EFFICIENCY OF EU FINANCIAL SUPPORT POLICY FOR DEVELOPMENT OF RURAL ENTREPRENEURSHIP IN POLAND

Original scientific paper Economics of Agriculture 2/2015
UDC: 336.581:631.115.11(438)

EFFICIENCY OF EU FINANCIAL SUPPORT POLICY FOR
DEVELOPMENT OF RURAL ENTREPRENEURSHIP IN POLAND!

Adam Wasilewski?

Summary

The main research objective was to assess the efficiency and effectiveness, in some theoretical
approaches considered as a type of efficiency, of EU financial support affecting the
entrepreneurship development in rural areas of Poland.

Descriptive and comparative analysis of basic statistics and Gini coefficient as well as the
econometric model of absolute beta convergence were applied as e research methods. The
analysis utilised the data from Central Statistical Office, Local Data Bank, for 2004-2013 for
1,529 rural counties.

General conclusion of the paper is that EU financial support had a positive and statistically
significant impact on local absolute beta convergence. Moreover, the analyses confirmed
that the higher level of support from the EU budget accelerates an increase in the number
of private enterprises, micro-enterprises and the number of the employees. It also slows
down the processes of growth in the number of the unemployed. However this is the short-
time effect.

Key words: EU policy, public support, efficiency of allocation, SME development, rural
areas.
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Introduction

The role of development of non-agricultural activities in the rural areas as well as existing
barriers and drivers of this development have caused that the issue has become a subject
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of interest, and also the influence of different policies. One example is the policy of the
European Union, which, through the use of various instruments, both in the context of
regional and structural policy, seeks to promote the development of non-agricultural sectors
of the economy. The support of the public sector to the private sector constitutes, however,
the state’s interference in the functioning of the market. Evaluation of such activities is not
clear in the economic literature. On the one hand, it depends on the form of the support, on
the other hand on the applied theoretical and methodical approaches. Therefore, the main
objective of the research conducted in 2011-2014 was to assess the efficiency of selected
instruments of entrepreneurship development in the rural areas, using an objective and multi-
criteria approaches.

The studies were focused primarily on the European Union’s financial instruments,
influencing directly or indirectly the development of non-agricultural activities in the rural
areas, which is a result of formation of entrepreneurial attitudes of the population. Application
of purposive approach in such cases helped to assess the effectiveness of policies pursued by
the European Union, i.e. to determine the degree of achievement of the overarching objective
of convergence. The multi-criteria approach enabled to assess the technical efficiency of the
transferred support and to determine the theoretical terms of the stability of the achieved results.
The starting point of this study was the identification of all the instruments that can be used
in the framework of the abovementioned policies to support the development of economic
activities. The aim of the proceedings was to justify the fact that only partial assessment of
the efficiency of selected instruments is possible. A wide range of instruments and the relation
between them, as well as the diversity of theoretical approaches to the effectiveness of the
policies make the objective and comprehensive assessment impossible.

Theoretical background

The support for business activity development can be implemented under various
policies, defined according to the approach to the issue, the areas of support or the types
of instruments used for intervention. However, each case, involves influence by the public
sector on the production of private goods and services. The initiated activities also entail
defined expenditures for the public-finance sector, which generally causes a reduction in
the consumption of public goods. This creates the issue of efficient public fund utilisation,
which is closely associated with the type of instrument applied in the support. The type of
instrument applied in the support determines both the scale of assumed activities aiming to
develop business activity and the scale of limiting the consumption of public goods. The
application of defined instruments of support can be substitutive or complementary in
relation to the production of public goods. The first case sees a situation where the increased
public expenditures for enterprises create a proportional reduction in the expenditures for the
production of public goods, while the second case sees the production of public goods as a
potential factor in enterprise development.

Due to the aforementioned conditions, the professional literature includes a classification
of the instruments supporting the development of enterprises. The broadest depiction
distinguishes the following instruments (Gancarczyk, 2010):
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e direct —associated with financial transfers or transfers of specific financial services by
the public sector to enterprises fulfilling the defined selection criteria;
e indirect — affecting all enterprises through their business environment.

