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Abstract

The objective of the paper is to investigate the regional disparities in Poland and potential impact of the EU regional policy. The study outlines the possible strategy options regarding the allocations of the EU transfers and assess positive, neutral and negative scenarios for every option. This study came as a result of analysis of empirical data from Poland and the EU as well as the findings of other researchers. 

Introduction

Poland is the biggest candidate country in terms of the population and the territory. The Accession Treaty qualified all the 16 regions of the country as Objective 1 status, making them eligible for large transfers of the EU Structural Funds. Steady economic growth in 1990s proved that the transformation process in the country has been successful. But regional dimension of this growth has not been even as some regions could benefit from the liberalisation and the market economy, while the others were not capable to adjust to the new circumstances  that well. 

Participation in the EU regional policy will give Poland an opportunity to assist the lagging regions with the Union’s resources and expertise. Still, the management of the funds would be mostly a responsibility of the Polish government, which makes it necessary to outline a strategy for this. This task is not easy at all, because the Union does not have any universal formula of the best way to foster cohesion among the regions. Moreover, the evidence from the EU gives a very controversial picture, which may imply that the EU regional policy does not help the lagging regions at all. 

In elaboration of the strategy, Poland has to learn the experience of the EU member states, in particular the Cohesion countries, which have been the recipients of the structural funds for more than 15 years. Apart from the economic rationale of the policy, which after 26 years of its existence is still being questioned, Poland has to be aware of the political component of it, the latter, according to the EU experience, can cause many inadequacies during the implementation phase of the Structural Funds allocations.

Therefore, Polish option for a strategy to optimise the Structural Funds allocations would be influenced by the following circumstances: the regional disparities are unavoidable and increased factor mobility within the Single market may widen them further; the regional policy of the EU is not a sufficient tool to combat regional inequality; Polish regional policy that exists nowadays is probably not mature enough to be able to easily avoid traps and inadequacies that occurred in other countries.

Each strategy option that Poland might choose would oscillate amongst the three extremes: equal distribution of money, priority to poor regions, and priority to rich regions. The most difficult decision in this respect would be the balance between the equity and efficiency principles of the structural funds allocations. Political and social considerations, as well as the current practice of the EU would be in favour of equity - allocation of funds in the backward regions as a policy of social solidarity. On the other hand, economic rationale, which is backed by theories and the EU evidence, would be in favour of efficiency - allocation of the funds in the advanced, most productive regions. While academics would probably promote the efficiency approach, the Polish government would try to find a balance between the two options and the final strategy would not be clear-cut.

1. Regional development in Poland

Poland has 16 regions that correspond to the EU NUTS II level. In terms of territory the largest are Mazowieckie, Wielkopolskie and Zachodniopomorskie. Champions in terms of population are Mazowieckie (the capital region, 5.1 million inhabitants) and Slaskie (the biggest in Poland concentration of old industries, 4.9 million inhabitants). The smallest in terms of population is the western region, Lubuskie (1 million inhabitants). Decentralisation reform in 1999 gave regional self-governments full responsibility for economic development of the regions.
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Along with economic transformation and growth during the 1990s, regional and social disparities in Poland became increasingly evident (table 1). 

Table 1:  GDP per capita by Regions in 2000, % of the Average

	REGIONS
	GDP per capita, %



	POLAND


	100

	DOLNOŚLĄSKIE
	103.4

	KUJAWSKO-POMORSKIE
	89.7

	LUBELSKIE
	68.5

	LUBUSKIE
	89.7

	ŁÓDZKIE
	88.7

	MAŁOPOLSKIE
	89.3

	MAZOWIECKIE
	151.6

	OPOLSKIE
	85.5

	PODKARPACKIE
	71.1

	PODLASKIE
	74.3

	POMORSKIE
	100.6

	ŚLĄSKIE
	110.1

	ŚWIĘTOKRZYSKIE
	78.2

	WARMIŃSKO-MAZURSKIE
	74.5

	WIELKOPOLSKIE
	106.6

	ZACHODNIOPOMORSKIE
	98.7


As it can bee seen from the table, in economic-statistical terms regional differentiation in Poland is relatively mild: the ratio of GDP per inhabitant of the poorest (Lubielskie) and the richest (Mazowieckie) region is approximately 1:2.2, which is much less than in such countries as Italy or Spain. The poorest regions in Poland are situated in the eastern part of the country: Lubielskie, Podkarpackie, Podlaskie, Warmino-mazurskie and Swietokrzyskie. Gorzelak (1994, 1999b) identified certain groups of relatively advantaged or disadvantaged regions in Poland:

