paid to the professional soldier in the last month of performing profes-
sional military service, at a 40% replacement rate, and the minimum time
period required to be entitled to claim a pension is 15 years of service in the
Polish Army?®. It should be added that the right to a military pension does not
depend on the soldier’s age. The algorithm for calculating a pension is specified
in Article 15 of the aforementioned act (more in SIKORA 2009, p. 44-46). It is
noteworthy that the rule mentioned above ensures that soldiers receive
relatively high replacement rates' for a short period of ,,employment” and are
therefore not motivated to stay in military service longer.

On 1 January 2013, new provisions entered into force amending earlier
regulations that governed the acquisition of the right to pensions by soldiers.
Now, soldiers are entitled to a pension after 25 years of service in the army and
having reached 55 years of age. This means that soldiers will ,,work” ten years
longer than previously before they can retire.

However, the new regulations are binding only for persons who have
enrolled in the army following their enforcement, i.e. after 1 January 2015.

9 Time periods equivalent to military service in the Polish Army are regulated by Article 13 of the
Act of 10 December 1993 on Pension Provision of Professional Soldiers and Their Families.

10 The replacement rate is the relation of the average amount of a received pension to the average
salary received during the occupational career. This is a relative measure (most often expressed as
a percentage). The replacement rate should not be equated to the amount of a pension received, which
is expressed in a currency, for example in polish zloty, and which - as K. Bis (2011, p. 5) put it -
»decides about the actual ability of retired persons to finance consumption”.
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All other professional soldiers have the right to choose between two options:
they can retire in compliance with the previous regulations or according to the
new rules. However, the new legal regulations stipulate that in order to be
eligible to receive a military pension, a person must simultaneously satisfy two
conditions: prove to have been in military service for at least 25 years and
finished at least 55 years of age.

In brief, the change in the pension provision system for professional
soldiers has extended the time period of active professional life that entitles
one to claim a pension. It is thereby an example of an attempt made to
significantly reduce pension privileges in the analyzed system.

The fundamental regulations defining the required years in service
and the calculation of the basis for an assessment of pensions are summarized
in Table 1.

Table 1
Years in service versus amount of pension
. . Amount of pension [%] . . Amount of pension [%]
Years in service - - Years in service - -
»old pension” |,new pension” »old pension” |,new pension”
15 40.0 - 24 63.4 -
16 42.6 - 25 66.0 60.0
17 45.2 - 26 68.6 63.0
18 47.8 - 27 71.2 66.0
19 50.4 - 28 73.8 69.0
20 53.0 - 28.5 75.0 70.5
21 55.6 - 29 75.0 72.0
22 58.2 - 30 75.0 75.0
23 60.8 - 31 75.0 75.0

Source: the authors, based on the Act of 10 December 1993, on Pension Provision of Professional
Soldiers and their Families.

The data contained in table 1 explicitly demonstrate that the maximum
allowance in ,,the old system” is obtained by a ,,uniformed old-age pensioner”
having served 28 years and 6 months in the army, whereas in the amended
system he will have to serve for 30 years to be entitled to the same, highest
pension.

Number and structure of payable pensions from the military
The data gathered in table 2 show that at the end of 2013, the Ministry of

National Defense paid 166,455 invalidity and old-age pensions, i.e. almost 4%
more than in 2010, when the number of pensions paid was 160,413.
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The number of pensioners increased steadily over the analyzed time period,
from 105,427 persons in 2010 to 111,756 in 2013 (a 6% increase).

However, in December 2010, there were 17,040 persons registered as
collecting military invalidity pensions, while in the subsequent years
(2011-2013) the number of such beneficiaries tended to decrease. In 2013,
there were just 15,436 ex-servicemen who could confirm that the Army pension
office paid them military allowances for disabled soldiers.

It is also worth noticing that the number of beneficiaries collecting military
family allowances was on the increase. The data collected in table 2 show
aregular increase in the share of such pensions relative to the total number of
military pensions paid over the four analyzed years. Hence, in 2010 there were
37,946 persons claiming such benefits, whereas in 2013 the number of persons
receiving family pensions rose to 39,263 (an increase of 1,317 ,new benefici-
aries”). Such a considerable rise in the number of people entitled to military
family pensions should be attributed exclusively to the growing number of
deaths among persons collecting military old-age and invalidity pensions.

It also needs to be borne in mind that during the analyzed time period,
family members of the professional soldiers who died in the aviation catas-
trophe at Smolensk in a government airplane, as well as other soldiers who
were Kkilled or died during foreign missions, were granted the right to military
family benefits and received due payments.

Table 2
Number and structure of military invalidity, old-age and family pensions from 2010-2013
(for the month of December)

Year Type of benefit Number of benefits
military old-age pension 105,427
2010 military invalidity pension 17,040
military family pension 37,946
total 160,413
military old-age pension 107,635
2011 military invalidity pension 16,531
military family pension 38,391
total 162,557
military old-age pension 110,501
2012 military invalidity pension 16,007
military family pension 38,875
total 165,383
military old-age pension 111,756
2013 military invalidity pension 15,436
military family pension 39,263
total 166,455

Source: the authors, based on records held by the Ministry of Defense covering the years 2010-2013.
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Amounts of due and paid pensions for invalidity,
old-age and family

The data aggregated in table 3 show that in 2013 the amount of an average
pension in the uniformed services was 3,499.72 PLN from the Ministry of
Justice (an increase by 5.8% relative to 2010), 3,326.70 PLN from the Ministry
of Internal Affairs (an increase by 5.9%), and 3,236.59 (an increase by 4.5%),
thus being much higher than the pensions paid by ZUS (the Social Insurance
Institution) and by KRUS (the Agricultural Insurance Fund), in which average
pensions equaled 1,970.39 PLN (an increase by 5.2%) and 1,153.87 PLN (an
increase by 5.1%), respectively.

The highest invalidity pension in 2013 was paid by the Ministry of Defense —
3,051.01 PLN on average. The average amount of an invalidity pension paid by
the Health and Old-Age Pension Institution of the Ministry of Internal Affairs
equaled 2,733.64 PLN and was higher by 54.43 PLN than the average
invalidity pension paid by the Pension Institution of the Penitentiary Service
(2,679.21 PLN). In turn, the average invalidity pension paid by ZUS was
1,487.65 PLN, nearly 56% higher than the analogous pension paid by KRUS.

The difference between the highest family pension paid by the Ministry of
Defense and by the Agricultural Social Insurance Fund (the KRUS) was almost
1,485 PLN in 2013. The former was 970.79 PLN higher than the average
family pension paid by the Social Insurance Fund (ZUS).

Summary

Ungquestionably, the pension scheme created for professional soldiers is
a form of privilege and its most significant benefit arises from the fact that
pension seekers must satisfy more favorable conditions to acquire the right to
pension and can receive higher allowances than persons subjected to the
universal social insurance system.

By granting certain privileges, the legislator has recognized and appreci-
ated the unique character of a service provided by professional soldiers, during
which such circumstances may arise that a soldier’s health or life will be at
risk, and all professional soldiers before entering into service must swear ,,to
spare not, for my Fatherland in need, my own blood nor my life” (Act on
Soldiers’ Oath, 3 October 1992, Journal of Law of 1992, no 77, item 386).

It is true, however, that this system is not fully approved of in the current
economic and social reality, and that many solutions that have been or are now
being implemented in the pension provision system of the armed forces are not
quite consistent with the rules of a market economy.
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Table 3
Average amounts of invalidity and old-age pensions in 2010-2013 (in PLN) -
divided into types of benefits
Type of pension
Year
old-age pension invalidity pension family pension
Ministry of Defense
2010 2,857.10 2,789.09 2,410.19
2011 2,986.60 2,879.47 2,500,57
2012 3,096.47 2,951.35 2,5679.08
2013 3,236.59 3,051.01 2,688.47
Ministry of Internal Affairs
2010 2,827.29 2,396.03 2,259.04
2011 2,994.70 2,5615.63 2,350.86
2012 3,140.91 2,604.63 2,448.54
2013 3,326.70 2,733.64 2,562.07
Ministry of Justice
2010 2,961.02 2,359.95 2,414.69
2011 3,160.10 2,459.76 2,496.60
2012 3,308.35 2,538.11 2,551.57
2013 3,499.72 2,679.21 2,640.17
Social Insurance Fund
2010 1,698.35 1,261.35 1,475.11
2011 1,783.06 1,323.19 1,543.14
2012 1,872.32 1,408.26 1,631.04
2013 1,970.39 1,487.65 1,717.68
Agricultural Social Insurance Fund

2010 996.18 751.21 1,010.96
2011 1,028.51 777,37 1.054.20
2012 1,097.75 837.16 1,145.64
2013 1,153.87 958.23 1,203.94

Source: the authors. Data from 2010-2013 were obtained from the Central Statistical Office’s reports:
Disability and Old-Age Pensions in 2010, 2011, 2012 and 2013 (Emerytury i renty w 2011 r. 2012,
Emerytury i renty w 2012 r. 2013, Emerytury i renty w 2013 r. 2014).

The above analysis confirms that the number of beneficiaries collecting
allowances funded by the Ministry of Defense has been steadily increasing.
Although the highest average health or old-age pension in 2010-2013 was paid
by the pension providing institution of the penitentiary service, the levels of
average pensions paid by the Ministry of Defense still remain much higher
than those of pensions received by other pensioners.

The amendments of the Act on Pensions for ,former soldiers” — heralded
and initiated by the Polish government (the purpose of which is to rationalize
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expenses from the budget of the Ministry of Defense allocated to payments of
pensions and other social allowances, and to achieve a higher level of social
justice) most distinctly intend to encourage professional soldiers to prolong
their stay in the army. The new algorithm proposed for calculating pensions
allows one to purposefully raise a salary earned at the last post in the army in
order to increase the amount of a pension.

It should also be added that the reforms implemented in 2012, such as the
extension of the service time for future beneficiaries of the pension scheme
(from 15 to 25 years) and the minimum age to be eligible for a pension
(55 years of age) will affect the pension provision expenses, which will decrease
in the future.

Translated by JoLanTa IDZKOWSKA
Proofreading by MICHAEL THOENE
Accepted for print 31.03.2016
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Abstract

This paper aims to estimate the innovation gap between Poland and European Union countries,
and evaluate the innovative position of the Polish economy in relation to EU countries. The
assessment was conducted on the grounds of the Summary Innovation Index, presented in the
Innovation Union Scoreboard and an examination into the indicators describing the index. Results of
the analysis show the occurrence of the innovation gap for the most indicators in comparison to
innovative leaders in the EU, as well as to the EU countries with a similar level of economic
development, i.e., the Czech Republic, Hungary and Slovenia.
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Abstrakt

Celem opracowania jest oszacowanie luki innowacyjnej miedzy Polskg a krajami Unii Europej-
skiej i ocena pozycji innowacyjnej polskiej gospodarki na tle krajéw UE. Szacunkéw dokonano na
podstawie sumarycznego wskaznika innowacji, prezentowanego przez Komisje Europejska w unijnej
tablicy wynikow w zakresie innowacji oraz zmiennych tworzacych ten wskaznik. Wyniki analizy
wskazuja, ze w wiekszosci badanych obszaréw potencjalu innowacyjnego wystepuje luka miedzy
polska gospodarka a innowacyjnymi liderami UE, jak réwniez krajami UE o podobnym poziomie
rozwoju gospodarczego, tj. Czechami, Wegrami i Stowenia.
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Introduction

The vast majority of countries which in the era of accelerated globalization
achieved a high level of economic development, owe this advancement, to the
following factors (PAKULSKA 2005, p. 59):

— Developed research potential (in the form of stocks of highly qualified
scientific personnel, and physical and financial capital);

— Location of R&D labs of multinational corporations on their territory,
most of which are carrying out intensive research (WYSOKINSKA 2009,
p. 60, 61);

— High propensity of enterprises to absorb innovation in line with the
,Innovate or Die” motto;

— Appropriate national innovation policy, resulting from the strategy of
economic development, involving promotion and funding by the State of
scientific research, personnel training, development of education, investment
in research infrastructure, etc.) (DWORAK 2012, p. 214).

Nowadays, the awareness of the positive relationship between enhancing
innovation and economic development transcends the borders of developed
countries, and is gradually takingroot in the structure of the economies (e.g. in
countries such as China, India, and Brazil) which are ,,catching up” in relation
to the world leaders. Under these conditions Poland faces a serious challenge of
effective transformation of its economy into an innovative economy, able to
compete with the most developed countries.

This paper aims to estimate the innovation gap between Poland and
European Union countries, and evaluate the innovative position of the Polish
economy in relation to EU countries.

The concept of the innovation gap

The concept of the innovation gap is variously interpreted in the economic
literature. S. Kubielas defines the innovation gap as differences in the level of
technological advancement between countries and proposes a number of
methods to measure its size. He says that it can be measured by the distance
between the level of technological activity of the country and the countries at
the technological frontier, calculated either as a ratio of the number of patents
per capita or the share of research expenditure in value-added or national
income (KUBIELAS 2009, p. 137). The literature review shows also indirect
measures such as: the share of high-tech products in exports in relation to the
similar indicator for the technology frontier, the relation of performance
(Iabour productivity) of a given branch of the country in relation to the country
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on the verge of technological frontier or in aggregate terms the relation of GDP
per capita to the corresponding indicator of the technological frontier
(KUBIELAS 2009, p. 137). The last two approaches identify the technological gap
with a productivity gap or income gap. The global technological frontier shall
be deemed as the GDP level, which can be achieved by using the given inputs of
capital and labour, and the best possible technologies (GROWIEC 2012). This
level of GDP is now achieved by the U.S. economy, in which, as stressed by
S. Kubielas, the distribution of specializations (between the four Pavitt’s
sectors) is the standard for a technology leader. The highest competitive
advantages are demonstrated by the science-based sector, followed by the
specialized suppliers sectors; the consecutive sectors; the scale-intensive,
traditional, supplier-dominated sectors are characterized by negative indices of
the revealed comparative advantage, of which the traditional is the lowest on
the scale of revealed advantages of the U.S. economy (KUBIELAS 2009, p. 153).