Effectiveness is one of the criteria according to which assessment of the policy is made.
Generally, it boils down to determining the degree of accomplishment of a given policy
objectives (Krol, 2000; Pawlowski, 2000). In the case of policy to support the development
of entrepreneurship, which uses instruments financed from the EU budget, the objective is
economic convergence (Monfort, 2008). This results primarily from Regulation 1083/2006
of 12 July 2006, pursuant to which the actions taken by the EU funds should aim to achieve
three main objectives, i.e. convergence, regional competitiveness and employment and
territorial cooperation. In this regulation, convergence means improving conditions for
growth and employment through increasing and improving the quality of investment in
physical and human capital, development of innovation and knowledge society, adaptability
to economic and social changes, protection and improvement of the environment and
increasing administrative efficiency in least developed countries and regions.

The use of different instruments of regional and structural policy by the European Union
for the development of entrepreneurship leads to convergence within the meaning of the
Regulation. Transfers of funds contribute to the improvement of the situation in the indicated
areas both at the national level and at the level of individual regions (Wasilewski 2011).
But this is not synonymous with convergence understood in the context of economic theory
(Quah, 1996; Solow, 1956; Romer, 1994). In this perspective, convergence is understood
broadly as equalizing the level of development of regions (states), (Lazniewska et al., 2011).
Bridging the development gap between the regions is thus an evidence of the convergence
process, and not only improvement of the economic situation (Steger, 2006). However,
the measurements of convergence, meaning the process of approaching the less developed
regions to more develop ones in economic terms, use two approaches. In the first one,
convergence is evidenced by decreasing differences between the indicators determining the
level of economic development, while in the second compares the pace of development or
economic growth. In econometric analyses, these two approaches are named respectively o
and 3 convergence (Bal Domanska, 2011). The choice of a particular type of convergence as
a policy goal, however, should be preceded by a preliminary assessment of the potential to
achieve each of them, in terms of the given policy.

The research problem concerned, i.e. the “efficiency of regional and structural policy
instruments to support the development of entrepreneurship” is quite controversial. The so-
formulated problem demonstrates the active involvement of the state in economic processes
and refers the concept of “efficiency” to measures undertaken by the state (Stringham, 2001;
North, 2005; Weingast, 2005). Such an approach to economic development is criticized in
the economic literature, in particular by mainstream representatives. However, active state
economic policy is nothing new. Certain economists expressed a need for state intervention
in economic processes, at the same time creating a theoretical basis. Mercantilists, who
argued in the 17" and 18" century that the state should be closely involved in supporting
the development of industry and trade, are a good example (Landreth, Colander, 2005). The
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mercantilist concept of the role of the state, however, was strongly criticized by Smith and
the followers of his classical approach to the economy (Landreth, Colander, 2005). Such a
situation persisted up to the time of Keynes, who used certain concepts of mercantilism to
demonstrate the significant role of the state in economic development.

The theory of welfare determines the easiest way for the economy to achieve Pareto
efficiency. However, this is only possible under perfect market conditions. In practice, the
correct functioning of the market, however, is distorted, which may lead to inefficient trade,
production or its structure. These distortions occur due to market failures (Stiglitz, 2004),
which include:

e competition failure,

e failure resulting from the existence of public goods,
e failure resulting from externalities,

e market incompleteness,

e asymmetric information,

e unemployment, inflation, imbalance.

In general, the economic literature suggests that any form of intervention, which
may also include EU financial support to SMEs, slow down the efficient allocation
of resources. Nevertheless, they can be a key driver for economic growth, as was the
case in China. In accordance with Murrell (2005), the dual economy model plays
such a role. As a matter of fact, the use of different intervention forms strengthens
“marginal” efficiency. In relation to the New Institutional Economics, this means a
temporary approval for a set of informal rights allowing for sub-marginal production.
However, it provides social protection (Coase, 1960) for entities which would lose
the most due to reforms, i.e. transition to a purely market economy (Lau et al., 2000).
As a matter of fact, the result is a slowdown in the said reallocation, but — according
to neo-institutionalists, it allows to gain time to develop protection mechanisms for
market transactions. Given the social aspect of the dual economy, it can be said that
certain solutions can be applied also in Poland. In fact, the use of such mechanisms
is well-founded in the Constitution of the Republic of Poland, which defines the state
economic system as a “social market economy”. However, assessing policy efficiency
in accordance with dual approach criteria would necessitate the determination of a
degree to which the policy instrument concerned supports entities which would lose
the most in the absence thereof. This in turn implies a need to establish criteria for the
classification of entities to a so-called “group of losers”.