(a) leaders, i.e. the regions that displayed positive continuity: big urban centres, regions with tourist potential;

(b) winners, i.e. the regions that were able to achieve positive discontinuity and left the position of lagers to move into fast growth: the western regions that took advantage of the new markets in Germany and Austria;

(c) losers, i.e. the regions of negative discontinuity which were not able to sustain their traditional leading position: the concentrations of old, obsolete industries;

(d) lagers, i.e. the regions of negative continuity, which could not overcome their backwardness and peripheral location, mostly located in the eastern parts of the country.

The ability of individual regions to adapt to the fundamental changes in economic environment rests on a range of issues including their socio-economic structure, level of initial development and proximity to capital and innovation as well as the way in which they are affected by national policy decisions (ibid). 

Leaders

In Poland, the same as in each of the six candidate countries with more than one NUTS II region, the capital region (Mazowieckie) is the wealthiest in the country. It is a general pattern for Central and Eastern Europe when significant concentration of economic activity occurs in the political centre of the country. Slaskie and Wielkopolskie are the only regions, apart from Mazowieckie, which are clearly above their respective national average. 
Winners

After 1989, EU western regions such as Welkopolskie, Zachodnio-Pomorzskie, Dolnoslaskie and Lubuskie started to benefit from their position within a new European political and economic geography. Proximity to the EU, relatively developed infrastructure and low labour costs combined with labour force skills all contributed to stimulate markets and encourage investment into western border regions (Gorzelak, 1999a, 2000). Historically these regions were always relatively higher developed and during the transformation they displayed better adaptability to the competitive open economy. Their richer and more modern economic structure, better qualifications of the labour force, better equipment with high-quality institutional and material infrastructure made them more attractive to domestic and foreign investors. As a result, structural changes have been deeper in these regions and the dynamics of transformation greater.

Losers

Old-industrial regions in Central and Eastern Europe are probably the regions that have been most adversely affected by the process of economic transition. In Poland there is one region that is most often referred to as an old industrial ‘looser’ - Slaskie. During the socialist period, this region was specialised in coal and steel production, therefore it was the focus of planned development and to a large extent the driver of economic activity (Gorzelak, 2000). During the transformation period, the region was severely affected by the reorientation of trade from formerly secure markets and by reduction of subsidies. The decline in socialist-style heavy industry in particular has played a significant part in widening regional disparities in Poland (ibid.). 

Apart from restructuring problems, the region faces severe degeneration of the environment, in terms of air, water and soil pollution, often associated with the scale and poor technology of former industrial production. Major environmental problems still persist, which will add to the cost of further restructuring and may well act as a disincentive to progress and investment (ibid.). Economic reform has not led to quality investment and the development of new products and production methods. Since 1992 this region has been supported by subsidies, which would not be easy to do within the EU. Restructuring of Slaskie has been very expensive and politically difficult; the region has not yet shown any significant ability for independent sustainable development (Tarkowski, 2003). The region was often defined as a stumble stone in the accession process; the scholars in the European Commission as well as in Poland pointed out that restructuring of Slaskie would be one of the primary concern of the regional policy in Poland after the accession. 

Lagers

The most economically disadvantaged regions in Poland are located at the eastern periphery of the country (Podlaskie, Lubelskie, Podkarpackie). Comparatively unfavourable geographical location of those regions (neighbourhood to economically less developed Belarus, Ukraine and Russia) limits the opportunities for fruitful trans-border co-operation and joint economic initiatives (Sadowska-Snarska, 2002). The second factor affecting the economic position of peripheral areas is predominance of agriculture in regional economy. Overall, as the European Commission points out, agriculture in Poland is still in need of urgent structural reform to meet the current and future competitive environment (European Commission, 2001). 

2. Disparities in economic potential of Polish regions and the prospects of the EU regional policy

Polish economists have no doubts that accession to the EU would have varied impact on the development of regions. Some of the regions are well prepared to use the benefits and face the challenges of the EU single market and the increased competitive pressure, while others may continuously stay at the periphery. Such a pattern of the regional development has been demonstrate d by all Structural Funds recipients. German Eastern länder, being the biggest beneficiary of all sorts of transfers since 1991, did not display any signs of the sustainable cutch-up with the Western part of the country (Boldrin and Canova, 2003).   