In the literature, there is also a concept of the innovation gap, understood
as the distance of individual economies to the so-called modern technological
frontier, which is identified with the last stage of socio-economic development
of economies, i.e., the emergence of a knowledge-based economy (ZACHER 2007,
p. 530). To investigate this approach to the innovation gap, one should use
a point of reference, which involves initial conditions of building a knowledge-
-based economy, formulated by J. Kleer. They are as follows (KLEER 2009):

— Economy must achieve a sufficiently high level of income (about $20,000
per capita), and the structure of GDP is characterized by a high share of
services in GDP - 70% or more;

— Society is characterized by a high level of education, in which secondary
education is widespread, and higher education covers at least half of the
economically active population;

— High share of expenditure on R&D (it is generally recognized that the
size of the required outlays is about 3% of GDP);

— Innovativeness of the economy manifests itself in minimizing regula-
tions, supporting innovative projects, not only in purely economic areas, but
also in high expenditure of the public sector on research promoting directly
and indirectly development;

— The economy and society are involved in the exterior exchange, concern-
ing not only the exchange of goods and services, but also the circulation of ideas
(for which the information revolution has created enormous opportunities);

— Modern public sector needs to be a mixed model, and not purely liberal.

The United Nations defines the innovation gap slightly generally, as
a distance between those who have access to technologies and know how to use
them effectively, and those who are not able to do it (KRACIUK 2006). The
innovation gap can be considered from the perspective of creating new
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technology in the home country, as well as from the perspective of its transfer
from other countries and effective adaptation to the needs and national
capabilities.

In summary, it can be stated that measuring the innovation gap means to
estimate the distance between the economy and the most developed economies
of Europe and the world, known today as knowledge-based economies, in many
areas, e.g., in the sphere of innovation, education and institutional system.

Rating innovation gap of the Polish economy in the light
of Innovation Union Scoreboard 2015

Measuring innovation of economies is a major challenge for economists.
Most often measurements are made based on a synthetic index of the level of
innovation in the economy. One category, based on the synthetic index of
innovation, involves Innovation Union Scoreboard. It is a special research
method, developed by the European Commission, whose aim is to assess
achievements, trends, strengths, and weaknesses of individual economies in
the field of innovation!. The last edition of 2015 is an attempt to assess the
innovative achievements of European economies based on indicators descri-
bing three areas of innovativeness: Enablers, Firm activities, Outputs. Vari-
ables belonging to these areas are the basis for calculating the Summary
Innovation Index (SII). It is estimated using the weighted value of standar-
dized data, where the highest value in the group of countries under study is
1 and the lowest 0. On the basis of this indicator countries in the European
Union are classified into four performance groups: innovation leaders, innova-
tion followers, moderate innovators, and modest innovators. The values of the
summary innovation index for the four groups of countries in the years
2007-2014 are shown in Table 1.

According to the data presented in Table 1, the IUS indicator for Poland
increased from 0.292 in 2007 to 0.323 in 2011; in 2012 it decreased to 0.303,
and then increased to 0.313 in 2014.

Based on the Summary Innovation Index it is possible to assess the level of
innovation of the Polish economy and estimate the innovation gap that exists
between Poland and EU countries. Table 2 presents detailed picture of
Poland’s position in terms of innovation compared to the average SII for the
EU-28, average SII for each group of countries identified based on this index,
and the most advanced Member State.

L This is one of a set of indicators developed by the European Commission in order to meet the
specific needs of EU economic policy, science, and technology (NIEDBALSKA 2003, p. 185).
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Table 1
The values of the Summary Innovation Index for the countries of the European Union in the years
2007-2014

Specification 2007 | 2008 | 2009 | 2010 | 2011 | 2012 | 2013 | 2014

EU28 0.519 [ 0.519 | 0.529 | 0.543 | 0.545 | 0.542 | 0.554 | 0.555
Sweden innovation leaders 0.723 |0.7370.742 | 0.758 | 0.764 | 0.766 | 0.760 | 0.740
Denmark 0.647|0.659 [ 0.673 | 0.697 | 0.696 | 0.713 | 0.729 | 0.736
Finland 0.672 0.672|0.669 | 0.676 | 0.682 | 0.684 | 0.680 | 0.676
Germany 0.650 | 0.655 | 0.667 | 0.689 | 0.685 | 0.690 | 0.690 | 0.676
Netherlands innovation followers |[0.573 |0.579 |0.583 [ 0.593 | 0.598 | 0.642 | 0.645 | 0.647
Luxembourg 0.640 | 0.637 [ 0.643 | 0.626 | 0.626 | 0.644 | 0.660 | 0.642
Great Britain 0.565 | 0.568 | 0.575 | 0.607 | 0.607 | 0.613 | 0.625 | 0.636
Ireland 0.570 (0.571]0.591 | 0.603 | 0.619 [ 0.611 | 0.615 | 0.628
Belgium 0.573 10.580 | 0.580 | 0.611 | 0.616 [ 0.619 | 0.629 | 0.619
France 0.544 10.549 [ 0.557 | 0.573 | 0.579 [ 0.578 | 0.586 | 0.591
Austria 0.557 |0.568 | 0.582 | 0.556 | 0.565 | 0.581 | 0.597 | 0.585
Slovenia 0.446 | 0.468 | 0.485 | 0.496 | 0.519 [ 0.509 | 0.532 | 0.534
Estonia moderate innovators |[0.420 | 0.424 | 0.466 | 0.470 | 0.498 | 0.503 | 0.523 | 0.489
Czech Republic 0.373 10.382 {0.387 |1 0.425 | 0.436 | 0.421 | 0.438 | 0.447
Cyprus 0.449 1 0.495 [ 0.473 | 0.491 | 0.504 | 0.503 | 0.489 | 0.445
Italy 0.393 (0.399 | 0.412 | 0.427 | 0.428 | 0.446 | 0.448 | 0.439
Portugal 0.365 |0.392 | 0.403 | 0.426 | 0.421 | 0.396 | 0.400 | 0.403
Malta 0.325|0.341 [ 0.348 | 0.343 | 0.340 [ 0.311 | 0.350 | 0.397
Spain 0.396 | 0.398 | 0.403 | 0.399 | 0.402 | 0.411 | 0.408 | 0.385
Hungary 0.336 | 0.345 | 0.346 | 0.359 | 0.366 | 0.354 | 0.362 | 0.369
Greece 0.362 |0.374 |1 0.385 | 0.382 | 0.380 | 0.391 | 0.394 | 0.365
Slovakia 0.316 | 0.327 | 0.334 | 0.316 | 0.323 [ 0.373 | 0.354 | 0.360
Croatia 0.296 [ 0.305 | 0.314 | 0.314 | 0.318 [ 0.304 | 0.309 | 0.313
Poland 0.292 (0.302 |0.314 | 0.314 | 0.323 [ 0.303 | 0.302 | 0.313
Lithuania 0.244 [ 0.245 [ 0.254 | 0.244 | 0.269 | 0.281 | 0.293 | 0.283
Latvia modest innovators 0.2150.225 [ 0.223 | 0.239 | 0.260 | 0.250 | 0.233 | 0.272
Bulgaria 0.184 (0.201 | 0.214 | 0.244 | 0.249 | 0.206 | 0.202 | 0.229
Romania 0.240 | 0.250 | 0.264 | 0.255 | 0.275 [ 0.245 | 0.255 | 0.204

Source: Innovation Union Scoreboard 2015, online: www.proinno-europe.eu/metrics (2015, p. 92).

Table 2

Innovativeness of Polish economy compared to the average SII EU-28, the average SII for different
groups of countries classified based on the SII, and the most advanced Member State in 2014

Country/ Innovative | Innovation | Moderate Modest Clear
group .Of Poland EU-28 leaders followers |innovators | innovators | leader
countries (Sweden)
The average
value of the 0.313 0.555 0.707 0.610 0.385 0.235 0.740
SII in 2014

Source: Innovation Union Scoreboard 2015, online: www.proinno-europe.eu/metrics (2015, p. 92).
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The analysis of the data presented in Table 2 shows that the level of
innovation of the Polish economy, as measured by the Summary Innovation
Index, is below the average for the EU-28, the average SII calculated for the
group of innovative leaders, as well as below the average index for the
innovation followers. It is also lower than the average rate estimated for the
group of economies, which includes Poland, i.e., the moderate innovators. The
level of innovation of the Polish economy accounts for 56% of the average index
for all EU countries, only 44% of the average index for innovative leaders, 51%
of the average SII for a group of innovation followers and 81% of the average
SII for moderate innovators. Therefore, it can be concluded that Poland’s
innovative potential gap exists not only in comparison to the most innovative
economies of the EU and followers, but also compared to all the moderate
innovators with the exception of Lithuania (SII — 0.283).

Table 3
Innovativeness of the Polish economy in comparison to the European Union countries in 2014
Percentage
Indicator Poland | of EU-28 EU-28 Clear leader
average
average
1 2 3 4 5

Human resources

New doctorate graduate per 0.6 33 18 Sweden (2.8)

1000 population aged 25-34

Share [%] of those having
completed tertiary education 40.5 109 36.9 Ireland (52.6)
in the 25-34 age group

Share [%] of people aged 20-24
having attained at least upper 89.7 110 81.0 Croatia (95.0)
secondary education

Research systems

International scientific
co-publications per million 237 65 363 Denmark (1916)
inhabitants

Scientific publications among the top
10% most cited publications
worldwide as share [%] of total 3.8 34 11.0 Netherlands (15.6)

publications of the country
Share [%] of Non-EU doctorate

students in the total number 1.9 7 25.5 France (35.4)
of doctorate students

Finance and support

Share [%] of public expenditure
on R&D in GDP

Share [%] of venture capital
investments in GDP

0.48 67 0.72 Denmark (1.04)

0.036 58 0.062 Great Britain (0.119)
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cont. Table 3
1 | 2 | 3 4 5
Firm investments

Share [%] of expenditure on R&D
in GDP in the business sector

Share [%] of Non-R&D investments
in turnover

0.38 29 1.29 Finland (2.29)

1.04 151 0.69 Estonia (1.55)

Linkages & entrepreneurship

Share [%] of SMEs innovating
in-house in the total number of SMEs

Share [%] of innovative SMEs
collaborating with others in the total| 3.9 37 10.3 Belgium (22.9)
number of SMEs

Public-private co-publications per
1 million inhabitants

10.1 35 28.7 Netherlands (38.9)

4.7 9 50.3 Denmark (193.0)

Intellectual assets

PCT Patent applications at the

European Patent Office per billion 0.42 11 3.78 Sweden (9.16)

GDP

PCT patent applications at the EPO

in societal challenges per billion GDP| 0.09 9 0.98 Denmark (2.76)

(PPSE)

Community trademarks per billion

GDP (PPS©) 3.61 62 5.83 Malta (30.97)

Community designs per billion

GDP (PPSE) 1.62 143 1.13 Luxembourg (2.44)
Innovators

Share [%] of SMEs with product
and process innovations in the total | 13.1 43 30.6 Germany (42.4)
number of SMEs

Share [%] of SMEs with
organizational or marketing

innovations in the total number 14.2 39 36.2 Luxembourg (52.1)
of SMEs

Share [%] of employment in

fast-growing innovative firms in total| 19.3 108 17.9 Ireland (21.8)
employment

Economic effects

Employment in knowledge-intensive

sectors as % of total employment 9.6 70 13.8 Luxembourg (26.2)
Medium & high-tech product exports
as % of total product exports 48.6 92 53.0 Hungary (66.3)
Knowl -1 i i
nowledge mtens.lve services exports 33.6 68% 495 Ireland (76.1)

as % of total services exports
Sales of new to market and new
to firm innovations as a % of total 6.3 51% 12.4 Denmark (22.1)
turnover
License and patent revenues from

0.06 (9%) 0.65 Netherlands (3.75)

abroad as % of GDP

Source: Compilation based on: Innovation Union Scoreboard 2015, online: www.proinno-euro-
pe.eu/metrics (2015, Annexes A-C, p. 88-96).
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Relevant information on the innovation gap between the Polish economy
and the countries of the EU is provided by the analysis of the variables
describing various areas of innovation, underlying the structure of Summary
Innovation Index (Tab. 3).

Based on the analysis of the data contained in Table 3 it can be concluded
that among the components of the summary indicator of innovation for the
Polish economy only five variables are above the EU average: the number of
graduates from universities and high schools, Non-R&D innovation expendi-
tures, employment in fast-growing innovative firms and a number of Commu-
nity industrial designs. In the case of the number of university graduates
Poland exceeds the EU average rate by 10%, and in the case of high school
graduates by 11%. The Non-R&D innovation expenditures are at a level higher
by 50% than the EU average, the number of Community industrial designs is
higher by 43%, and employment in innovative firms by 8%. Other indicators
show values below the average for the 28 EU countries. The relatively high
value in relation to the EU average was recorded in exports of medium-high
and high-tech products as % of total export of products (90%). The level of
approximately 70% of the average indicator for the 28 EU countries was
reached in: employment in knowledge-intensive sectors as % of total employ-
ment (70%), knowledge-intensive services exports as % of total services exports
(68%), share [%] of public spending on R&D in GDP (67 %), international
scientific co-publications per million inhabitants (65%). The following compo-
nents of the summary innovation indicator are about half the average value of
the indicator for the 28 EU countries: share [%] of venture capital investments
in GDP (58% of the average), sales of new-to-market and new-to-firm innova-
tions as a percentage of total turnover (51%), share [%] of SMEs with product
and process innovations in the total number of SMEs (43%).In contrast, the
following indicators are at a significantly low level compared to the EU
average: the share [%] of doctorate students from outside the EU in the total
number of doctorate students (only 7% of the EU average), license and patent
revenues from abroad as percentage of GDP (9% of the EU average) public-
private co-publications per million population (9% of the EU average), patent
applications at the European Patent Office per billion GDP (11% of the EU
average).

The above indices of innovation require a few comments, especially those
that point to the existence of the innovation gap between the Polish economy
and the EU countries.