Methodical approach

The econometric model of B-convergence (Abreu et al., 2005), adapted to the level of a
county, was used to identify the processes of local convergence. This approach, in turn,
implies the use of specific indicators and the structure of the analysis. The analysis of
the convergence of regions and countries adopts the level of GDP or GDP per employee
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as a measure of the level of development. At the local level (county), such measures,
unfortunately, cannot be applied. Therefore, assessment of the level of development of
counties, and then the processes of equalization of these levels, uses the level of own
income® of the county per 1 inhabitant of working age. It should be noted that the size
of this category of income is quite often used in research on local development. It is the
function of income obtained in the county, such as income of individuals, legal persons
or income on their property or land. These revenues are therefore a function of income
received from all factors of production located in the unit.

The initial stage of the study involved descriptive and comparative analysis of the state
and changes in rural counties’ own income in various systems determined by the level of
this income category and the scale of the use of instruments to support the development
of entrepreneurship financed from the budget of the European Union. The next stage
was to analyze the size of own income depending on the amount of funds received in
the county from the budget of the European Union under the Operational Programme
Human Capital, Innovative Economy, the Regional Operational Programme and the
Programme Development of Eastern Poland, per one worker of working age. As part of
these programmes, many activities could be classified as direct or indirect instruments to
support entrepreneurship in rural areas. In this case, the median size was also used as a
criterion of the grouping.

The next stage of the research was to analyze the Gini coefficients, which are used to
determine the level of diversity of objects in the population in terms of specific characteristics.
The purpose of these coefficients was to increase knowledge about the process of local
development and verification of the results of the analysis of basic statistics characterizing
changes in own income per one inhabitant of working age.

The efficiency of regional and structural policy instruments to support the development
of non-agricultural economic activities was assessed in respect of financial transfers from
the EU budget through the Regional Operational Program (ROP), Innovative Economy
Operational Program (IEOP), Human Capital Operational Program (HCOP) and others.
While assessing the efficiency of financial support, both direct and indirect non-refundable
support, which influenced the development of SMEs, was examined. Furthermore, the
assessment of these instruments received by far the most attention in the study. However,
such an approach was taken, because the EU budgetary period had finished, thus a need
to assess the effects of the policy pursued in various aspects. The study of efficiency
involved descriptive and comparative analysis of the state and changes of private and
micro-enterprise number in rural counties’ in various aspects determined by the scale of
EU financial support for the development of entrepreneurship. The analysis is also focused
on the relationships between this support and the employment and unemployment in rural
counties. The criterion for grouping was the median and quartile value of the support per
one inhabitant in working age. Finally the correlation and simple regression analysis were

3 The incomes and public support were expressed in Polish ztoty (PLN). The exchange rate
is about 4.2 PLN for 1 EUR
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utilized for the assessment of the impact of financial support scale on the county budget
revenues and creation of new businesses and jobs.

The above analyses use the data from Central Statistical Office (CSO), Local Data Bank,
for 2004-2013 for 1,529 rural counties. The population of this group of counties was
without the units with own income in excess of the average value of income by more
than 3 standard deviations. These were mainly counties obtaining substantial income from
compensation for mining damage and those of typical tourist profile.

Effectiveness of EU financial support — aspect of local convergence

In the study period, i.e. in 2004-2011, the nominal own incomes per 1 inhabitant showed
an upward trend. The break in the trend occurred in 2009, which was associated with the
financial crisis in Europe. However, in the next two years after the collapse there was again an
increase in income. In this context, it can be concluded that both the market conditions, as well
as state-led policies were conducive to the development of rural areas and contributed to the
relatively rapid overcoming of the negative effects of the financial crisis. The observed trends
and the course of changes in the level of own income are therefore prerequisite to finding
that the policy pursued to support the development of entrepreneurship, including based on
various instruments financed by the European Union, does not contribute to equating the
level and pace of development at the local level. However, one should note that this process
of equating the development in the local system does not have to be the goal of this policy. In
addition, slower income growth for low-income counties can be explained in the context of
the Williamson’s hypothesis (Williamson 1965). According to it, they still have not reached
a certain level of economic development to significantly accelerate the rate of development.