Based on the experience of the EU regional policy, the European Commission defined several key factors of region’s success, such as: the structure of economic activity (concentration of employment in market services and/or manufacturing), the skills of the work force and its educational level, regional accessibility and physical infrastructure, extent of innovative activity, and institutional capacity (European Commission, 2000a). Additionally, an important indicator for Poland could be the geography, volumes and structure of the regional foreign trade. It can be assumed that a region would be better placed to join the EU Single market if it has relatively big volumes of exports to the EU, most of which is taken by advanced technology products. In this study the comparative analysis of Polish regions is based on structure of economy, foreign trade, innovative activity, and institutional capacity. 

Structure of economy 

The structure of economic activity in Poland differs from region to region. The eastern periphery is characterized by a large share of employment on agriculture, forestry and fishing (table 2).

Table 2: Employment in Agriculture, Hunting, Forestry and Fishing in Polish Regions in 2001

	Regions
	Employment in agriculture, hunting, forestry and fishing, % of total full-time employed

	POLAND
	19

	DOLNOŚLĄSKIE
	10

	KUJAWSKO-POMORSKIE
	19.7

	LUBELSKIE
	38

	LUBUSKIE
	10.2

	ŁÓDZKIE
	17.2

	MAŁOPOLSKIE
	24.8

	MAZOWIECKIE
	20.4

	OPOLSKIE
	20

	PODKARPACKIE
	30.3

	PODLASKIE
	36.4

	POMORSKIE
	8.6

	ŚLĄSKIE
	5.3

	ŚWIĘTOKRZYSKIE
	30.3

	WARMIŃSKO-MAZURSKIE
	14.3

	WIELKOPOLSKIE
	19.3

	ZACHODNIOPOMORSKIE
	6.3


The share of agriculture in total employment is very high indeed. While in average agriculture holds 19% of labour force in Poland, Podlaskie has 36.4%, Swietokrzyskie 30.3%, Lubelskie 38%, Podkarpackie 30.3%. This is one of the reasons why these regions have the lowest value added in Poland: Lubielskie 68.5%. Podkarpackie 71.1%, Podlaskie 74.3% of the Polish average (Horodenski, 2002). 

Reform of agriculture in eastern peripheral regions has been an important aspect of Polish transformation, as this sector has been particularly sensitive in relation to Poland’s accession to the EU. This sort of regions is a typical objective of the EU regional policy. The experience of the Cohesion countries shows that it has been extremely difficult, even with the use of the EU instruments, to enhance the mobility of labour and to shift the labour force from agriculture to industry or services  (Armstrong, 2000). The same situation is observed in Poland (Sadowska-Snarska, 2002).  

Foreign trade

Poland had a free trade regime with the EU that encompassed most of the industrial products. Analysis of exports shows that the two western regions, Lubuskie and Wielkopolskie have been the most successful in trade with the EU. These regions in general have rather big volumes of exports per capita, which is above the average in Poland; most of exports go the EU; besides, exports contain a big share of high-tech products (Statistical Yearbook (1), Tarkowski, 2003). Pomorskie and Mazowieckie are the leaders in exports per capita and are far above the Polish average. These regions have also big share of high-tech products in their exports, but most of exports goes beyond the EU (this indicator is below the Polish average) (ibid).

The most disadvantaged in terms of exports is eastern periphery: Podlaskie, Lubielskie, Podkarpackie, Malopolskie. These regions have the lowest in the country volumes of exports per capita, very little of which goes to the EU (the lowest indicator in Poland) and the lowest share of high-tech production in their exports (ibid.).

Innovative activity

As it was mentioned, innovative activity is quite an important indicator to estimate region’s competitive ability, because generation and adoption of innovations is one of the major factors that stimulate economic growth. In statistical terms innovative activity may be estimated by two main indicators: R&D expenditure per capita, and the share of employment in R&D sector in total employment. Of course, these indicators do not give a full picture of the relative innovative potential of the regions, but they might give an idea of how different regions treat innovations. According to Tarkowski (2003) and Statistical Yearbook (1), the largest R&D expenditure per capita is in Mazowieckie, the capital region. Relatively high indicators are in Lodzskie, Malopolskie, Dolnoslaskie, and Pomorskie. The lowest levels of R&D expenditure are in internal and eastern periphery: Opolskie, Swietokrzyskie, Podlaskie, Lubelskie and Podkarpackie (ibid). The following table shows the relative employment in R&D sector by regions:

Table 3:  R&D Employment in Regions in 2001, % of Total Employment

	REGIONS
	R&D EMPLOYMENT



	POLAND


	0.88

	DOLNOŚLĄSKIE
	1.01

	KUJAWSKO-POMORSKIE
	0.60

	LUBELSKIE
	0.74

	LUBUSKIE
	0.39

	ŁÓDZKIE
	0.77

	MAŁOPOLSKIE
	1.16

	MAZOWIECKIE
	1.69

	OPOLSKIE
	0.48

	PODKARPACKIE
	0.53

	PODLASKIE
	0.51

	POMORSKIE
	0.83

	ŚLĄSKIE
	0.76

	ŚWIĘTOKRZYSKIE
	0.24

	WARMIŃSKO-MAZURSKIE
	0.45

	WIELKOPOLSKIE
	0.92

	ZACHODNIOPOMORSKIE
	0.62


As it can be seen in the table, the eastern regions have very low levels of R&D employment. This group of regions was enlarged by the western region, Lubuskie that has one of the lowest indicators in the country, and the south-central region, Opolskie. 

Institutional capacity

Tarkowski (2003) made a synthetic expert estimation of the institutional capacity of Polish regions. It has been recognised by the academics and practitioners, supported by the EU evidence and theories that the institutional capacity has been one of the most important intangible factors that defined absorptive capacity of the economy as well as the efficiency of the Structural Funds’ allocations in general. For example, the implementation of the EU regional projects in Greece was always stumbling over extremely inefficient bureaucratic system, by which the money did not target the most needed areas (Financial Times Surveys, 2000). The highest institutional capacity, according to Polish scholars, exists in the following regions: Zachodnio-pomorskie, Lubuskie (western Poland), Opolskie and Slaskie (south-western Poland). The lowest institutional capacity is in the eastern part of the country (Podlaskie, Lubelskie, Warminsko-mazurskie) and in some central regions (Lodzkie and Swietokrzyskie). 

In addition to the above indicators attraction of investments may give another picture of the regional performance. In general, FDI has been one of the most important factors of accelerated economic growth in Polish regions. According to Statistical Yearbook (1) the western regions (Lubuskie, Zachodnio-Pomorskie, Wielkopolskie, Dolnoslaskie and Pomorskie) and central regions (Mazowieckie and Warminsko-mazurskie) have the biggest share of FDI in regional economy. The lowest levels of FDI are in Podlaskie region; the lowest levels of FDI from the EU are again in the Polish east – Lubielskie and Podkarpackie. 

Polish researchers rank the investment attractiveness of the regions as follows:
Table 4: Investment Attractiveness of Polish regions

	Region
	Comparative investment rank

	Mazowieckie, Śląskie
	A

	Wielkopolskie, Pomorskie, Dolnośląskie,

Zachodniopomorskie
	B

	Małopolskie, Lubuskie, Łódzkie,

Kujawsko-pomorskie, Opolskie
	C

	Warmińsko-mazurskie, Podkarpackie,

Podlaskie, Lubelskie, Świętokrzyskie
	D


The most attractive for FDI in Poland are the capital region and the western regions. Slaskie has not benefited from significant FDI inflows yet, but may become indeed attractive for investments as it has developed (though old) infrastructure, relatively high concentration of labour and many premises of old factories. 

Eastern periphery has the lowest comparative attractiveness for the potential investors. 

As the above analysis shows, economic performance and potential for catch-up growth of the Polish regions diverge. The western and south-western regions along with the capital region have shown the fastest pace of transformation and economic growth in comparison to other regions. The eastern periphery, Warminsko-mazurskie, Podlaskie, Lubelskie, Podkarpackie and central periphery, Swietokrzyskie, may well have difficulties in adapting to the new circumstances of the enlarged EU. These regions have relatively high share of employment in agriculture at the expense of industry and services; the lowest GDP and value added per capita; the lowest levels of trade with the EU; little foreign direct investments (and the lowest investment attractiveness); the smallest share of high-tech exports and R&D expenditure; and the lowest institutional capacity. 

The old industrial region, Slaskie, is still not well placed to face the competition from the EU. Although the major indicators show rather favourable position in comparison to the other regions, serious structural problems in the regions still persist. The region have been acquiring the largest in Poland amounts of subsidies, which helped to slightly increase exports, investments and income levels in recent years (Kozak, 2000). The major exporters are still traditional industries, coal mining and steel production in particular, which would hardly have any significant growth potential after the accession. Polish scholars state that many companies are on the brink of bankruptcy and privatization process has been very slow (Tarkowski, 2003). It has been a big problem for the government to sell old worn-out factories. A positive trend have nevertheless appeared: a few machine-making investors established their sites in the region and added the traditional structure of exports with modern machinery (ibid). Only if this trend is strengthened after the accession, would the region have chances to successfully participate in the EU Single market.