Firstly, it is worth noting the relatively high share of medium-high and
high-tech product exports in total exports (90% of the EU average). This
indicator, however, is an illusory criterion for assessing the level of innovation
in the Polish economy, because it results merely from the high innovation of
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companies with foreign capital located in Poland which moved here the
elements of production, and left research and development centres in the
countries of origin of capital (Competitive Poland: How to advance in world
economic league 2013, p. 27). Owing to foreign capital new industries-Polish-
-specialties were created: car, home electronics and home appliances assembly
plants, manufacturing of components for cars and planes (GROMADA et al.
2015, p. 12). However, in the international chain of creating added value these
specialties represent production stage located between the conceptual-research
phase and marketing and sales, which means a low return of Polish exports on
expenditure incurred. This situation threatens consolidation of economic
growth dependent on foreign capital, which has a greater interest in maintain-
ing low labour costs than investing in innovation (GROMADA et al. 2015, p. 12).

Secondly, it is significant that in Poland the indicators on the education
system are favourable. This is demonstrated by the data presented in the
Innovation Union Scoreboard. However, it must be emphasized that they
evidence only a high degree of formal education, not the quality of teaching,
which is clearly indicated by the level of innovation in the Polish economy.
Polish education system is not conducive to promoting creativity and collabor-
ation capability, it does not encourage building the social capital, understood as
a set of informal values and ethical standards common to members of
a particular community and enabling them to effectively cooperate.

Thirdly, an insufficient level of development of social capital is demon-
strated by the lack of permanent relationship between the actors of the
scientific — research sphere and the industry sphere. There is no effective
system of cooperation between these spheres in Poland, creating a kind of
a ,vicious circle” of impossibility in this area. On the one hand, entrepreneurs
complain that innovative projects offered by the R&D institutions do not meet
their needs and show a passive approach to the commercialization of research
results. On the other hand, representatives of the R&D sphere believe that
companies are quite poorly interested in using the research results because
their strategy is focused primarily on the use of simple reserves of labour
productivity growth. In fact, many companies use basic competitive advan-
tages resulting from low manufacturing costs, and not from constant improve-
ment of the quality of products, the power of the created brand or the
capital-intensive investments in the development of technology. In turn, those
that are interested in innovations, often focus not so much on finding their
own solutions (which might require scientists), but on a much simpler pur-
chase of licenses or technologies from outside.

Fourthly, in the absence of incentives to conduct co-operation between
scientific-research sphere and businesses it should not be surprising that
business expenditures on R&D in Poland are at only 29% of the EU average,
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while Non-R&D innovation expenditures exceed the EU average by more
than 50%. It is also worth noting that the level of government expenditures
on R&D in Poland is among the lowest among the EU and OECD countries
and also below the average level observed in the countries of the Visegrad
Group. It should be emphasized, however, that increasing public expendi-
tures on R&D is not an action that could significantly affect the growth of
innovation in the economy. These expenditures are in fact determined by
political decisions, and not, as in the case of the private sector investments,
by market mechanisms. Thus, the present situation requires increasing the
business expenditure on research and development, rather than increasing
government expenditures.

Fifthly, Poland’s IUS indicator of patent applications to the European
Patent Office accounts for only 11% of the EU average. The research shows
that there is a positive relationship between patent activity and the level of
development of the country. The culture of innovativeness is a tradition in
highly developed countries (e.g., Germany, Anglo-Saxon countries, the coun-
tries of the Far East), and patent activity is widespread, while in the countries
with a lower level of development there is no sufficiently well-established
tradition/institutions in this regard and patent activity is weak (ORLOWSKI
2013, p. 13). Poland, because of the low level of expenditures on R&D,
especially those financed by the private sector, and lack of good of cooperation
between universities and industry, is doomed to belong to the second group of
countries.

Sixthly, the low number of public-private scientific co-publications results
from the above indicators. This indicator for Poland stands at a relatively low
level — higher only than those for Bulgaria and Cyprus. It seems that this
situation is a result of the shortcomings of social capital, manifested e.g., by the
inability to implement tasks jointly and the mistrust and social dislike of
public-private actions (Report on public-private partnership in Poland 2013).

Seventhly, it is significant that Polish universities also have a low degree of
openness to cooperation with foreign countries, as evidenced by the low
number of non-EU doctorate students in Polish universities.

Examination of the indicators that describe the level of innovation in the
economies of the European Union allows to conclude that only in several
respects the innovative position of the Polish economy exceeds the EU average.
For most indicators, however, we can talk about the occurrence of the
innovation gap in comparison to innovative leaders in the EU, as well as to the
EU countries with a similar level of economic development, i.e., the Czech
Republic, Hungary, and Slovenia.
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Determinants of innovativeness of the Polish economy

In 2015 in the IUS ranking Poland was included in the group of moderate
innovators, which means improved position in relation to previous years,
however, it is still in the ,tail-end” of the group. One should therefore note that
the effects of the so far implemented model of supporting innovation in the
Polish economy are small. Some of the principles of this model have already
been outlined, but it is worth to summarize them:

— Raising the level of innovation in the economy takes place by imitation
diffusion, consisting in the almost wholesale import of technology, modern for
us, but obsolete in the world, embodied in machinery and equipment
(GEODECKI et al., p. 6);

— Technology transfer is done through foreign direct investment, however,
transnational corporations invest in Poland elements of the value chain which
are associated mainly with the production cycle, and not with research and
development activities, they do not therefore increase value added (GROMADA
et al. 2015, p. 11).

— Competitive advantages are based on low labour costs, the use of cheap
raw materials, and extensive exploitation of the funds raised as a result of the
EU allocation,

— The share of expenditure on research and development in GDP is low
(0.9%),

— What is necessary is a long-term, coherent and consistent policy of
development of science and technology, which would determine the preferred
state development directions of scientific research and technology areas in
which one could use national potential and achievements of Polish inventors
(DWORAK 2012, p. 219).

There is no universal recipe for improving the level of innovation which
would be effective in any economy. In search of a strategy for the Polish
economy, however, one can refer to the experience of countries which in recent
years have advanced to the forefront of the world, e.g., Finland or Ireland. It is
thus worth then briefly characterizing these two models of fostering innova-
tion. The Finnish model is based on the achievements of the domestic R&D
sector, strong research and innovative potential of domestic companies, as well
as on the high expenditure on R&D in relation to GDP (reaching almost 4%),
the dominant share of expenditure on R&D (over 70%), incurred by the private
sector, and the high growth of spending on education (DWORAK 2012, p. 191).
The Irish strategy is on the other hand referred to as an imitation model, based
primarily on the use of technological innovations, acquired by transfer from
abroad, and a selective approach to foreign direct investments, favouring
investors representing industries and services using advanced technologies
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and high-quality human capital. The Irish model has in addition a relatively
low share of expenditure on R&D in GDP (slightly more than 1.5%).

Taking into account the real possibilities of the Polish economy, it seems
that the Irish strategy is more congruent to the Polish conditions. This
strategy has to some extent been implemented in Poland - innovation is
acquired by means of imitation diffusion — but still regulations are missing
which would ensure that foreign companies would locate in Poland, in addition
to production cycle, also the elements of the value chain associated with the
R&D activities. However, due to the fact that the imitation model in the future
may exhaust its possibilities, adopting it as the basis for shaping innovation
strategy should not encourage to abandon the thinking about creating and
increasing the efficiency of domestic mechanism for generating innovation. It
is therefore necessary to make the effort to reconstruct the existing model of
supporting the development of innovation in Poland. The success of this
project depends on many different factors which affect not only the sphere of
economic policy, but also social and cultural conditions.

Firstly, it is important to raise the level of innovation of the Polish economy
and bridge the innovation gap in relation to most EU countries and formulate
a long-term strategy for socio-economic development. Without such a strategy
it is not possible to pursue an internally coherent and consistent policy of
development of science and technology, which would designate development
directions of scientific research and technology areas preferred by the state,
allowing the use of the national potential and achievements of Polish inven-
tors. The existing development strategy of the country, based on the use of
knowledge and innovation as the main driving force of this process has
a number of shortcomings. The basic weakness of this strategy is the immedi-
ate thinking about the economy rather than prospective thinking, which
consists in setting long-term development goals. Successive governments,
when they come to power, set their own priorities, in isolation from what was
already well done or planned by their predecessors. As a result, there is no
agreed common strategy setting out the prospects for development of economy
and society.

Secondly, a key condition for raising the level of innovation in the economy
is to ensure a stable macroeconomic environment, which provides the back-
ground for the realization of modernization programmes. Transparent rules of
monetary and fiscal policies provide a framework for the activities of economic
entities. In this context, of particular importance is the state of public finances,
which determines the government’s participation in projects supporting devel-
opment, especially in areas such as education, R&D, supporting firms’ innova-
tion (mainly SMEs), and transport or energy infrastructure (The strategy of
innovation and economic efficiency 2011).
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Thirdly, the development of innovation requires a well-functioning institu-
tional system. Qualified human resources and high expenditures on R&D are
important drivers of innovation processes, but do not automatically guarantee
the effective use (commercialization) of new technologies or accelerate the
growth of GDP per capita (PLOWIEC 2010, p. 657). Therefore, it is essential to
have an appropriate institutional order which affects the utilization of techno-
logical potential of the economy. Empirical studies confirm the existence of
a positive, statistically significant correlation between the degree of the
development of the economy and the efficiency of the State’s systemic activities
in developing the institutional order®. The institutional environment includes
an important element, a widely understood business environment, which
facilitates the development of entrepreneurship and innovation. This means,
among others, the need to simplify administrative and judicial procedures.

Fourthly, the creation of an effective system for promoting innovation
requires increased and adequate allocation of financial outlays on R&D and
implementation, coming from the state budget and industry. Changes in this
area should consist primarily in increasing industry expenditure on R&D by
facilitating access to capital in all phases of the R&D projects. Budgetary
outlays on R&D should also be increased, provided that the R&D investments
of private enterprises also increase (OKON-HORODYNSKA 2004, p. 33).

Crucial for financing of firms; innovative projects is the development of the
private equity and venture capital market. Existing involvement of private
equity funds or venture capital funds in financing this type of activity in
Poland is insufficient?. The existing important legal acts which could signifi-
cantly increase the level of innovation in the economy (public procurement,
public-private partnership), are also not sufficiently pro-innovative. The devel-
opment of the public-private partnership system in financing strategic tech-
nologies creates opportunities to overcome barriers to the capital, which now
discourages, especially small and medium-sized enterprises, to undertake
innovation.

Fifthly, to significantly raise the level of innovation in the economy it is
necessary to develop permanent links between the entities of R&D sphere and
industry. Building a close relationship between R&D institutions and enter-
prises should focus on the development of projects involving support for:

— The movement of personnel between R&D institutions and the economy,
including internships of R&D workers in enterprises and employees of enter-
prises at universities;

— Cooperation within the clusters, which increase the ability of operators to

2 The study included the OECD countries in the years 2001-2005 (BALCERzAK 2009, p. 231-241).
3 Venture capital investments in relation to GDP accounted for 0.043%, and the average rate for
the European Union was 0.11%. Innovation Union Scoreboard 2010 2010, p. 62.
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create, absorb and diffuse innovation; of particular importance in this process
are innovation clusters, which consist of research institutes, universities,
innovative enterprises, and service providers, mainly in the field of technical,
financial, and marketing advice (SKAWINSKA, ZALEWSKI 2009, p. 36, Building
the innovative capacity of regions 2009, p. 36);

— The establishment and development of institutions of innovative com-
panies; environment, such as technological incubators, technology transfer
centres, and science and technology parks.

The plan of the new Law on Higher Education, which proposes to give
scientists intellectual property rights in the results of their research, creates
hope for closer cooperation between the research sector and businesses.

Seventhly, the education system is an important pillar of the strategy for
improving innovativeness, which is focusing on developing creativity and
ability to work together, life-long learning with a wide range of possibilities to
complement the knowledge or even profession and increasing the flexibility of
shaping curricula and their internationalization. The efficient use of human
capital requires the increase in social capital. The indicators characterizing
this capital in Poland are currently the lowest in the European Union.
According to a study in the framework of the Social Diagnosis 2013, only 14%
of Poles trust other people, with an average confidence level of 32% in the
European Union (Social Diagnosis 2013: The conditions and quality of life
2014, p. 320).

Eighthly, it is necessary to make substantial changes in the system of
financial support to undertakings under the Operational Programme Innova-
tive Economy (OPIE). Funds should go to the companies which transform
these undertakings into commercial success, and economic effects should be
adopted as the measure of success, rather than the pace of spending the funds
acquired from the EU. To acquire the financial support it is not enough to fill
out correctly a complex application form, it is necessary to arrange a series of
meetings between companies and institutions, which the government will set
up to assess the companies; research and development potential (panel model).

Conclusions

To sum up the discussion on the level of the innovativeness of the Polish
economy it should be emphasized that in terms of the strategic objectives of
economic development we cannot accept the opinion that Poland, due to the
backwardness in the level of innovation in comparison to the majority of
European Union countries, is doomed to be among the economies of peripheral
capitalism. The positive experiences of some Asian countries (South Korea,
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Taiwan, and Singapore) and Europe (Finland), show that it is possible to
change fairly quickly the current place of a given economy on the world map of
research and innovation. Nonetheless, it must be clearly understood that there
is no universal recipe for increasing the level of innovation strategy, which
would work with equal effectiveness in every economy. In search of a strategy
for Poland one can, however, call upon the experience of countries which in the
last quarter of a century advanced to the group of the most innovative
economies in the world. Taking into account the real possibilities of the Polish
economy at this stage of its development it should be assumed that Poland in
the near future should pursue a strategy based on a specific version of the
imitative model. Therefore, it is possible to bridge the gap in in research and
innovation by means of the transfer of knowledge and innovation, mainly
through foreign direct investments. The necessary condition for the effective-
ness of this solution, however, is to introduce regulations that will ensure that
foreign companies will locate in Poland, not only the production cycle, but also
elements of the value chain related to R&D. It should be added that the
transfer of new technologies through direct investments imposes certain
obligations on the countries which acquire them. It is therefore necessary for
them to have their own R&D facilities and trained engineering and technical
staff, as well as financing for the development of imported technologies. It
should be emphasized that Poland’s imitative strategy is currently implemen-
ted in a fairly passive version, but it may exhaust its possibilities in the future.
Over time, the access to world-wide well-known technologies and readily
available innovation may be constrained and Poland will face the need to
increase the efficiency of national mechanisms of generating innovation. The
effectiveness of this mechanism is an important condition enabling the Polish
economy to absorb foreign innovation and the achievements of world science
and technology through indigenous R&D institutions. In the long run the
Polish economy should, in selected fields of science and technology in which
Poland represents the highest global level, move from the group of ,,peripheral
technology” economies to the group of technology leaders (FIEDOR 2009,
p. 281). It would be unrealistic, however, to expect the Polish economy to
record spectacular achievements of the Polish economy in the world’s major
areas of innovation. On the other hand, it is quite possible to find niches in
these fields of science and technology which are Polish specialties and have
a chance to achieve market success.