Considering the impact of the measures from the budget of the European Union on local
economic development, one should pay attention to changes in own income of counties in
groups differing in terms of the level of absorption of these measures by the local community*
(Figure 1). Launching in 2007 of new programmes created quite wide possibilities for
people to establish new businesses and extend existing businesses. However, the European
Commission introduced the need to engage own capital as a condition of assistance. As
a result, larger scale of the use of funds was in counties receiving higher own income
in the period 2004-2007 (Figure 1), i.e. in units where people and businesses obtained
higher incomes. In other words, entities had greater opportunities to engage own funds
in establishing or developing business ventures. However, by 2007, own income of both
groups of counties steadily increased, and the difference in nominal terms remained at a
constant level. Since 2008, i.e. almost from the start of the programmes, counties with
greater use of EU aid begun to obtain more and more advantage in terms of their incomes.
At the same time there was a smaller decrease in their income as a result of the financial
crisis. It can therefore be assumed that the scale of EU support had a significant positive
impact on own income of rural counties. However, the use of various support programmes

4 The criterion was the median of income obtained in individual counties from operational
programmes referred to in the methodical chapter, calculated per 1 inhabitant of working age.
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did not initiate the process of equating income of counties and even lead to increase in
differences at the local level. Changing the criteria for the distribution of the support
measures could counteract the increasing differences in the pace of economic development
of counties. However, one must bear in mind other barriers to economic development when
taking this type of action. Administrative increase in allocation of funds to units with lower
incomes may lead to a significant reduction in the efficiency of support due to the presence
of these barriers. On the basis of changes in own income, one can also draw a preliminary
conclusion that the possibility of closing the gap in local development in rural areas with the
help of existing policy instruments to promote entrepreneurship is generally very limited,
or even non-existing. This does not undermine earlier claims regarding the positive impact
of these instruments on the income received regardless of its initial level.

Coefficients of variation of own income of counties takes large values in both the group
with low and a relatively high use of EU funds (Figure 2). Higher levels of internal diversity,
however, are characteristic of the group with a high level of use of these resources. Since
2005, changes in diversification of counties are similar in both groups. However, in recent
years there has been a much greater increase in income volatility in the group of counties
with high levels of use of EU funds. One can say with high probability that this was the effect
of isolating the group of counties with high incomes as a result of, infer alia, the impact of
EU support. However, the analysis of counties diversification depending on the level of this
support does not confirm the process of aligning the pace of local development.

Figure 1. Own income of rural counties in 2004-2011, by groups differed in terms of the
use of EU funds under operational programmes involving support for the development
of entrepreneurship.
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Figure 2. Coefficients of own income diversification in rural counties in 2004-2011,
by groups differed in terms of the use of EU funds under operational programmes
involving support for the development of entrepreneurship.
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Source: own calculation based on data from CSO Local Data Bank.

The analyses of diversification of own income of counties do not give a complete picture of
occurring changes. The results in many cases led to conclusions of a fairly large or fairly high
diversity of own income of counties per 1 inhabitant. These concepts in case of analysis of
basic statistics are, however, relative and subjective in nature. In order to objectify the results
we used Gini coefficients to assess income diversification of counties per 1 inhabitant of
working age, as a measure of local economic development and, changes of this diversification.
This will also allow verification of the previously obtained results.

Changes and relationships of Gini indices in groups of counties diversified in terms of the
level of use of EU funds by the local community (Figure 3) were similar to the case of
coefficients of variation for the income of these groups. Both groups showed a slight upward
trend of the coefficient, which means widening the gap of income regardless of the level of
support used. However, counties with higher use of those funds were also characterized by
higher level of the Gini coefficient in the corresponding period, i.e. they were more diverse in
terms of their income. Analysis of changes in the Gini coefficient confirms the lack of impact
of the EU funds absorbed by the local community on bridging the differences in the level
of local development. These measures affect rather the widening of the gap. One can also
say that they favour particularly the development of the most developed counties. However,
taking into account the relatively low level of Gini coefficients and widening of the gap, one
should confirm the thesis formulated earlier that a significant portion of the underdeveloped
rural counties have not yet reached an adequate level of development in order to effectively
use public support to significantly accelerate the rate of growth.
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Figure 3. Gini indices for own income per inhabitant of working age in rural counties
in 2004-2011, by groups differing in terms of the use of EU funds under operational
programmes involving support for the development of entrepreneurship.
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Source: own calculation based on data from CSO Local Data Bank.