In total, the backward regions in Poland comprise 34.1% of the population and around 30% of the country’s territory. 

Widening regional disparities in Poland is a consequential and unavoidable process of transformation and economic growth. Theories of regional development argue that polarisation of economic activity is inevitable process and convergence in terms of GDP per capita, even if it occurs automatically, would be extremely slow. Krugman’s core-periphery concept (Krugman, 1991) and the evidence form the EU member states suggest that inter-regional disparities within the Single market have a strong tendency to grow, and Poland would probably be affected by this process as well. In general, the EU accession process has been quite beneficial to the whole country. Until 2002, economic growth occurred in all Polish regions, although intensity of it varied from region to region. The difference in pace of economic development was the main reason of widening disparities in the 1990s, although these has not yet become enormous. Accession to the EU would pose a strong competitive pressure on the country’s economy, and peripheral regions would probably face much more difficulties than before. Competitive capacity of a region would by large define its future economic growth. Polish scholars and practitioners agree that joining the Single market may leave backward regions even more worse off, and backwash effect is more likely to happen after accession than the spread effect (Banski, 2002). This means, in theory, that the periphery would continue to be drained of the most skilful labour force and capital and therefore permanently lag behind. Other scholars (see, far an example, Boldrin and Canova, 2003) state that such theoretical assumptions have had little empirical evidence neither in Europe, nor in other countries. Rather, open trade followed by increased competitive pressure induces entrepreneurial activity, fosters transformation of the declining industries and increases growth of labour productivity. It was advised therefore that Poland needed to focus on catching up with the EU member states income levels and to use the EU transfers for this particular purpose, rather than on combating regional disparities inside the country. 

Potential challenges of the EU regional policy in Poland

It was agreed that the Structural Funds’ transfers in the new members will amount up to 4% of the countries’ GDP. Given that the absorption capacity of the new members is relatively low, the EU money are substantial enough to be of a serious concern for a government. Out of all newcomers, Polish case is the most difficult one: the country is heterogeneous in terms of overall growth potential. The EU experience, however, shows that the regional policy designed to bring about convergence, has been very far from being a perfect weapon against regional inequality. Paradoxically enough, even though the policy by now has 26 years, its rationale and efficiency are still not clear and always are questioned by scholars. The only thing is apparent: the policy does not bring any radical changes in the pattern of regional economic growth (Dunford, 2000; Allen, 2000; Boldrin and Canova, 2003). The statistics from the regions shows that the two opposite processes have been happening in the last 9 years: convergence in GDP per capita among the member states and divergence in GDP per capita among the regions of the EU (Dunford, 2000). Boldrin and Canova (2003) come to a more radical conclusion: transfers of the Structural Funds hampered the convergence of the targeted regions. In many cases large transfers postponed the elimination of state subsidies to obsolete and inefficient enterprises. They created new or reinforced existing “income maintenance programmes,” thereby reducing labour mobility and providing incorrect incentives to entrepreneurial capital. They led to rent-seeking behaviour via purely redistribute allocations, impeding this way the efficiency-enhancing political decisions (ibid.). 

In addition to ambiguous economic effects, the policy has a strong political content in relations among the member states, between the European Commission and the member states as well as among the regions within the member states (Allen, 2000). As it appears, the Commission does not have enough power to enforce effective implementation of the Structural Funds allocations. On the other hand, the decisions taken in Brussels do not guarantee an appropriate targeting needed in every particular case. Basic framework of the regional policy cycle in the EU is quite complicated, but in reality it becomes even more confusing. Gradually the linkages and interlacing between different levels of the policy-making (the EU level, the national level, the regional level, and the local level) increase. As, for example, Spanish experience shows, this leads to two sets of negative consequences. The first one is quite apparent: non-transparency of decision-making, the resulting lack of political accountability, and corruption. The second consequence is much less evident but very bitter - the threat of political deadlock (Amodia et al, 2001). The principle of partnership, which is one of the rules of the EU regional policy, would bring to the decision-making process the European Commission, the central government, regions and municipalities. In these negotiations each group of regions in Poland would probably have its own economic reasoning: the fast-growing regions would support the direction of funds into the most productive areas and block allocation of the transfers in ‘lazy’ east (Podlaskie, Lubelskie, Podkarpackie) or inefficient east-south (Slaskie). The poor regions would obviously strive for funds on a simple reason that they are poor and need support. This sort of contradicting arguments known as equity-efficiency dilemma exists nowadays in Poland, only a few years after the decentralisation reform. The multiple negotiations consisting of the Commission, central government, regions and, possibly, municipalities may cause a “joint decision trap” which might block the efficient allocations of funds when the recipients of the money finally become rich individuals in poor regions - phenomenon known in the EU (Amodia et al, 2001). Theoretically, bringing cities and municipalities to the negotiation table according to the partnership principle, should do a better targeting. But again, as the EU experience shows, this often makes the decision-making process very difficult and too complicated. This may substitute the economic efficiency with the political bargaining over the EU money. 