Translated by TADEUSZ WEJCHERT
Proofreading by JaMES HARTZELL
Accepted for print 31.03.2016
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Abstract

The aim of the article is to present the influence on the labour market of enterprises with
participation of foreign capital in special economic zones (SEZ) in Poland. The research utilised selected
results of the surveys conducted among enterprises with participation of foreign capital operating in all
Polish special economic zones for the scientific project called Foreign direct investments in the special
economic zones of Poland”. These findings are complemented by opinions from management boards of
all the zones in Poland concerning the influence of the foreign direct investments (FDI) located in the
individual zones on the labour market of the region in which they operate.
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NA SYTUACJE NA RYNKU PRACY W POLSCE

Dorota Sobol
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Stowa kluczowe: bezpoSrednie inwestycje zagraniczne, specjalne strefy ekonomiczne, rynek
pracy.

Abstrakt

Celem artykulu jest ukazanie wplywu przedsiebiorstw z udzialem kapitalu zagranicznego
prowadzacych dziatalno$é gospodarcza w specjalnych strefach ekonomicznych (SSE) na rynek pracy
w Polsce. Do realizacji wskazanego celu badawczego wykorzystano wybrane wyniki badan

" The research project was co-financed from the European Social Fund and the State Budget
within the frameworks of the Integrated Regional Development Operational Programme Measure 2.6
Regional Innovation Strategies and knowledge transfer own project of Kujawsko-Pomorskie voivod-
ship Scholarships for doctoral students 2008/2009 — ZPORR.
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przeprowadzonych w przedsiebiorstwach z udzialem kapitalu zagranicznego, funkcjonujacych we
wszystkich polskich strefach, w ramach projektu naukowego Bezposrednie inwestycje zagraniczne
w specjalnych strefach ekonomicznych Polski. Uzupelnieniem sg opinie zarzadéw wszystkich stref
w Polsce na temat oddzialywania bezposérednich inwestycji zagranicznych (BIZ) zlokalizowanych
w poszczegolnych strefach na rynek pracy regionu, w ktorym funkcjonuja.

Introduction

Initiation of extensive works on the establishment of special economic
zones (SEZ) within Poland in 1994 was one of important regional policy
instruments of the time and resulted from the need for economic intensifica-
tion of selected regions by directing the flow of investments, in particular
foreign ones, into those areas.

From that perspective, the zones represent a manifestation of state inter-
ventionism, the assumed outcome of which is to be the decrease of developmen-
tal differences between individual regions through actively influencing the
economic and social conditions (KAZMIERSKI 2012, p. 129).

The special economic zone is a separated, unpopulated part of the Republic
of Poland within the limits of which business activity may be conducted on
preferential terms and conditions defined in the Act on the SEZ (Ustawa
z 20 pazdziernika 1994 r. o specjalnych strefach ekonomicznych, DzU z 2015 r.,
poz. 282) and in the other legal acts effective in the individual zones'.

The offer of the zones to Polish and foreign investors for the start-up of
business activity there encompasses privileges of an economic and financial
nature (e.g. access to technical infrastructure, administrative support, possi-
bilities of direct cooperation with representatives of the same industry operat-
ing in the zones) as well as tax privileges (e.g. exemption from the income tax,
exemption from the real property tax?). The level of public aid granted to
entrepreneurs depends on, among other things, the enterprise size, qualified
costs, region, type of business and date of obtaining the permit.

Currently, there are fourteen special economic zones in Poland, i.e.
Kamienna Goéra, Katowice, Kostrzyn and Stubice, Cracow, Legnica, 1.46dz,
Mielec, Pomerania, Stupsk, Starachowice, Suwatki, Walbrzych and Warmia
and Mazury SEZ, which, according to the effective legislation will operate until

! For each special economic zone in Poland a separate executive regulation that governs its
functioning was developed.

2 As a consequence of the change in the provisions of the novella of the Act of 1 January 2001 on
local taxes and charges, the statutory exemptions from the real property tax were repealed.
Currently, individual decisions on that issue are within the competences of communes. They require,
however, approval of the European Commission. See: PieTa-MINTUS, TRUSKOLAWSKI (2009, p. 20).
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the end of 20262, The zones are diversified in location, area and infrastructure
as well as their conditions for conducting business within the frameworks of
the binding legislation.

According to the information published by the Ministry of Economy, as of
the end of 2014 the special economic in Poland covered an area exceeding
18,100 ha situated in 162 towns and 232 communes. Polish and foreign
investors employed almost 296,000 employees of which 72.4% were new jobs
created by entrepreneurs as the result of implementation of new investment
projects after the obtainment date of the permit. The accrued value of
investment outlays amounted to almost 102 billion PLN*, including 19% of
Polish capital and 81% of foreign capital®. Companies whose capital originating
from five particular countries had the largest share in the foreign investments
in special economic zones: Germany (17.7%), USA (12.3%), the Netherlands
(11.5%), Japan and Italy (6.8% in both cases).

FDI companies are located in all the Polish special economic zones and high
concentrations of such companies are notable in the vicinity of large urban
agglomerations (Kamienna Goéra, Katowice, Kostrzyn-Stubice and Walbrzych
SEZ). Also the 1.6dZ and Pomeranian zones are outstanding in the foreign
capital attracted in 2014 (Informacja... 2015, p. 7-9, 13-15, 18).

Evaluation of the influence on the labour market of the enterprises with
participation of foreign capital operating in special economic zones in Poland
was the objective of the studies presented in this article.

Influence of the foreign direct investments
on the labour market

Achievement of positive changes in the local labour market as the conse-
quence of foreign direct investments is one of the important expectations
related to such investments, particularly in case of developing countries
(KARASZEWSKI 2004, p. 77).

The FDI influence on the employment in the receiving country may be
considered from the quantitative, qualitative and location perspectives taking
into account the primary (direct) outcomes and secondary (indirect) outcomes.

3 In 2008, the functioning period of the special economic zones in Poland was extended until 2020
and in 2013 that period was extended by a further 6 years, i.e. until 2026.

* The value of outlays on fixed assets incurred by the investors after the obtainment date of the
permit.

5 For determination of the country of origin of the foreign capital, the Ministry of Economy
adopted the definition applied by the National Bank of Poland, i.e. country of domicile of a non-
resident that is a shareholder in the given enterprise or possessing the branch.
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It should be highlighted that the scale of those outcomes depends to a signifi-
cant extent on the:

— FDI size and the investors’ entry method into the host country’s market;

— sectorial/industry structure of the foreign investments;

— strategy of the international corporations and the extent dependent on
them of substituting the domestic production with production conducted
within the framework of the entire corporation as well as the scope of
interactions with local enterprises;

— host country’s policies concerning the FDI (WYSOKINSKA, WITKOWSKA
2004, p. 162).

The most important quantitative outcomes of FDI include the direct
creation of new jobs as well as indirect jobs creation by creating additional
employment with the local suppliers and in the business services (Tab. 2).
Experiences of the countries that have employed that instrument of regional
policy show that every job created in the SEZ contributes to the creation of
anumber of new jobs outside it (GWIAZDA 2002, p. 44). It should be highlighted
that development of lasting ties of cooperation between local businesses and
the entities with participation of foreign capital represents the condition
necessary for creating positive indirect quantitative outcomes for the labour
market of the FDI inflow. Establishment of such ties depends not only on the
internal policies of the foreign company but also on the capacity of the local
entities to establish the cooperative relations. In the countries representing the
lowest level of economic development, relatively lower capacity for cooperation
with foreign partners is recorded and consequently the indirect outcomes for
employment increase are the lowest (KARASZEWSKI 2004, p. 79).

Table 2
Indirect quantitative outcomes of the FDI in the area of creating employment in the host country

Outcome type Outcome description

Vertical (primary) | employment generated by foreign investors with local suppliers of materials,
parts, components and services

Secondary creating employment with local clients of enterprises with foreign capital
participation, e.g. distributors and other agents

Horizontal (narrow)| employment indirectly generated or limited in local companies competing
in the industries that are the subject of operation of the enterprises with
participation of foreign capital

Wide creating employment in local companies operating in sectors other than
the enterprises with participation of foreign capital

Macroeconomic employment increase in the entire economy as the outcome of improvement
in the purchasing powers of the employees and shareholders of foreign
enterprises or limiting it as a consequence of the increased share of imports
in production

Source: World Investment Report 1994... (1994), GOLEJEWSKA (2008, p. 132).
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There is also risk of limiting employment in local enterprises that may be
eliminated from the market by foreign competitors. Negative quantitative
changes in the labour market are also observed in case of the brown field type
foreign investments that usually require restructuring of the enterprise
acquired and employment reduction as a consequence (GORNIEWICZ 2007,
p. 110, 111).

The positive qualitative outcomes of the FDI include better work conditions
and wages than local enterprises operating in the same industries. Moreover,
the employment policies of enterprises with foreign capital participation
provide new work patterns that have positive influence on the mentality of
employees and allow development of career paths within the frameworks of the
international structures of the corporation (KISIEL et al. 2011, p. 31.).

From the perspective of the host country, investment in human capital by
foreign corporations, including organisation of training in advanced technolo-
gies and management skills are the expected qualitative outcomes (KUSAGO,
TZANNATOS 1998, p. 11). Foreign entities may improve qualifications of
employees in the host country directly by organisation of training programmes
at its own units as well as indirectly as a consequence of the requirements of
satisfying specific quality standards imposed on the local suppliers. Improve-
ment of employee qualifications thanks to the FDI may also be the outcome of
competitors copying the foreign practices local (the so-called imitation out-
come) or by creating, on the initiative of the foreign investors, favourable
conditions for central and local entities as well as NGO’s to provide training
programmes. Moreover, the FDI may be the carrier of the so-called ,best
practices” in organisation and management, which, indirectly, leads to a pro-
ductivity increase in the domestic enterprises (GOLEJEWSKA 2008, p. 134, 135).
In addition, new foreign investments implemented in the zones support
entrepreneurship and economic activity of society through the transfer of new
technologies and skilled workers from foreign companies to the national
(PASTUSIAK 2007, p. 158, 159).

The outcomes of capital inflow in the form of foreign direct investments
should also be considered at the level of the individual regions of the host
country. Positioning enterprises with participation of foreign capital in the
economically under-developed regions or regions that require structural trans-
formations may support directly closing the development gap of those regions
by creating new jobs and thus decreasing the unemployment rate. Positive
secondary outcomes in the location aspect are represented by the situation
where the domestic entities cooperating with foreign partners follow them and
move their operations to the areas characterised by labour surplus.

On the other hand, the foreign entities may contribute to ousting local
producers from the market while excessive concentration of foreign capital
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mainly in the highly developed urban agglomerations may lead to deepening
the developmental disproportions. In that case, negative outcomes in the
aspect of the FDI location occur.

In concluding the above considerations, it can be stated that the FDI are of
major and multidirectional influence on the labour market of the host country,
although the inflow of the investments in itself does not offer the guarantee of
success. This results from the divergence of the goals and interests of the
foreign investors and the host country. Those earlier ones aim at accomplish-
ment of the highest possible effectiveness of the capital invested while the host
countries expect the highest increase in the dynamics of economic development
as the result of receiving the external capital (KARASZEWSKI 2004, p. 81-83).

Given the above, it is immensely important to conduct own and well
considered policies of attracting the inflow of the FDI coupled with the
appropriate direction and absorption in the economically lagging regions by
applying special incentives and instruments of the regional policy
(GORNIEWICZ, SIEMIATKOWSKI 2007, p. 383, WITKOWSKA 2000, p. 652). The
ultimate goal is to maximise the benefits and limit the possible negative
consequences of the inflow of such investments (MICHALOWSKI 2006, p. 118).

Methodology and characteristics of the respondents

The article presents selected results of the survey conducted during the
years 2012 and 2013 within the frameworks of the scientific research project
on the Foreign direct investments in the special economic zones of Poland. The
survey covered enterprises with participation of foreign capital operating in
special economic zones of Poland based on the permitf. The survey was
conducted by means of mailing and Internet surveys. In total, 46 correctly
completed survey questionnaires were received representing 9% of the total
population of interest.

The study involved foreign invested companies operating in all SEZs in
Poland, with the highest maneuverability received from entities located in
Katowice and Kostrzyn — Stubice zone (respectively: 9 and 6 subjects), and
also 1.6dz and Pomorska zone (5 subjects in both cases). The basic activity of
the respondents mainly related to production activities (36 subjects), 3 com-
panies perform service activities, while in the case of 7 companies both
production and service activities (mainly transport of manufactured goods,
services assembly and maintenance, consulting). Most of the surveyed com-

5 All the enterprises holding the permit for conducting business in the Polish SEZ based on the
updated documents List of enterprises operating in the SEZ as at the end of December 2010 and
Enterprises with participation of foreign capital holding the valid permit for operation in the SEZ as at
the end of 2011 made available by the Ministry of Economy were invited to participate in the survey.
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panies were large enterprises (45.6%), followed by medium (37%) and small
(17.4%). Among the respondents was dominated by companies with German
and the Netherlands capital. Moreover, in the majority of cases, investment
projects in special economic zones were implemented from scratch (green
field), while 7 through the acquisition of all or part of the shares/shares of the
company (brown field).