Analysis of basic statistics and Gini indices for own income confirms the diversification
of rural counties and the deepening of existing differences associated with the isolation
of a group of counties with high incomes and a higher rate of growth. The relatively
low values of the Gini coefficient show, however, that the variation is not too large. If
one also takes into account the lack of a clear acceleration of the rate of development
in the least developed counties, it can be concluded that a significant proportion of
counties has not yet reached the critical level of development, beyond which the
rate will significantly increase. The structural and regional policy, focused on the
use of financial instruments, has no positive impact on reducing inequalities in local
development. However, this does not mean the absence of a positive effect on income
growth and slowing down the rise of differences.

The analysis of basic statistics and the Gini indices does not give a complete picture
of the process of aligning the level and pace of development of counties. It is rather
an analysis of differentiation, based on which one can define some rationale of
this process. In order to verify or rather extend the results obtained, a method of
unconditional beta convergence has been used. This method allows determining
whether the counties with low levels of income are catching up in terms of their
growth with counties with higher income and determine the time in which the existing
differences will be reduced by half. Analysis of changes in own income, carried out
by the unconditional beta convergence shows that the phenomenon occurs of local
convergence among counties — determined based on changes in own income.
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Table 1. The results of the regression analysis for the unconditional beta convergence
for own income per inhabitant of working age (2004-2011) by groups differing in
terms of the use of EU funds under operational programmes involving support the
development of entrepreneurship.

Specification Value of regression Standard error P-value Level of significance
coefficient
Counties with low levels of use of Operational Programmes
In (DW)it-1 0.31782 0.070902 7.38E-06 0.01
# observation 3825
AR(2) -0.6956774 0.24332
Sargan test 50.51734 5.00E-06
Counties with high levels of use of Operational Programmes
In (DW)it-1 0.416062 0.081761 3.61E-07 0.01
# observation 3820
AR(2) 0.5279689 0.29876
Sargan test 56.5419 4.70E-07

Source: calculation of Marcin Gospodarowicz (Wasilewski, 2013) based on data from CSO
Local Data Bank.

The impact of regional and structural policy on processes of aligning counties in terms of
economic development is highlighted by the results obtained from the model of unconditional
beta convergence for groups of counties differing in terms of the level of absorption of the
different EU funds aimed at the development of entrepreneurship (Table 1 and Table 2). The
analysis shows that convergence process occurred regardless of the level of funds obtained
from the European Union. The group of counties with high absorption rate achieved the rate of
convergence at nearly 5% per year, which was 1 percentage point higher than in counties with
small-scale use of these funds. Moreover, in this group, the period of halving the distance to
the long-term equilibrium state was less than 14 years and was shorter by more than 3.5 years
than in counties with low levels of absorption. This means that the higher level of financial
support in the framework of the policies has a significant impact on the rate of convergence,
in conditions of increasing diversity.

Table 2. Rate of unconditional convergence of type B and the period of halving the difference
in own income in 2004-2011, by groups differing in terms of the use of EU funds under
operational programmes involving support the development of entrepreneurship.

Specification Beta-conv?rgence Half-life
coefficient
Counties with low levels of use of Operational Programmes 0.0394 17.6
Counties with high levels of use of Operational Programmes 0.0497 13.9

Source: calculation of Marcin Gospodarowicz (Wasilewski, 2013) based on data from CSO
Local Data Bank.