The Polish regions’ relative autonomy, which is considered to be so positive now, have already led to differences in the quality of management, use of regional potential and general economic development; some regions became more influential than others. Polish own regional policy is still not explicitly shaped: it is balancing between liberal approach, i.e. minimum government intervention and decentralisation of responsibility for economic development from one side, and the government interventions primarily by means of subsidies and state aids from the other (Gorzelak, 2000; Swiatek, 2002). 

The major lesson for Poland is that any redefinition of regional policy towards greater targeting can be expected to meet resistance, and would therefore be incremental and difficult. Whether Polish government will opt to monitor the whole process the structural funds allocations or will leave it to political bargaining - depends completely on the country’s choice. The experience of Ireland, Portugal, and Greece shows that the EU structural funds may become only a catalyst to sound domestic macroeconomic policies (Financial Times Surveys, 2000; Barry, 2000, 2003). The sustained above-average economic growth is the consequence of an attractive environment for foreign direct investments and new small firm creation, risk-taking entrepreneurial behaviour, and exploitation of local comparative advantages via enhanced labour and capital mobility. Low marginal taxes, efficient transportation and communication infrastructures, good financial facilities, and a relatively flexible supply of high level human capital appear to be the key ingredients of a growth-friendly environment. 

3. Poland’s strategy options to optimise the structural transfers from the EU

In principle, the strategy options to allocate the EU funds oscillate within a triangle of the 3 extreme cases: 

1. Equal (proportional to the size of population) distribution of the funds. Politically this option is a compromise between equity and efficiency approaches that can settle lobbying in these two directions. Although equal distribution of the funds might ease the political pressure within the country, economic rationale of this option is questionable. Convergence within the country would not be the positive scenario, because it would not change the status quo of the regions. At its best, this strategy might give an opportunity for the whole country to converge with the EU average. But it would happen only if all the regions use the funds with more or less equal efficiency. Regional economic growth in Poland and utilisation of endogenous potential already vary substantially across the country, therefore, the effectiveness of the EU allocations would be very similar to the present conditions, i.e. regional disparities would perpetuate.

At its worse, this option would lead to increase of regional disparities simply because the most productive regions would use the money with much better efficiency and would further amplify the pace of growth, while others, having very moderate capacities today, would continue to lag behind.

The other two major options represent a well debatable dilemma of equity and efficiency approaches. This dilemma comes down to the trade-off between faster national growth (and bigger inter-regional disparities) and economic solidarity via inter-regional income convergence (and slower national growth).  The former implies that the funds have to be allocated in the places where productivity and the rates of return are the highest, while the latter gives the support to the poor. For Poland, which is the biggest new member, this dilemma is quite painful. On the one hand, convergence with the EU average in income levels is one of the major policy objectives, on the other hand, social exclusion of 34.1% of the population is politically very difficult. What should be the balance between economic and political considerations?

2. Equity - direction of funds to lagging regions. This policy option is the easiest in terms of political and social decisions. From the first sight it also looks like the most reasonable, it completely fits into the framework of the EU policies.

There are three possible scenarios. The most optimistic one is that the funds channelled to eastern and central peripheries, as well as Slaskie would significantly improve their weak features. If the funds would contribute to increase in educational level, shift the labour force from agriculture to industry/services along with retraining of workers and improvement of infrastructure, the backward regions would have a strong impulse to catch up. The regions would become more capable to use their inner potential such as, for example, tourism in the eastern regions and industrial traditions and heritage in Slaskie. According to this scenario it is very unlikely that these regions would outperform the leaders, but their pace of growth would be fast enough not to let the disparities to widen dramatically. 