These findings are complemented by opinions from management boards of
all the zones in Poland concerning the influence of the foreign direct invest-
ments (FDI) located in the individual zones on the labour market of the region
in which they operate.

The obtained survey results are of informative nature and hence the
conclusions concerning the analysed phenomenon have been formulated high-
ly conservatively and they may not serve formulation of generalised con-
clusions.

Results of studies

The statistical data made available by the Ministry of Economy and the
information obtained from the conducted empirical survey indicate that
enterprises with participation of foreign capital positioned in the Polish SEZ
contributed to labour market activation in both quantitative and qualitative
aspects.

Analysis of the detailed, unpublished statistical data concerning the FDI in
the special economic zones of Poland during the years 2004-2010 obtained
from the Ministry of Economy indicates that by the end of 2010 entities
operating in the Polish special economic zones established a total of 167,100
jobs. Of that, 74% of those jobs were created in enterprises with participation
of foreign capital while 26% were jobs created by enterprises with Polish
capital. German and American enterprises were the main contributors to
creating new jobs (15% and 10% of the total jobs created respectively). In the
majority of cases, foreign investors not only fulfilled the initial declarations
concerning employment’ but even increased the employment further (in
average by 35%).

Unfortunately, the annual reports Informacja o realizacji ustawy o specjal-
nych strefach ekonomicznych® of the Ministry of Economy do not provide
detailed information on the structure of the new jobs created by the enter-
prises operating in the zones according to the country of origin of the capital.

7 Particularly noteworthy investors are German and American, who crossed the initial declar-
ations regarding the hiring of new employees by more than 65%, while the German by nearly 87%.
8 Information on performance of the Act on special economic zones.
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Only the aggregated data per zone is given. The available data also makes
drafting the specification of the initial investment plans and the outcomes
impossible.

Given the above limitations and applying highly conservative assumptions,
it can be assumed that the current share of jobs created by enterprises
positioned in the zones is similar. That would mean that out of the total
213,900 jobs created as at the end of 2014 more than 158,000 were created with
involvement of foreign investors (Informacja... 2015, p. 14-17).

Although the quantitative secondary outcomes in the labour market were
not the subject of the conducted empirical survey, it is worth highlighting that
the vast majority of the respondents (90.9%) established supply relations with
the local and domestic partners, which may contribute indirectly to creating
employment in those enterprises. Managers of the special economic zones also
formulated similar observations.

Positive consequences of positioning the FDI in the special economic zones
of Poland are also visible in the activities focused on quality improvement of
the human capital in the region. The survey results showed that the vast
majority of the people employed in the whole range of positions, i.e. manage-
ment, administration and technical, were covered by a programme aiming at
the improvement of professional qualifications (Fig. 1). The employers
financed such projects to a high extent. According to the respondents, the most
important areas in which the professional/vocational qualifications were im-
proved were the command of foreign languages, enterprise management,
finance and information technology.

It is worth highlighting that more than a half of the entities participating in
the survey offered their employees foreign internships in the parent company
and/or the foreign headquarters (Fig. 2). Training programmes abroad were
mainly dedicated to employees in managerial, administrative and engineering-
-technical positions. The lowest participation in foreign internships was re-
corded in case of production operators (36.4% of the total). It is important,
however, that they were not excluded from the opportunities of improving
their vocational qualifications in the foreign corporations. Some enterprises
offered employees in management positions development of their professional
career path in the foreign subsidiaries or branches.

The fact that enterprises participating in the survey expressed willingness to
increase or maintain the employment at the current level, as well as the
willingness to continue the educational projects, should be evaluated positively.
Limitations in those areas are of incidental nature.

Investments in human capital are conducted by foreign entities not only
directly — in their own enterprise, but also indirectly — in the cooperating
enterprises. More than 86% of the respondents press special technical,
organisational or quality requirements on the local partners. Maintaining
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number of responses

management administrative technical*

the percentage of employees participating in educational activities**

B high (50% and above) M moderate (49% — 25%) ™ low (below 25%) ™ no answer

Explanations:

* engineering-technical staff and production operators

** percentage of employees participating in educational activities with regard to their position, eg.

high (50% or more) means that in the enterprise at least half of the employees in managerial positions

participated in educational activities).

Fig. 1. Educational activities (education and training courses, studies at higher schools, etc.) of
employees in enterprises participating in the survey

Source: own work based on the survey results.

management

administrative

engineering - technical

production

0% 20% 40% 60% 80% 100%
B YES, in the parent company ™ YES, in the foreign branch/subsidiary = NO

Notes: answers do not add up to 100 % because respondents could choose more than one answer.
Fig. 2. Foreign internships of employees in enterprises participating in the survey
Source: own work based on the survey results.

employment

educational projects
for employees

0% 20% 40% 60% 80% 100%

B increase M maintain ® limitation
Fig. 3. Planned directions of changes in employment in enterprises participating in the survey for the
coming three years
Source: own work based on the survey results.
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durable cooperation with a foreign partner stimulates local companies to
conduct continual development and to make more effective use of the resources
available to them. Furthermore, as many as 55% of the respondent enterprises
offer aid to local suppliers in satisfying those requirements. The outcomes of
the FDI on the labour market can also be of an unintended nature (see:
WITKOWSKA 2000), exemplified by transfer of foreign practices (e.g. human
resource management standards) into the host country’s enterprises.

Managements of the individual zones expressed positive opinions on the
involvement of foreign investors in labour market activation by, among other
things, direct and indirect creation of employment and investments in the
human capital. Foreign entrepreneurs also establish cooperation with local
institutions of vocational and higher educational concerning adjustment of the
basic and continual education on offer to the actual needs of the local labour
market. This cooperation covers development of curricula for specific
specialisations and organisation of vocational and graduate internships.

According to the observations of the managements of the zones, enterprises
with participation of foreign capital positioned in special economic zones
usually offer higher wages and more favourable working conditions (e.g.
extensive social package, transport of employees) as compared to the domestic
enterprises in the same industry®. Consequently, the foreign enterprises
contribute to the increase of purchasing power of the population (the so-called
income outcome).

Examples of the phenomenon of ,following”, represented by attracting
foreign investors, usually from the same industry, have been noted in the zones.

Conclusions

Statistics obtained from the Ministry of Economy and the results of the
conducted empirical survey show that enterprises with participation of foreign
capital located in the Polish SEZ contributed to the activation of the labour
market.

The positive quantitative outcomes are represented by the retention of the
current jobs and the creation of new ones in enterprises of the direct invest-
ment, as well as the creation of employment in cooperating enterprises.
Moreover, in the majority of cases, foreign investors not only accomplished the
initial plans concerning employment but also ultimately increased the employ-
ment. Foreign investors participating in the survey conduct activities focused
on human capital quality improvement in the region by providing educational

9 Although the issue of remuneration in foreign companies and their juxtaposition with salaries
in domestic companies was not subject to audit, the author expresses the view that this thread is
worth in the future to recognize.
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projects aimed at improvement of professional and vocational qualifications of
the employees at all levels in the organisation. Some enterprises facilitate
professional career path development of managerial staff in foreign subsidia-
ries or branches. The indirect qualitative benefits from placement of FDI in the
zones involve stimulation of the local cooperating companies for continual
development and satisfying the special technical, organisational and quality
requirements. In addition, the foreign investors frequently offer aid to the local
suppliers in satisfying such requirements. The qualitative outcomes of the FDI
in the labour market may also be of unintended nature, such as a consequence
of transmission of the best practices and imitation of certain solutions by the
domestic enterprises.

The fact that enterprises participating in the survey expressed willingness
to increase their employment or maintain it at the same level and to continue
implementation of educational projects for their employees should be evalu-
ated positively. Reductions in those areas are of incidental nature.

Foreign direct investment enterprises are distributed throughout all the
Polish special economic zones. Analysis of the Ministry of Economy statistics
indicates the unchanging interest of foreign investors in the zones located
predominantly (?) in the vicinity of large urban agglomerations. Observations
of managers of the individual zones are similar. They point out that the
investors see some zones as more attractive investment locations compared to
other zones'®. Consequently, the FDI may induce some unwanted outcomes
and contribute to deepening the developmental disproportions from the re-
gional perspective. Nevertheless, existence of the special economic zones in the
so-called ,difficult locations”, characterised by high unemployment rate
(Stupsk, Suwalki zones), and public aid in the form of tax exemptions offers the
only chance for finding investors for those zones. This situation may be
confirmed by the result of the simulation of the possible unemployment in the
counties in which the enterprises located in the SEZ operate in case of absence
of that regional policy tool. According to the estimates by the experts from the
Ministry of Economy, , without jobs created and maintained as the conse-
quence of investment projects implemented in the special economic zones, the
unemployment rate in Poland as at the end of 2011 would be 13.8% instead of
the actually recorded 12.5%” (Informacja... 2012, p. 38).

Translated by JERzy GOZDEK
Proofreading by TrEvor HiLL
Accepted for print 31.03.2016

10 Two Polish SEZ were included in the list of the 25 best economically privileged zones in the
world during the years 2010-2011. In that ranking the %L6dZz zone won the seventh place and
Starachowice zone the tenth place. See: Global Free Zones of the Future 2010/2011 Winners (2010,
p. 22).
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Abstract

This article evaluates the diversity in the level of efficiency of football clubs which played matches
in the top-level football league in Poland in the 2014/2015 season — the Polish First Division
(Ekstraklasa). The efficiency was measured with the use of the non-parametric method of frontier data
analysis (DEA - Data Envelopment Analysis). The results of the measurement indicate that the
efficiency of the Polish First Division is varies widely. More than one-third of clubs (inefficient ones)
incur excessively high expenditures (salaries) in relation to the actually produced output. The study
found that the technology of efficient clubs is based, first of all, on generating much higher revenues in
relation to the players’ salary costs. This allows the efficient clubs to more effectively (in comparison to
non-efficient clubs) convert their input into output. Identifying the differences in efficiency using
established benchmarking factors resulted in determining the optimum input levels for inefficient clubs
and indicating the clubs where activities to improve efficiency should be undertaken. The result of the
research is an efficiency ranking order for the football clubs covered by the analysis.

EFEKTYWNOSC FUNKCJONOWANIA KLUBOW PILKI NOZNEJ W POLSCE

Artur Wyszynski
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Uniwersytet Warminsko-Mazurski w Olsztynie
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Abstrakt

Celem artykulu jest ocena stopnia zréznicowania poziomu efektywnosci funkcjonowania klubéw
pitki noznej, ktére w sezonie 2014/2015 rozgrywaly mecze na najwyzszym poziomie rozgrywek
w Polsce — w Ekstraklasie. Efektywno$¢ mierzono na podstawie nieparametrycznej metody granicznej
analizy danych (DEA - Data Envelopment Analysis). Wyniki pomiaru wskazuja, ze efektywnosé
funkcjonowania klub6éw z Ekstraklasy jest silnie zréznicowana. Ponad jedna trzecia klubow (nieefek-
tywnych) ponosi zbyt wysokie naklady (wynagrodzenia) w stosunku do faktycznie osiagnietych
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rezultatow. Z przeprowadzonych badan wynika, ze technologia klubéw efektywnych opiera sie przede
wszystkim na generowaniu znacznie wyzszych przychodéw w stosunku do kosztéw wynagrodzen
zawodnikéw. Pozwala to klubom efektywnym na sprawniejsze w poréwnaniu z nieefektywnymi
przeksztalcenie nakladéw w rezultaty. Identyfikujac réznice w efektywnosci na wysokoSci ustalonych
wspblezynnikéw benchmarkingowych, wyznaczono optymalne wielko$ci nakladéw dla klubow
nieefektywnych oraz wskazano, w ktérych z nich powinno sie podja¢ dzialania zmierzajace do
poprawy efektywnosci ich funkcjonowania. Konsekwencja przeprowadzonych badan jest ustalenie
kolejnosci objetych badaniami klubéw piltki noznej w rankingu efektywnoésci.

Introduction

In the theory of economics, efficiency evaluation and measurement are key
issues for each organization, regardless of whether it is a producer of goods and
services or a sports organization. In particular, measuring the efficiency of
professional sports clubs makes it possible to evaluate their own achievements
against other clubs performing in the sports market. It seems important to
undertake this subject matter in view of the economic and social importance of
sports and the trend towards professionalization and commercialization in
Poland. Sports clubs are transforming into enterprises which have to ensure
the economic efficiency of their operations. The significance of the issue of
efficiency and good financial condition of football clubs is proven by the
Financial Fair Play'initiative undertaken in 2009 by the Union of European
Football Associations (UEFA). Its aim has been to improve financial efficiency
of football clubs in Europe. In Polish economic practice, evaluations of football
club efficiency most often use methods based on ratio analysis. An evaluation
and comparison of clubs from the Polish First Division is performed by two
financial institutions, i.e. Deloitte and Ernst & Young (EY). Every year, based
on the data concerning the financial situation, sports results, advertising and
sponsoring activity and other criteria, financial institutions prepare club
rankings. However, it quite often turns out that an efficiency evaluation based
on ratios is insufficient. Sports clubs are unique organizations, differing from
other enterprises producing various goods and services in their operation, legal
form, organizational structure and range of activities. Clubs, particularly
operating in the form of companies, must strive towards realization of both
sports and economic aims (SZNAJDER 2012). In order to reliably examine the
business reality characterizing the operations of sports club, it is necessary to
develop and apply new methods to evaluate efficiency, particularly derived
from such disciplines as statistics, econometrics and operations research. The
Polish literature on the subject lacks analyses and publications which use

! UEFA statement on financial fair play, online: http://www.uefa.com/uefa/footballfirst/protectin-
gthegame/financialfairplay/news/newsid =1590370.html (access: 10.03.2015).
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quantitative — non-parametric and parametric- methods to evaluate the effi-
ciency of sports organizations. The application of such methods helps to
investigate the economic and financial situation, taking into account the
multiple dimensions of activities undertaken by a sports club. For instance, the
non-parametric DEA (Data Envelopment Analysis) method was applied to
evaluate the efficiency of clubs playing in the following football leagues in the
world: Major League Soccer (HAAS 2003a) and the English (HAAS 2003b) and
BARROS and LEACH (2006a), Spanish (GONZALEZ-GOMEZ, P1CAZO-TADEO 2010),
German (HAAS et al. 2004), French (JARDIN 2009) and Brazilian (BARROS et al.
2010) leagues. The results of research concerning efficiency of sports clubs
using parametric methods are also available, e.g. in BARROS and LEACH (2006b)
and HOFLER and PAYNE (1997). The researchers determined the efficiency of
the English Premier League clubs and the US National Football League (NFL)
using a Cobb-Douglas function. On the other hand, DAWSON et al. (2000) and
BARROS and GARCIA-DEL-BARRIO (2008) applied a stochastic frontier analysis
(SFA - Stochastic Frontier Approach) to determine the efficiency of English
football clubs.