446 EP 2015 (62) 2 (437-452)



EFFICIENCY OF EU FINANCIAL SUPPORT POLICY FOR DEVELOPMENT OF RURAL ENTREPRENEURSHIP IN POLAND

Local efficiency of financial support from the EU budget at the local level

The chapter on methodology indicates that research covered 1,529 rural counties. In 2007-
2013, these counties received about PLN 13.1 billion within the framework of different
projects under, among others, the Regional Operational Programmes (ROP), the Human
Capital Operational Programme (HCOP), the Innovative Economy Operational Programme
(IEOP). Most of the funds, however, were transferred under the Regional Operational
Programmes. Nearly 63% of the total EU budget designated for the analysed rural areas was
spent on measures under these programmes, which included both direct and indirect support
for the development of economic activities within the framework of infrastructure projects.

Research shows that each county received nearly PLN 1.9 thousand per capita of working-age
population on average. However, the median value was below PLN 1.1 thousand, meaning
that the vast majority of counties received support below the average for these areas. 25%
of the examined counties obtained less than PLN 492 per capita of working-age population,
and further 25% of counties — above PLN 2.2 thousand, i.e. slightly more than the average.
Undoubtedly, the received financial assistance varied significantly, which is proved by the
coefficient of variation that reached 251%.

While analysing an increase in the absolute number of economic entities in county groups
with different levels of financial support (Figure 4), it can be concluded that the relative level
of financial transfers from the EU budget played an important role in launching economic
activities by physical persons. In 2007-2013, i.e. the effective period of the financial
instruments concerned, a larger increase in the number of economic entities was observed
in county groups with a greater level of support. Quartiles 1 and 4 are significantly different.
Throughout the effective period of support, the number of these entities in the latter increased
by as much as 6 percentage points more. At the same time, it should be noted that the number
of economic entities grew more in county groups, in which the initial number of the entities
was higher. Having regard to the increase in the number of private economic entities, EU
financial support can be considered as a quite efficient instrument. Nevertheless, despite the
positive impact on the development of economic activities, further financial support under
the same conditions can lead to excessive diversity in the development of economic activities
between rural areas.

Similar relations, as in the case of private economic entities, were observed between an
increase in the number of micro-enterprises and the level of EU financial support. However,
due to data availability, the analysis covered 2009-2013 in this case. Thus, the period began
with the year which brought the break in the upward trend in the number of entities due
to the financial crisis. However, the number of entities grew much more in county groups
with medium-high and high levels of support (Figure 4). Nonetheless, the difference in
the growth between extreme, in terms of the level of support, county groups was only
2.1 percentage points. At the same time, it should be noted that the smallest growth in
the number of micro-enterprises was not observed in county groups with the lowest level
of support, but rather in those with medium-low support (quartile 2). The growth in the
number of micro-enterprises in 2009-2013 slightly accelerated their average annual growth
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rate, as opposed to private enterprises. Nevertheless, having analysed this indicator, it can
be stated that it is a rapidly developing sector, especially with financial support from the
EU budget.

Among others, EU policy aimed at increasing employment and reducing unemployment.
When assessing the efficiency of financial support, changes caused in rural areas in
these fields must therefore be taken into account. Trends in employment changes were
quite similar in nature to changes in the development of economic activities in the areas
concerned. In 2007-2012, the share of the employed in the total number of working-age
population decreased. However, in absolute terms, employment in rural areas increased by
10.7% (Figure 4). This employment growth was observed in all county groups, regardless
of the level of support. Nevertheless, it was greater in counties with a higher level of EU
support. Research shows that the difference between extreme, in terms of the relative
level of support, county groups was as much as 11 percentage points, meaning that public
funds were a relatively strong driving force for the recruitment of new staff, although they
were insufficient to create conditions, in which these growing labour resources would
be fully utilised. It should also be emphasised that the fastest growth in employment
was observed in counties, in which its level was higher. In view of the above, it can be
concluded that the diversity of rural areas in terms of the utilisation of labour resources
increases. Nonetheless, the criteria used to distribute public financial support foster a kind
of rural economic polarisation.