The neutral scenario is that the inflow of the EU money would not alter the current situation of the regions. The disparities would continue to grow before they reach some sort of a plateau, say, the ratio of 5:1 between the poorest and the richest, and remain more or less stable in the long run. It might happen simply because the funds would not be sufficient enough to produce any significant change or, even if they could, the money would be used with a low efficiency. 

The negative scenario can take place if the structural funds would actually worsen the situation in the lagging regions. The interventions, instead of bringing about the development stimulus would in reality postpone the necessary restructuring; extra money would increase the consumption levels, deteriorate investments in these regions and make them even heavier burden for the rest of the country. And because the backward regions comprise one third of the country’s population, the pressure on the macroeconomic stability would be very substantial. Furthermore, since one of the principles of the Structural Funds allocations is additionality, the government co-financing of the EU policies in peripheries would further drain the leading regions out of their resources. Therefore, the worst results of this policy option are not only a substantial increase in regional disparities, but also jeopardising of the macroeconomic stability of the whole country.

It is very unlikely that the positive scenario will take place. As the evidence suggests, the theory can be quite away from practice, the same as the planning from the implementation. The examples that the Structural Funds were used with maximum efficiency in lagging regions are extremely rare across all the member states, and the economic effects of this money have always been very obscure. It is very probable that if the government would take the equity policy option, the expected results would oscillate between the neutral and the negative, closer, perhaps, to the neutral. The macroeconomic stability in Poland is under the big pressure these days, and there is no guarantee that the country would easily keep tight fiscal discipline in the years to come. If the government fails to reform the agriculture in the eastern regions and shift the labour force to productive sectors, these regions may face constant deterioration of their productivity. It would be supported by low mobility of labour in Poland, the same as in the EU. Thus, based on the EU experience, Polish government should not expect that the EU Structural Funds would push the lagging regions ahead unless Poland is going to become another European miracle, a “Slavic Tiger”. These money, because they are spent there, may somewhat enhance the income levels, but the productivity levels may well remain low.

3. Efficiency - direction of funds to leading regions. This policy option is politically very difficult and does not fit very well in what the European Commission considers being an appropriate regional policy. In general, the EU does not have experience in supporting advanced regions within the member states, but this approach has a strong economic rationale and theoretical background.

The most optimistic scenario would match with Perroux’s growth pole concept. If the government believes that the spread effect of the growth poles would reach the periphery in the long run, investments into the advanced regions would be more than welcome. At its best, this policy option would lead to the most efficient allocation of money, which would further spur economic growth in highly productive regions and, consequently, in the whole economy. Innovations and other impulses of development would spread to backward regions inducing growth there as well. In this scenario the leading regions would become the ‘locomotives’ of economic development and the lagging regions would be pulled as ‘carriages’. The catch up process is an outcome supported by neo-classical and growth pole theories.

The neutral scenario will take place if the structural funds allocated in advanced regions would not alter the dynamics of regional disparities. It is probably somewhat artificial to assume that allocation of money in these locomotives may result in zero effect. Even if the money will be wasted and spent for consumption, it would most probably have a direct impact on macroeconomic stability. If the tight grip on macroeconomic stability is lost, the weaker regions would always be in disadvantage, which is proved by the Greek experience.

The negative scenario would represent a strong backwash effect. In this scenario, the money, allocated in the leading regions would simply fasten and intensify the process of regional polarisation. The EU funds would give a new impulse for economic activities to cluster in the advanced regions with very little spread effect. Within the Single market, investments from the core regions may flow to other countries instead of the Polish periphery. Besides, since the backward regions are still not prepared to absorb innovations coming from outside, they might simply not be able to take advantage of it. This process, following the concept of circular causation, would continuously live these regions behind at the EU periphery, the same way as Italian Mezzogiorno.

It is not easy to predict which of the scenarios is most likely to happen because the EU lacks expertise in this sort of policy. If we follow Krugman’s investigations, they imply that within the Single market the economic activity always tends to cluster and peripheries do not enjoy an accelerated growth induced by the spread effect. 

In general the analysis suggests that equity-efficiency dilemma should probably be resolved towards efficiency option. As the EU experience shows, the equity approach did not bring any substantial change into dynamics of regional disparities, and all the success stories from the Cohesion countries focus on a sound macroeconomic policies as the key to this success. If it is the case, all the efforts of the country as well as the EU regional policy should be concentrated on the macroeconomic factors. Since stimulating macroeconomic growth is one of these, allocation of the structural funds in the most productive regions is the best option.