This article evaluated the degree of diversity in the efficiency level of
football clubs whose teams participated in the 2014/2015 season in the
top-level football competition in Poland, namely, the Polish First Division
(Ekstraklasa). The term efficiency used in the article should be understood as
the so-called technical (technological) efficiency, defined as the skill in convert-
ing the consumed inputs into economic and sportive output (results).

Research methods, construction and data

In order to evaluate the technical efficiency of football clubs, the following
DEA models were applied*: with constant returns-to-scale(known as CCR,
after the authors’ names: Charnes, Cooper, Rhodes) and variable returns-to-
scale (known as BCC, after the authors’ names: Banker, Charnes, Cooper).
Solving a CCR model leads to obtaining over all efficiency, while solving a BCC
model results in obtaining the pure technical efficiency of a given unit. Models
selected for the analysis are input-oriented, where the aim is to minimize them
without affecting the outputs. They were chosen in order to present the
possibilities of reducing expenditures incurred by individual football clubs
without the need to apply additional means to change the level of the results
achieved. In business practice, sport club managers have a higher impact on

2 A description of the DEA method and the criterion of efficiency evaluation of the examined
objects are available, e.g. in the following publications: for CCR model — CHARNES et al. (1978,
p. 429-444), BCC — BANKER et al. (1984, p. 1078-1092).
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input reduction, mainly regarding the costs of staff (players and coaches)
salaries than on an increase in the output obtained, for instance, the number of
points awarded for winning or drawing in a football match. Input amounts are
basic variables affecting their decisions and their amount can be optimized
only in an input-oriented approach.

The DEA methods do not require knowledge of the form of the efficiency
function. By applying empirical values of variables in the form of inputs and
outputs, we look for weights to maximise their efficiency (for a given DMU
— Decision Making Unit). Thus, we receive a mathematical programming task,
in which the aim is to determine the efficiency of objects in relation to their
entire group. A graphic illustration of DEA methods is the efficiency curve
(best practice frontier), connecting the most effective decision-making units
(Fig. 1).

P
CCR production P s
frontier 7
-
=]
&
5
5
P B BCC production
M ’ 7 < frontier
’./
7 A E
|
input

Fig. 1. Overall (CCR) and pure (BCC) technical efficiency curves
Source: on the basis of CooPERr et al. (2006).

The efficiency curve is estimated on the basis of empirical data concerning
inputs and outputs. The examined objects (in this case football clubs) are
presented as decision making units DMU - A, B, C, D, M - situated on the
efficiency curve, are considered efficient, and their efficiency ratios are equal to
1 (6,=1)%. On the other hand, units situated below the efficiency curve, with
a value of less than one, are considered inefficient (8,<1) — these are units E
and F.

The total and pure efficiency ratios are also used to determine the scale
efficiency. This provides information on how much less input could be used if

3 In DEA methods, (Farrell) efficiency is usually symbolizes as 6, (theta).
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the output amount was optimal. With a BCC efficiency ratio equal to one,
a given object is efficient in relation to the scale of involved production factors
and when the ratio is less than one, it is inefficient in relation to the scale of
involved production factors. Solving the CCR or BCC model does not provide
the possibility to establish the ranking of objects and, in particular, the
ranking of fully efficient objects with an efficiency ratio equal to one. A rel-
evant suggestion to solving this problem was published by Andersen and
Petersen (1993) and Tone (2002)*. The CCR model with the so-called ,,super-
-efficiency” ranking (SE-CCR) they proposed was used to rank the football
clubs from the least to the most efficient.

In order to calculate efficiency ratios, categories of inputs and outputs were
selected based on a review of literature concerning research on the efficiency

Table 1
Categories of inputs and effects of the First Division clubs
Costs Revenue incl. NC+ Numbers
Clubs of salaries atgflilx:istffers audience  |Points .of spectat9rs
(PLN ’000) (PLN ’000) (’000) in the stadium
Lech Poznan 20,679 65,561 166 70 20,261
Legia Warszawa 22,601 115,146 209 70 16,596
Jagiellonia Bialystok 7,614 20,468 130 66 10,755
Slqsk Wroclaw 10,094 19,469 126 58 10,963
Lechia Gdansk 15,905 40,433 141 50 16,608
Wista Krakéw 14,340 32,830 161 50 12,159
Gornik Zabrze 15,121 17,213 115 48 2,961
Pogon Szczecin 7,281 21,556 119 43 6,101
Cracovia Krakow 10,102 26,976 114 55 6,674
Ruch Chorzéw 10,565 17,318 116 47 5,994
Korona Kielce 12,811 12,957 127 48 6,286
Piast Gliwice 8,496 12,662 109 48 4,593
Podbeskidzie Bielsko-Biala 3,334 11,491 101 47 3,958
Gornik Leczna 6,134 10,974 109 44 4,163
Zawisza Bydgoszcz 7,020 12,554 92 39 2,775
GKS Belchatow 4,335 16,407 110 37 3,051

Source: Data and own calculations on the basis of the report entitled Eksiraklasa pitkarskiego
biznesu, online (access: 10.03.2015).

4 A detailed description of the SE-CCR model methodology is available in publications, e.g. by
ANDERSEN, PETERSEN (1993, p. 1261-1264), ToNE (2002, p. 32-41), Guzik (2008, p. 15-29).
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of football clubs in the world® and the production model for a professional
sports club proposed by BARONCELLI and LAGO (2006). One variable determin-
ing input category was assumed, i.e. costs of players’ salaries®. The outputs
included four categories of variables: number of points awarded the end of the
league season’, revenues, including revenues from transfer activities, average
audience watching matches in NC+ TV channel and average number of
spectators present in the stadium during football matches. Input and output
categories assumed for the research are presented in Table 1.

A Spearman’s rank correlation was applied to determine the correlation
between the ratios presenting the share of costs of salaries in revenues and
points gained by clubs in league competitions and the technical efficiency
ratios calculated with the DEA method. The choice of variables to be analysed
was determined by the availability of information concerning football clubs.
The data used in the analyses originated from a report prepared and published
online by Ernst & Young, entitled Ekstraklasa pitkarskiego biznesu (online).

Evaluation and comparison of the efficiency of the Polish
First Division clubs and possibilities of its improvement

The ranking of clubs in the Polish First Division in the league table at the
end of the 2014/2015 season, values of efficiency ratios and lambda Aoj
benchmark formulae (coefficients) (calculated for the CCR model)® are pres-
ented in Table 2.

On the basis of the research conducted, it was found that in the 2014/2015
season of the Polish First Division football competitions, the following clubs
were fully efficient(in the CCR model): Legia Warszawa, Jagiellonia Bialystok
and Podbeskidzie Bielsko-Biala. The value of the efficiency ratio for the
above-mentioned clubs is 1 (100%), which means that they are efficient, both in
the technology and scale of the output generated. Taking into account the
values of overall technical efficiency below one and pure efficiency amounting

5 For example, Haas (2003a, p. 2010 and 2003b, p. 406), applying the DEA method to determine
Major League Soccer and English Premier League clubs analysed the following types of input
categories: wages of players, coaches, coaching staff, population in the town where the club was
based, and the following outputs: number of points awarded, total audience in a league season,
stadium utilization and revenues of sports clubs.

5 Costs of wages were calculated on the basis of the amount of costs of players’ salaries per each
point awarded and the total number of points gathered in a season by the football club.

7 The number includes all points gained by the club, taking into account the division of points (the
so-called ESA 37)

8 Benchmark formulae for ineffective o™ objects are described by optimum coefficients 1, (j= 1,.., J).
They provide the multiplicity of the j** object technology that should be assumed when constructing
an optimum technology of the o'* object.
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Table 2
Results of the evaluation of technical efficiency of the Polish First Division clubs in the season
2014/2015
Clubs f;iﬁ;g CCR BCC eff?((::iaélﬁcy benchllmwaiicfoRI?mulae

Lech Poznan 1 0.86 1.00 0.86 2=0.32, 13=1.39

Legia Warszawa 2 1.00 1.00 1.00 =1

Jagiellonia Biatystok 3 1.00 1.00 1.00 =1

Slask Wroctaw 4 0.77 0.78 0.77 | 1;=1.02

Lechia Gdansk 5 0.81 0.98 0.81 22=0.11, 13=1.38

Wista Krakéw 6 0.69 0.94 0.69 25=0.10, 13=0.88, 1;3=0.25
Gornik Zabrze 7 0.30 0.34 0.30 22=0.05, 4;3=1.05

Pogon Szczecin 8 0.77 0.82 0.77 22=0.10, 13=0.88, 1,3=0.25
Cracovia Krakow 9 0.65 0.75 0.65 22=0.12, 23=0.03, 1,3=1.10
Ruch Chorzéw 10 0.48 0.51 0.48 22=0.03, 13=0.21, 1,3=0.81
Korona Kielce 11 0.39 0.56 0.39 23=0.23, 1;3=0.96

Piast Gliwice 12 0.45 0.52 0.45 23=0.06, 1,3=1.01
Podbeskidzie Bielsko-Biata 13 1.00 1.00 1.00 Az=1

Gornik Leczna 14 0.59 0.72 0.59 A13=1.08

Zawisza Bydgoszcz 15 0.48 0.50 0.50 2.=0.02, 1,3=0.86

GKS Belchatow 16 0.99 1.00 0.99 22=0.04, 1,3=1.00

Source: own study.

to one, Lech Poznan and GKS Belchatéw are technologically efficient with the
assumption of variable returns-to-scale. In view of the situation where the
efficiency (or inefficiency) of those clubs (assuming constant and variable
effects) is not consistent, scale efficiency was also determined (Tab. 2). This
helped to determine how much less input could be used if the amount of output
was optimal. The scale efficiency measure had values of less than one, which
suggests that those clubs were ineffective in relation to the scale of the
resources in volved. The least efficient clubs in the Polish First Division are
Gornik Zabrze and Korona Kielce, with overall technical efficiency (CCR)
values of only 0.34 and 0.39 (Tab. 2), respectively. This indicates the need to
restructure the costs of wages in clubs from Zabrze and Kielce.

The results of the research presented so far helped, first of all, to distin-
guish efficient and inefficient clubs. However, they do not provide the possibil-
ity of specifying the exact ranking of clubs in terms of the efficiency level
achieved (in relation to units considered efficient in the group). Such a possibil-
ity is provided by applying the SE-CCR model. The obtained values of
efficiency ratios calculated on the basis of this model offer a basis to present the
ranking of clubs in order from the most efficient to the least efficient, as shown
in Figure 2.
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(1) Podbeskidzie Bielsko-Biata 1.55
(2) Legia Warszawa

(3) Jagiellonia Biatystok
(4) GKS Belchatéw

(5) Lech Poznan

(6) Lechia Gdansk

(7) Pogon Szczecin

(8) Slask Wroctaw

(9) Wista Krakow

(10) Cracovia Krakéw
(11) Gérnik Leczna

(12) Zawisza Bydgoszcz
(13) Ruch Chorzéw

(14) Piast Gliwice

(15) Korona Kielce

(16) Goérnik Zabrze

Fig. 2. Ranking of the Polish First Division football clubs in terms of their efficiency (SE-CCR model)
Source: own study.

In the group of 16 clubs of the Polish football First Division, Podbeskidzie
Bielsko-Biata proved to be the most efficient club. To achieve its results
(revenues, number of points, TV audience and number of spectators in the
stadium), the club from Bielsko-Biala needs nearly 1.6 times less input than
other clubs using their optimum common technology. Competitors of Jagiel-
lonia (the weakest club among those characterized by 100% efficiency) would
have to incur expenditures only 2-6% higher than the input actually made by
this club to reach their objectives. Other clubs are not efficient, since their
efficiency ratios (ranking coefficients) are below one. The lowest efficiency
rankings were found for clubs from Zabrze, Kielce, Gliwice and Bydgoszcz.
Competitors of the least effective club of the Polish First Division, Gérnik
Zabrze, could have had the same results as Gornik Zabrze with using only
about 30% of the actual expenditures of this club.

On the basis of the efficiency measurement, it is possible to establish an
excess (surplus) of players’ salaries in relation to the actual demand that would
have ensured the efficient operation of a football club, with the assumption of
constant outputs. Taking all of this into consideration, the calculated efficiency
measures for individual sports clubs were used for sample determination of the
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optimum amount of salaries and, at the same time, for indicating the possibili-
ties for improving the operations of clubs identified as inefficient (Tab. 3).

Table 3
Results of salary cost optimization for inefficient clubs
Actual costs Optimum costs Cost reduction
Clubs of salaries of salaries percentage

[PLN °000] [PLN ’000] [%]
Gornik Zabrze 15,121 4,536 70
Korona Kielce 12,811 4,996 61
Piast Gliwice 8,496 3,823 55
Zawisza Bydgoszcz 7,020 3,370 52
Ruch Chorzéw 10,565 5,071 52
Gornik Leczna 6,134 3,619 41
Cracovia Krakéw 10,102 6,566 35
Wista Krakéw 14,340 9,895 31
Slask Wroctaw 10,094 7,772 23
Pogon Szczecin 7,281 5,606 23
Lechia Gdansk 15,905 12,883 19
Lech Poznan 20,679 17,784 14
GKS Belchatéw 4,335 4,292 1

Source: own study.