During Poland’s membership in the European Union, two characteristic periods
in unemployment changes can also be distinguished. In 2004-2008, there was a
systematic and quite dynamic drop in the share of the unemployed in the total number
of working-age rural population. In 2009, the financial crisis brought the upward trend
that lasted until 2013. The unemployment rate increased relatively in all counties,
regardless of the level of the support obtained from the EU budget. Unemployment
growth in the effective period of the said policy instruments was observed not only in
relative, but also in absolute terms (Figure 4). Nevertheless, changes in the number
of the unemployed were in line with the share of the unemployed in the total number
of working-age population, since a high level of support slowed down unemployment
growth. In the period concerned, the number of the unemployed increased by 1
percentage point less in counties with the highest level of support than in counties
in which this support reached the lowest level and by nearly 4 percentage points less
than in counties with medium-high support. Unfortunately, a significant slowdown
in unemployment growth is not observed in the case of the lower level of financial
transfers from the EU budget.
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Figure 4. Change in local economic in county groups with different levels of EU
support per capita of working-age population
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Source: Own calculations based on CSO data.

Summary and conclusions

The structural and regional policies focused on the use of financial instruments have no
positive impact on reducing inequalities in local development. This conclusion follows from
the analysis of basic statistics and Gini indices. It acknowledges the increase in diversity
of counties in terms of economic development, regardless of the instruments used. Studies
have confirmed to some extent, somewhat different effects of individual instruments on the
differentiation of the pace of development. The results provide evidence for a thesis that
the funds transferred under programmes involving direct and indirect support for enterprises
contribute to accelerating the widening of the gap in local development.

The growing diversity of counties in terms of the level of development, determined on the
basis of the analysis of basic statistics and Gini coefficients, does not mean the absence of
the process of reaching the state of long-term equilibrium by counties with lower levels of
development. This way, the process of aligning the territorial units in terms of the pace of
development and economic growth is accounted for in the statistical models of unconditional
beta convergence. The analyses conducted with this method show in turn, that there is a
process of local convergence among rural counties, measured by own revenues of counties
per inhabitant of working age.

In view of the existing economic theories, the fully positive assessment of the efficiency of
public financial support can be justified only if these funds are used for purposes related to the
development of technical and social infrastructure. However, there are different opinions on
funds directly supporting enterprises in their day-to-day operations and investment activities.
This instrument is in fact considered as a form of state interventionism, which can destroy
free competition, thus destabilizing the market. However, this is the case when subsidies
cause a drop in the prices of products manufactured by an enterprise. In accordance with
certain economists, intervention instruments have rather short-term effects at the macro level.
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In their opinion, if public funds do not reach the most efficient entities, the market in the long
run will make corrections and efficiently allocate resources.

However, based on empirical research on the impact of EU funds, which can be classified
as instruments to directly or indirectly support the development of entrepreneurship in rural
areas in 2007-2013, on economic processes, it is difficult to set a timeframe within which they
will be reallocated to the most efficient entities. As a point of fact, they bring both measurable
and positive economic effects in the current period. Analyses show that the higher level of
support from the EU budget accelerates an increase in the number of private enterprises,
micro-enterprises and the number of the employees. Moreover, it slows down the processes
of growth in the number of the unemployed.

However, the existing relations in question should not allow the conclusion to be drawn
that a significant economic improvement in rural areas can only be achieved as a result of a
significant increase in the level of support, since it is impossible in practice due to budgetary
constraints existing at both EU and national levels. However, the presence of statistically
significant relations proves the efficiency of the instrument concerned. It can therefore be
applied to support small-scale development projects in relation to the least economically
developed areas if such an economic development concept is pursued.

When considering the possibility of using public financial support as an instrument for rural
economic development, certain negative aspects should be kept in mind. In 2007-2013,
relatively higher financial resources were transferred to more economically developed
municipalities. Although they had positive effects, i.e. they accelerated economic development,
their distribution under the same conditions can lead to the further diversification of rural
municipalities in terms of the level of development. Thus, the distribution criteria applied
neither foster the implementation of balanced rural development, nor promote bridging the
gap in this development. However, they can be retained if another national development
concept is pursued, such as establishing the so-called central units or growth poles. What is
more, the positive effects of public financial support can be observed in the short term, i.e.
during the period of transfer. In accordance with the existing theory, their positive impact
on the local economic situation is supposed to weaken in the long run. Having ceased the
use of this form of assistance, other instruments under policy to support the development of
entrepreneurship are to play a greater role. In this case, fiscal policy and reduced bureaucracy
can gain importance.
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