Polish scholars support the argument that efficiency approach should be a priority in the government regional policy. Kuklinski (1998, quoted in Gorzelak, 1999b) makes a radical criticism of equalisation option, which he defines as ‘socially-minded’ regional policy: 

There is a relatively popular but nevertheless a wrong thesis that regional policy should create conditions, which increase the spatial uniformity via the reduction of interregional disparities. The policy of this type - the socially-minded regional policy - is changing itself in many countries into the relic of the past - as an element of the vanishing welfare state which will not be able to survive in its present form on the global competitive scene of the 21 century. A new regional policy is emerging - the globally-minded regional policy - which is promoting the growth of regional competitive advantage and creating the regional locomotives of growth. The new geometry of the competitive arena is creating new conditions for regional development and regional policy where a shift from passive support measures to active self-reliance strategies is being observed. The globally-minded model of regional policy is a better vehicle for the absorption of the innovative capacities created by the information society than is the classical model of socially-minded regional policies (p. 85).

He further argues that growing polarisation of the Polish space should be accepted as an important indicator of the growing dynamism of Polish regions; a diversified space is a much better cultural soil for the innovative space than the uniform space.

Polish scholars argue that regional policies should be subordinated to the strategic objectives of a country as a whole, in the case of Poland it is the necessity of catching up with the more advanced countries in socio-economic terms by promoting high economic growth and deep structural changes. The policy should concentrate on the development of the infrastructure and on the restructuring of the areas dominated by traditional industries. Spatial polarisation has to be acknowledged as a real and inevitable way of national development. Regional policy should be oriented towards efficiency since this principle allows for accelerated growth and increase of new capital formation, which is necessary for changing obsolete economic structures.

Conclusions

 Membership in the European Union will bring Poland one of the most attractive benefits: eligibility for the EU regional policy. The structural funds that would be allocated in Poland will amount up to 4% of the country’s GDP. The EU money have both economic and political weight, they need to be spent wisely in order to produce positive economic and social effect. To establish an optimal strategy for implementation of the EU regional policy, Poland has to take into account the following issues: the nature of regional inequality and the mechanisms that create regional disparities; the experience of other member states, in particular the Cohesion countries, in combating regional inequality; the nature of the EU regional policy as a tool to bring about cohesion across Europe.

Poland represents a country with growing regional disparities. After the transformation some of the regions could adjust to the new environment and become leaders of economic growth, other regions, especially those situated at the eastern periphery, did not keep up with the new conditions that well. The socialist past left a special type of a region - old industrial region that is dominated by old traditional heavy industries and is in urgent need of restructuring. The economic potential of the regions, which is very important in light of the increasing competitive pressure from the Single market has also a clear core-periphery pattern. Regions, assessed in their economic structure, composition of foreign trade, innovative activity, institutional capacity and FDI attractiveness show a substantial heterogeneity. The eastern periphery may well become a “shackle” on the country’s pace towards convergence with the EU average similar to Italian Mezzogiorno or German Eastern länder.  In general, regions that lag behind comprise 34.1% of the whole population and 30% of Polish territory.

There has been little evidence that the allocations of the EU Structural Funds brought about faster economic growth and income convergence  in backward regions. The experiences of the recipients of the EU transfers imply that the EU regional policy is purely re-distributive mechanism rather than a efficient tool designed to foster economic convergence.    

Poland’s strategy options regarding the transfers from the EU have several alternatives. The analysis of the theory and practice in the EU suggests that the best policy is the policy of not relying on the structural funds at all. The government should not strive for the maximum amount of the EU money but rather attract investments and pursue tight fiscal discipline. The money that the country would finally get could be allocated in three main different ways: they can be equally distributed among the regions, they can be preferably directed to poor regions, or they can be chiefly allocated in rich, the most productive regions. All of the strategy options have their pluses and minuses, they can lead to different scenarios of the future regional development. The definition of an optimal policy that satisfies all economic, political and social considerations remains a difficult task. The EU evidence suggests that allocation of money in poor regions does not bring any significant catch up and the money is usually wasted anyway. Therefore, the equity-efficiency dilemma should probably be resolved in favour of efficiency, an argument supported by Polish academics. In this case, the well-performing regions may become locomotives of growth and simply continuously pull the lagging regions forward. The government in this case would need to make sure that the peripheral regions benefit from the spread of economic growth arising in productive regions.
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