The results of the least efficient clubs, i.e. Gérnik Zabrze, Korona Kielce,
Piast Gliwice, Zawisza Bydgoszcz and Ruch Chorzéw, suggest the need to
reduce the amount of salaries paid by 52% - 70%, taking into account the scale
of achieved outputs and the optimal consumption of resources used for that
purpose. The clubs whose technologies can be adopted by inefficient clubs
(4 benchmarking formulae — Tab. 2) include Legia, Jagiellonia and Podbeski-
dzie. They occur in most formulae for ineffective clubs with the application
of the CCR model.

The efficiency of resource allocation can be proven by the high differenti-
ation of players’ salaries costs as calculated per each point gained by football
clubs in the 2014/2015 season, as shown in Figure 3.

Definitely the lowest cost per one league point was recorded for Podbeski-
dzie Bielsko-Biala (PLN 71,000). Relatively low costs in comparison to other
clubs were also observed for Jagiellonia Biatystok (PLN 115,000) and GKS
Belchatéw (PLN 117,000). The three above-mentioned clubs can therefore be
considered as demonstrating the highest allocation efficiency of the resources
owned. The highest costs of salaries per point awarded were clearly observed in
three clubs, Legia Warszawa, Lechia Gdansk and Gérnik Zabrze. They amount



68

A. Wyszynski

Lech Poznan

Legia Warszawa
Jagiellonia Bialystok
Slask Wroctaw
Lechia Gdansk
Wista Krakéow
Gornik Zabrze

Pogon Szczecin
Cracovia Krakéw
Ruch Chorzéw
Korona Kielce

Piast Gliwice
Podbeskidzie Bielsko-Biata
Goérnik Leczna
Zawisza Bydgoszcz

GKS Betchatow

295
323
115
174
318
287
315
169
184
225
267
177
71
139
180
117

Fig. 3. Costs of players’ salaries per each point gained by the Polish First Division clubs
(PLN ’000/one point)
Source: Own study

to PLN 323,000, PLN 318,000 and PLN 315,000, respectively. For the other
clubs, the costs under analysis amounted from 139,000 for Gérnik Leczna to
PLN 295,000 for Lech Poznan.

Apart from the cost of a point gained in the league, a significant element of
the picture of efficiency of professional sports clubs is a comparison of the
relationship between the amount of costs, mainly staff costs (salaries for
players and coaching staff) and the revenue generated. According to the idea of
Financial Fair Play introduced in 2008 by the Union of European Football
Association, the costs of clubs (participating in competitions of European
leagues) should not be higher than the revenues achieved. Exceeding this limit
is related, first of all, to high expenditures incurred for player transfers and
staff salary costs. If sporting or economic results are not achieved, such
a situation could contribute to the loss of stability and financial security of the
club. Consequently, indicators presenting the relationship between the
players’ salaries and revenues were calculated for the clubs of the Polish First
Division, as presented in Figure 4.
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Lech Poznan

Legia Warszawa
Jagiellonia Bialystok
Slqsk Wroctaw
Lechia Gdansk
Wista Krakéw
Gornik Zabrze

Pogon Szczecin
Cracovia Krakéw
Ruch Chorzéw
Korona Kielce

Piast Gliwice
Podbeskidzie Bielsko-Biata
Goérnik Leczna
Zawisza Bydgoszcz

GKS Belchatéw

Fig. 4. Value of the salary costs-to-revenues ratio for the Polish First Division clubs
Source: own study.

Among the 16 clubs under analysis, the lowest salary costs in relation to
revenues were found for Legia Warszawa. For the club from the capital city,
costs are more than five times lower than revenues. A low salary-to-revenues
ratio (0.3) was also observed for clubs from Belchatéw, Bielsko-Biala and
Poznan. Definitely the highest share of this ratio was found for clubs from
Zabrze and Kielce, where salary costs equalled revenues. In view of the fact
that, apart from salaries for players, there are also other types of costs (such as
salaries for coaching staff and operating costs related to the maintenance of
current operations and other costs) it should be assumed that the total amount
of costs in the above-mentioned two clubs significantly exceeds the revenues
gained.

The observed differentiation in the level of salaries in individual clubs
proves that efficiency depends on the number of points gained at the end of the
league season and the amount of revenue that is directly related to the number
of spectators in the stadium and in front of a TV. In order to determine the
relationship between the cost of one league point, the cost-to-revenues ratio
and the technical efficiency ratio, the following correlation was determined
(Tab. 4).
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Table 4
Correlations between salary costs/points and salary costs/revenues ratios and technical efficiency
ratios
Specification CCR BCC
Salary costs/points ratio -0.25 -0.17
Salary costs/revenues ratio -0.93* -0.90*

* Correlation coefficient is significant at p<0.05
Source: own study.

The results of the correlation analysis show a significant correlation
(p<0.05) between salary costs/points and salary costs/revenues ratios and
efficiency ratios. This means that an increase in salary costs in relation to
revenue and points involves a decrease in the value of efficiency ratios.
However, it should be emphasized that when comparing the values of two
indicators with the efficiency of clubs in the Polish First Division, it is not the
salary-to-points ratio that has the largest effect on the efficiency level. Al-
though the highest cost per point was observed for Legia, it is an efficient club.
Legia achieves good results due to use of technology which generates high
revenues in relation to the incurred costs of players’ salaries. This effect is also
enhanced by other outputs produced in the season under examination: the
largest audience watching matches on TV and a high number of spectators at
the stadium. The technology of the most efficient club in the Polish First
Division (Podbeskidzie) is based on the lowest (in comparison to all other
clubs) cost of a league point awarded and a low share of salary costs in relation
to revenues. As regards achieving sport results, clubs from Poznan, Warszawa
and Bialystok occupy the three top positions among all efficient units in the
league table at the end of the 2014/2015 season. On the other hand, clubs from
Bielsko-Biala and Belchatéw, in spite of being efficient, are ranked in the
bottom part of the table. For Gérnik Zabrze and Korona Kielce, a high cost of
a league point was observed along with a high share of salaries in relation to
revenues.

Summary

This study found that the efficiency of clubs varies widely. More than
one-third of clubs (ineffective ones) use too high input (salaries) in relation to
their achieved output. As the analysis showed, a low share of salaries in
relation to revenues is of significant importance for the growth of technical
efficiency. This suggests that the technology of efficient clubs is based, first of
all, on generating much higher revenues in relation to the costs incurred.
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It allows the clubs to convert inputs into outputs more effectively as compared
to non-efficient clubs. A high cost per league point affects the diversification of
efficiency, but it is not a prerequisite for classifying the club as either effective
or ineffective. Despite Legia and Lech having high salaries per point, these
clubs are efficient, as they demonstrate higher revenues in comparison to
costs. However, it should be emphasized that fully efficient clubs do not always
occupy the highest places in the league table. In the Polish league, two clubs,
Podbeskidzie and Belchatéw, being efficient teams, are ranked in the bottom of
the table. This supports the research of other authors examining other football
leagues in the world (KELLER 2008, HaAs 2003a, b, JARDIN 2009, BARROS,
LEACH 2006a et al.). Nevertheless, it should be remembered that the research
was carried out on a sample of clubs for only one competition season. This is
related, first of all, to the availability of information, which clubs in Poland are
unwilling to share. Unquestionably, better access to economic and financial
data would enrich the analysis of the efficiency of sports clubs in Poland.
However, the analysis and observations made in the article can be used as an
important signal for sport club managers, as well as for the licensing commit-
tee of a sports association issuing a licence for a club to participate in league
matches. The data from the ranking prepared with the application of the
SE-CCR model could become one of the basic tools for monitoring the financial
situation. It is a potential direction of research into the evaluation of sport
clubs in the future.

Translated by JOANNA JENSEN
Accepted for print 31.03.2016

References

ANDERSEN P., PETERSEN N.C. 1993. A procedure for ranking efficient units in Data Envelopment
Analysis. Management Science, 39(10).

BaNkER R.D., CHARNES A., CoorER W. 1984. Some models for estimating technical and scale
inefficiencies in Data Envelopment Analysis. Management Science, 30: 1078-1092.

BaroncELLI A., Laco U. 2006. Italian football. Journal of Sports Economics, 7 (1): 13-28.

Barros C.P., Garcia-DEL-Barrio P. 2008. Efficiency measurement of the English football Premier
League with a random frontier model. Economic Modelling, 25(5): 994-1002.

Barros C.P., LEacH S. 2006b. Analysing the performance of the English F.A. Premier League with an
econometric frontier model. Journal of Sport Economics, 7(4): 391-407.

Barros C.P., LeacH S. 2006a. Performance evaluation of the English Premier League with data
envelopment analysis. Applied Economics, 38(12): 1449-1458.

CHARNES A., CoorER W., RHODES E.L. 1978. Measuring the Efficiency of Decision Making Units.
European Journal of Operational Research, 2: 429-444.

Cooper W.W., SErForD L.M., ToNE K. 2006. Introduction to Data Envelopment Analysis and Its Uses.
Springer, New York.

Dawson P., DosoN S., GERRARD B. 2000. Stochastic frontier and the temporal structure of managerial
efficiency in English soccer. Journal of Sports Economics, 1: 341-362.

Ekstraklasa pitkarskiego biznesu. 2015. http://www.ey.com/PL/pl/Industries/Media-Entertain-
ment/Ekstraklasa-pilkarskiego-biznesu-2015.



72 A. Wyszynski

GonzALEZ-GOMEZ F., Picazo-TapEo A.J. 2010. Can We Be Satisfied with Our Football Team? Evidence
from Spanish Professional Football. Journal of Sports Economics, 11(4).

Guzik B. 2008. Zastosowanie modelu SE-CCR do ustalania struktury i sity konkurencji technologi-
cznej. Wiadomosci Statystyczne, 10: 15-29.

Haas D.J. 2003a. Technical efficiency in the Major League Soccer. Journal of Sport Economics, 4(3):
203-215.

Haas D.J. 2003b. Productive efficiency of English football teams — a data envelopment approach.
Managerial and Decision Economics, 24: 403-410.

Haas D.J., KocHER M.G., SLITTER M. 2004. Measuring Efficiency of German Football Teams by Data
Envelopment Analysis. Central European Journal of Operations Research, 12: 251-268.

HorrLER R.A., PaYNE J.E. 1997. Measuring efficiency in the National Basketball Association. Eco-
nomics Letters, 55: 293-299.

JArRDIN M. 2009. Efficiency of French football clubs and its Dynamics. 23. dJune.
https://mpra.ub.unimuenchen.de/19828/1/Efficiency_of_French_football_clubs_and_its_dynami-
cs.pdf.

KEeLLER C. 2008. Strategisches Management in Sport. In: Management und Marketing in Sport. Eds.
G. Nufer, A. Bihler. Erich Schmidt Verlag, Berlin.

SzNAJDER A. 2010. Rownowaga sit konkurentéw na rynku sportu profesjonalnego. Gospodarka
Narodowa, 4.

TonE K. 2002. A slacks based measure of efficiency in Data Envelopment Analysis. European Journal
of Operational Research, 143: 32-41.

UEFA statement on financial fair play, online: http://www.uefa.com/uefa/footballfirst/protectin-
gthegame/financialfairplay/news/newsid=1590370.html.



OLSZTYN ECONOMIC JOURNAL
Abbrev.: Olszt. Econ. J., 2016, 11(1)

CONSTRUCTION AND THE PROCESS
OF IMPLEMENTING THE MANAGEMENT CONTROL
SYSTEM IN A LOCAL SELF-GOVERNMENT UNIT -
A PRACTICAL APPROACH

Anna Bartoszewicz

Department of Accountancy
University of Warmia and Mazury in Olsztyn
e-mail: anna.bartoszewicz@uwm.edu.pl

Key words: control, management control, audit, public finance sector, local self-government unit.

Abstract

Since 1 January 2010, management control has been functioning in the units of the public
finance sector as it has replaced the previously applied financial control. The assumption of
management control was to support the achievement of the objectives and performance of tasks
carried out by public entities in Poland and consequently to facilitate the process of managing them.
As practice shows, some entities have failed to develop an adequate system of action that would allow
making a good use of this tool.

Thus, the purpose of this article is to present a practical approach to the deployment and
implementation of a management control system in a local government unit and indicate substantive
gaps that remain. The article presents an exemplary solution of the deployment and implementation of
amanagement control system operating in one of the district offices in Poland. The article also presents
implications resulting from the functioning of this system and gives a critical approach to the subject
matter, pointing out shortcomings in the functioning of management control in a public entity.
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Abstrakt

Od 1 stycznia 2010 roku w jednostkach sektora finanséw publicznych w Polsce funkcjonuje
kontrola zarzadcza, ktéra zastgpila funkcjonujgca dotychczas kontrole finansowa. W zalozeniu
kontrola zarzadcza miata wspomoc realizacje celow i zadan wykonywanych przez podmioty publiczne
oraz ulatwi¢ proces zarzadzania nimi. Jak sie jednak okazalo, w niektérych jednostkach w dalszym
ciagu nie udalo sie wypracowa¢ odpowiedniego systemu dzialania, ktéry pozwolilby na peine
wykorzystanie tego narzedzia.

Celem artykutu jest zaprezentowanie praktycznego podej$cia do procesu budowy i wdrozenia
systemu kontroli zarzadczej w jednostce samorzadu terytorialnego oraz wskazanie luk, ktore nalezy
uzupelni¢ w tym zakresie. W publikacji przedstawiono przykladowe rozwiazanie w zakresie budowy
i implementacji systemu kontroli zarzadczej, ktéry funkcjonuje w jednym ze starostw powiatowych
w Polsce. Zaprezentowano takze implikacje zwigzane z funkcjonowaniem tego systemu oraz kryty-
cznie przeanalizowano, wskazujgc na pewne niedociggniecia w funkcjonowaniu kontroli zarzadczej
w badanym podmiocie.

Introduction

Recently, the evolution of control systems in the units of the public finance
sector has become a noticeable and common phenomenon in Poland. Until
January 1, 2010 only financial or internal controls were applied in public
entities as control measures. In the traditional sense, their main purpose was
to verify the tasks completed by the entity’s employees thereby ensuring
compliance with legal regulations and set procedures.

However, with the enactment of the Act of 27 August 2009 on Public
Finance! the term ,,management control” was implemented with state admin-
istration bodies?. This term has replaced the hitherto existing financial control
(see also: Ustawa o finansach... 2014, s. 490), while transforming pre-existing
control activities of an inspection and revision nature more toward the level of
attainment of objectives by the unit.

Since that moment, the term ,,control” was to mean first of all ,,to identify
risks and implement the process of risk management”. As a consequence, it
caused a significant increase in the efficiency of public sector entities with
minimum involvement of additional financial resources or means.

It should be emphasized that the implementation of the solutions men-
tioned above is particularly important in the local government sector, which in
Poland is formed by three types of entities: municipalities, districts and
provinces. Their specific associations and organizational units have been
established to carry out public tasks, thus their main task is to satisfy the most

! The Act came into force on 1 January 2010.
2 The term ,,management control” was introduced with art. 68 of the Act of z 27 August 2009 on
Public Finance.
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urgent needs of the local community. Therefore, in such units scheduled tasks
require effective implementation and monitoring. And that is possible, among
other things, due to the efficiently working system of management control.

It is worth mentioning that management control is a critical function in
organizations. Management control failures can lead to large financial losses,
reputation damage, and possibly even to organization failure (MERCHANT, VAN
DER STEDE 2007, p. 3).

Despite the seemingly clear guidelines for the development and implemen-
tation of management control, included in the Public Finance Act, some
solutions adopted by local governments unfortunately seem to be unsuccessful.
Thus, the purpose of this article is to present a practical approach to the
deployment and implementation of a management control system in a local
government unit and indicate remaining substantive gaps. In order to achieve
this objective, the analysis of both legal instruments and subject literature
have been applied.

Based on the case study method, an exemplary solution of the deployment
and implementation of a management control system operating in one of the
district offices in Poland has been illustrated in this study. The article also
presents implications resulting from the functioning of this system and gives
a critical approach to the subject matter, pointing out shortcomings in the
functioning of management control in entity.

The essence of management control and its coordination
in local government in the light of the legislation
and scientific theories

Management control was already defined by Anthony in 1965 as ,,the
process by which managers ensure that resources are obtained and used
effectively and efficiently in the accomplishment of the organization’s objec-
tives” (ANTHONY 1965).

In Poland the management control was introduced to the public finance
sector entities with the provisions of the Act of 27 August 2009 on Public
Finance, where it was described as ,,all activities undertaken to ensure that
objectives and tasks are realized in compliance with legal regulations, efficient-
ly, economically and punctually” (art. 68 of the Act on Public Finance). The
mandatory obligation to observe the rules of management control applies to all
public sector entities. This range involves the entities listed in Article 9 of the
Act on Public Finance, including local government units. According to the
regulations, the purpose of management control is to ensure in particular
(art. 68 paragraph 2 of the Public Finance Act):
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1) Compliance of activity with law regulations and internal procedures;

2) Effectiveness of taken actions;

3) Reliability of reports;

4) Protection of resources;

5) Respecting and promoting the principles of ethical conduct;

6) Effectiveness of communication and information flow; and

7) Risk management.

The main framework for the functioning of the system of management
control in public finance sector units is determined by generally applicable
standards of management control. These are defined on the basis of globally-
accepted concepts and common standards of internal control (SZCZEPAN-
KIEWICZ et al. 2015, p. 21) and they were divided into the following five groups
(Bulletin No. 23 of the Minister of Finance of 16 December 2009):

— Internal environment,

— Objectives and risk management,

— Control measures,

— Information and communication, and

— Monitoring and assessment?®.

Ensuring the efficient, adequate and effective management control at local
governments should be the responsibility of their heads:

a) the mayor (vogt, president) in the case of municipalities;

b) chairman of the board in case of the local government units, namely:

— starost for the district office,

— marshal of the province for the marshal’s office; and

¢) head of another organizational unit of local government.

In addition, the local government manager is obligated to make a statement
about the status of management control for the preceding year with respect to
the unit led by him. Data sources in this area should include:

— self-assessment of the state of management control, made by the heads of
organizational units based on self-assessment questionnaire prepared in co-
operation with the Internal Auditor;

— anonymous assessment of management system and control, made by
employees of these cells, based on a questionnaire; and

— current monitoring of the level of risk and types of risks.

It should be emphasized that an important aspect of management control is
to systematically identify risks that may threaten the objectives and tasks of
the unit. In the case of local government units and government administration,
this process should also include the objectives and tasks that are carried out by

3 Due to the volume of this article, its content has been limited to reporting exclusively the major
names of specific groups of standards.
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the supervised or subordinated units. Each unit should adapt its methodology
for risk management to their specific needs and characteristics. There are
varieties of techniques to identify risks: checklists, brainstorming, analysis of
reports, audit results, risk registers, review of the organization, graphical
process analysis, and SWOT analysis.

The surest solution in this regard appears to be the creation of an
appropriate position responsible for management control. A person in this
position could have a task to chair a team composed of the heads of various
departments of the unit/entity who annually would identify risks which
threaten achievement of objectives and tasks of the unit. In addition to unit
leadership, this process should include the remaining employees of the unit,
among which a survey is carried out on risk identification. These survey
results are analyzed and used as the basis to implement controls and take steps
to minimize risks in future. It should be stressed that the introduction of
management control not only transformed the character or nature of control in
public sector, but it also changed the approach to internal audit. Figure 1
presents the model of the realization of the process of management control in
the public finance sector unit.

The internal audit was established as a tool for monitoring and evaluating
management control systems and indicating desired improvements in this area.
It has thus become a necessary instrument to implement the appropriate
solutions in the control system, in particular to determine the relationship between
management control, audit and internal control (KIZIUKIEWICZ 2013, p. 59).

political financial legal social
risk risk risk risk
MANAGEMENT CONTROL
the aims TEAM
EMPLOYEES %‘}‘i taSIftS
. o uni : ;
risk identification evaluation evaluation the q;lg:gllg;mame
(a questionnaire)
MANAGEMENT \ "
2 MANAGEMENT 2
g : CONTROL TEAM é
BTN Z
5! <
g,
1

] . REPORT determining actions
implementing

solutions

MANAGEMENT CONTROL
COORDINATOR

Fig. 1. Model of the realization of management control in the public finance sector unit
Source: own study.
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Construction and tasks of management control system
at a district office — a case study

In order to demonstrate how management control system was constructed
and implemented in a local government unit, an exemplary solution was used,
which has been operating since 2011 in one of the county authorities in Poland.
For counties, the new concept was to be implemented in the district offices,
whose tasks are, among other things, provide assistance to county authorities
in carrying out their tasks and bearing responsibilities. For this reason,
management control systems in respect of the counties have been implemented
and are functioning in these units.

The main internal act governing the operation of management control of
the entity is Starost Ordinance on Defining the Rules for the Operation of
Management Control in the District Office and its Organizational Units. The
rules set out in particular the aims and objectives of management control, as
well as the system of management control and organization of management
control in the District Office. According to the Ordinance mentioned above, the
objectives set for management control are primarily ensuring compliance with
applicable laws and procedures, maintaining success rate and efficiency,
ensuring credibility of the reports, protecting resources, respecting and promo-
ting the principles of ethical conduct, and ensuring efficient flow of informa-
tion and risk management.

The organizational structure of the audited entity included an independent
position for management control, which reported directly to the Starost of the
District. This position was covered by a designated employee of the District
Office charged with the coordination of the management control system in the
audited entity.

In addition, the heads of County departments as well as employees involved
in independent positions were responsible for verifying the correctness of tasks
by subordinate employees in the organizational structure. The task of manage-
ment control in the entity is comparing the actual status quo to the planned
one, explaining possible causes of deviations from the implied values, as well as
taking actions to eliminate the occurrence of deviations in the future.

The basis for the implementation of management control are rules, instruc-
tions, procedures and principles approved by Starost. They consist of the
following issues:

— protocols of internal audits conducted by the chief specialist in manage-
ment control on the first and second level;

— protocols of internal audits conducted by heads of departments;

— cards of internal audits;

— post-audit recommendations; and

— reports on the implementation of audit recommendations.
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The system of management control functions in an entity on two levels:
Level I, which includes control of district organizational units, and Level II
which provides supervision exercised on the county level. Managers of individ-
ual units are in charge of the functioning of management control at Level I,
whereas management control at Level II is provided by the Starost (or other
person authorized by him/her) and the Audit Commission of the District
Council. The following activities constitute the management control system:

— systematizing the organization and activities of the district units
achieved through the establishment of the statutes and regulations of these
units;

- identifying objectives and tasks in accordance with applicable laws;

— setting and enforcing law within local law regulations by the resolutions
of the District Council and District Board,;

— supervising the operations of units through the organization of internal
controls and analysis of the results of external institutional audits;

— organizing information flow and communication with units; and

- financial and task planning, as well as reporting on the implementation
of the plans in half-yearly and annual prospect.

The system of management control in the audited entity is composed of
four subsystems covering the following elements:

— internal control (IC);

— financial control in the subordinate units (FC);

— ISO quality management (ISO); and

- internal audit (IA).

The management control system in the analyzed unit is illustrated in
Figure 2.

Internal control is coordinated by the District Starost. The control is
performed by the heads of particular departments of the District Office which
verify the work performed by subordinate employees. All organizational units
of the District Office are covered by internal control, which is carried out to
verify their operations for compliance with applicable law, while financial
control is carried out by the main specialist for management control, basing on
semi-annual plans approved by the District Starost. The scope of the audit
includes verification of the correctness of accounting in organizational units of
the County, collection and spending of public funds, public procurement,
protection of resources, and the reliability of reports. Another element of
management control is the ISO quality management system, headed by
a dedicated representative for quality assessment whose role is monitoring the
implementation of the objectives that are pre-determined each year by the
heads of individual departments and district office staff. On 31 December each



80 A. Bartoszewicz

the management control system
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Fig. 2. The management control system in the analyzed unit
Source: own study.

year, they draw up a report on the implementation of these objectives for that
year, and then forward them to ISO representative for the analysis. In the
entity being the subject of this research, the internal audit is also a part of the
management control system. The internal audit is run by an external service
provider. Annually, two audits are performed, usually one in the Starost’s
Office, and the other one in the selected organization unit of the District. Tasks
are selected basing on the results of risk analysis performed for the purposes of
the audit, the ISO audit results and conclusions resulting from financial
audits.

Steps in implementing the management control system
in the entity and items to supplement information gaps

The process of implementing management control in the entity was
conducted in four phases: I. Preparatory Phase; II. Diagnostic Phase; III. Main
Phase; IV. Accounting Phase. The first phase consisted primarily of the
appointment of a coordinator to implement the management control in the
audited District Office. His role was to organize the process of implementing
this tool and then coordinating the work on the functioning of the whole
system. The heads of individual departments and the people employed on
independent positions were also involved in the process. For the second stage,
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the team mentioned above verified the existing status of the entity: the legal,
legislative, personnel and financial state of the District Office. In addition,
areview of controls, internal environment, information flow and communication
was conducted in the entity. The role of the auditor in the process of manage-
ment control activities was also defined. At the Main Phase the course and rules
of management control were developed. The responsibilities of individuals
involved in the process were defined. The Starost Ordinance on the operation of
management control in the entity and other organizational units of the county
came into force. The last Phase (Accounting) summarized the work carried out
thus far. Its purpose was, among other things, identification of irregularities and
weaknesses of the implemented system. This Phase allowed choice of the right
methods to improve the entire system going forward. While analyzing the
process of constructing and implementing management control system in the
audited entity, it was evident that there were certain information gaps that
made the system incomplete. I argue that the most important gap is the missing
risk identification and risk analysis for the unit. It is not possible to fully use the
management control tool if this information is not available. Risk identification
reveals all the areas or weak points that the entity should be protected against.
The risk analysis makes it possible to specify potential impact and risk likelihood
in the future. If this step is omitted, it is difficult to determine the appropriate
response to possible risks, such as tolerating, transferring, withdrawing, or
mitigating such risk. It is worth pointing out that this stage requires involve-
ment of not only department management, but also remaining workers who
would be able to identify a risk.

A very strong correlation of management control to the internal control
and financial control tools seems also to be a shortcoming in the functioning of
the system; i.e., in the audited entity the process of control is mainly focused on
verifying the correctness of employees’ work and its compliance with appli-
cable laws and procedures. The management aspect is missing, which would
have improved the level of achievement of the objectives in the audited entity,
and thus would have improved the efficiency of all its operations. The
realization of aims is evaluated only by the ISO Representative paying special
attention to the quality norms. Including the ISO audit in the management
control system is not a good solution. The incorporation of internal audit
process into the management control system also raises some reservations.
According to the provisions of the Act on Public Finance, an audit should lead
to an assessment of the functioning of management control in terms of its
adequacy, effectiveness and its performance in the unit. Thus, it is definitely
contradictory to combine control and audit functions in one system. In the
analyzed example the internal audit is built into the system of management
control as one of the four elements, which, in this case, appears to be
unjustified.
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To sum up, it should be stated that dividing the management control
system into four separate blocks, without a system coordinator and a man-
agement control team, is a bad solution. Consequently, there will be no
transfer of information in the system and there will be no feedback between
the diagnosed improprieties and the evaluation of the realization of the aims,
and the decision-making process. In the analyzed example, the information
gets only to the coordinator of given blocks, however, there is no picture of
the unit functioning as a whole entity. The management control team should
identify and analyze the risk in the unit and then transfer the results to the
manager, in this case to the Starost who, on the basis of the information,
could estimate the realization of the aims and make decisions about further
actions.

Conclusion

The assumption of management control is to support the achievement of
objectives and performance of tasks carried out by public entities in Poland
and thus to facilitate the process of managing them. However, in order for the
system to function, it becomes necessary to appropriately construct and
implement it. As practice shows, some entities have failed to develop an
adequate system of action that would allow good use of this tool. Perhaps the
reason is a too general approach to the functioning of management control
(see also: KOWALCZYK 2012, s. 74, 75) in relation to public sector entities.
Another reason can be the mistaken understanding of its concepts. And
although the introduction of management control to the finance public sector
was an important step towards changing the mentality of public administra-
tion, many areas in this matter still need some refinement.
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