DOI: 10.15290/acr.2021-2022.14-15.01

Krystyna Piotrowska-Marczak

Poland

krystyna.piotrowska.marczak@gmail.com

ORCID ID: https://orcid.org/0000-0001-7473-4136

STABILISATION AND CHANGES IN THE PUBLIC

FINANCE SYSTEM

Abstract

The subject of the deliberations is the public finance sys-
tem, which is treated as an organised system consisting
of a set of rules constituting a whole. The paper aims to
present stability of the public finance system. It is empha-
sised that it cannot be equated with the invariability of its
elements. This has led to a formulation of a hypothesis
that changes that are made do not have to be contrary
to the stability of the public finance system. Stability is
characterised by striving for an arrangement that allows,
in the long run, predicting the form it will take. It is as-
sumed that this requires changes that are influenced by
many factors. They are entangled with legal, organisa-
tional and instrumental arrangements. Public authorities
make decisions on changes basing not only on financial
premises, but also on those that secure their interests
(political premises) of staying in power. In conclusion,
seven factors that influence the scope of public finance
are identified and discussed. Against this background,
the factors determining changes are presented, distin-
guishing between monetary and non-monetary factors.
In conclusion, it is stated that the changes introduced
must be coordinated with each other.

Keywords: financial system, public finance, determinants
of changes in the public finance system, system stability

The present discussion is devoted to the public finance
system, which plays a crucial role in every state. Public
finance is a tool used by the government to influence so-
ciety (voters) and the economy (businesses). Numerous
changes are characteristic features of the public finance

system. This raises a question that needs to be answered:
what are the factors that trigger these changes? Public
finance is the part of finance that creates monetary phe-
nomena and processes. However, this is not sufficient to
consider public finance in a comprehensive and struc-
tured manner. It is necessary to introduce a notion of
a financial system. In a dictionary definition, a system is
‘a comparison, a comprehensive and organised arrange-
ment, a set of objects, principles, statements, rules of
conduct’ [Kopalinski 1967, p. 732]. We can also assume,
in a simplified manner, that a system is a whole unit con-
sisting of inter-related elements. The financial system in-
volves a set of principles, legal norms and financial insti-
tutions and some other elements that regulate monetary
relations in the state. {Eventually we may quote Owsiak:
‘(...) as a set of logically interrelated organizational forms,
legal acts, financial institutions and other elements that
enable entities to establish financial relations in both
the real sector and the financial one’} [Owsiak 2015, p.
246]. The financial system is a derivative, effect, or re-
flection of the state’s financial policy. The financial policy
is divided into monetary (money) policy pursued by an
independent central bank and fiscal policy. The latter is
closely related to the public finance system, and it is the
government (state) that is responsible for it. Therefore,
a hypothesis has been put forward that changes in the
system of public finance are induced by both monetary
(financial) and non-monetary (non-financial - policy)
factors.

As a derivative of the financial policy, the financial system
is subject to changes and, in any case, such a situation is
legitimate when a change in the financial policy occurs.
Given the above, it is necessary to consider the thesis
concerning the stability of the financial system. ‘A stable
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financial system constitutes a condition for effective mon-
etary and fiscal policies, for the fulfilment of economic
functions by enterprises and households. Only in the face
of a stable financial system can the economic growth be
achieved as the basis for the development of the society’
[Owsiak 2015, p. 248]. Stabilisation cannot be equated
with stagnation. Predictability is of great essence. The
stabilisation of the financial system should encompass
all its components. They should also be characterized
by internal stabilization. The process of stabilization of
the financial system is most strongly related to the public
finance system, in which public authorities have public
money at their disposal both in the process of its accu-
mulation and redistribution. This justifies changes that
most often affect the individual elements that the system
is composed of. This feature is characteristic of public
finance, which is formed by the elements in a subjective,
organisational, legal, institutional and instrumental sys-
tem [Owsiak 1999, p. 89], which takes a specific form.

The public finance system will remain stable if there are
no changes in rules, legal norms and financial institu-
tions. The destabilisation of the public finance system
may have an impact on the stabilisation of the financial
system. The factors causing changes can be various:
internal (domestic), external (international), objective
and subjective, permanent and transitory. Another clas-
sification of the factors allows distinguishing: economic
(including financial), political, legal, organisational, and
social ones.

In this context, the question arises: is the stabilising of the
financial system and the public finance system subject to
the same rules? If so, the monetary policy and the fiscal
policy should be treated similarly. In practice, both are
pursued on different principles. Therefore, a distinction
should be made between the stabilisation of the financial
system and the stabilisation of the public finance system.
Treated differently, the stability of the public finance sys-
tem does not necessarily undermine the stability of the
financial system. In this case, certain conditions should
be met. The public finance system will always be treated
as a subsystem of the financial system. The stability of the
financial system results from the stability of its compo-
nents. Is the stability of the subsystems of the financial
system the same? If we assume some standards of stabil-
ity, this identity should be found. In other words, each
system should be full. But one hundred per cent stability
in each system will be expressed differently. The purpose
of the deliberations is not to calculate the quantitative

contribution of the individual subsystems, but to draw
attention to the qualitative differences. They arise from
the specific characteristics of each subsystem. In the
present deliberations, the specificity of the public finance
system will be subject to analysis.

A system can be considered from the theoretical and the
practical perspective. The theoretical perspective allows
for the shaping and organising of a particular system,
which affects the activities that lie on the practical side. In
the literature [Pietrzak, Wolanski, Wozniak 2003, p. 17],
the authors assume that ‘the distinguishing feature of the
financial system is that it is a mechanism through which
services are provided that allow the circulation of pur-
chasing power in the economy’. The basis for this process
is money, which conducts many functions, including that
of measuring the value of goods. This requires a finding
‘(...) whether money, to perform the functions of mea-
surement, exchange, and representation of value, is itself
and must be a value, or whether it is enough if it replaces
that value as a numeral, as a pure sign and symbol, in-
trinsically devoid of its own substantive value. [Simmel
2012, p. 133]. The answer to this question is unambigu-
ous. Money has value because it forms a relationship with
other values. The above reasoning is vital in defining the
financial system “(...) as a set of logically interrelated or-
ganizational forms, legal acts, financial institutions and
other elements that enable entities to establish financial
relations in both the real and the financial sector’ The
division of the financial system can be made using dif-
ferent criteria. One of them is the way in which money
is disposed of. It introduces a division into public and
private spheres and the type of ownership associated with
it. [Pietrzak, Polanski, Wozniak 2003, p. 19]. Another
criterion, a subjective one, determines which institutions
may dispose of money. In this case, the banking system,
public finance system, corporate finance system or insur-
ance financial system are distinguished [Owsiak 2015,
pp. 248-276]. The problem related to the concepts of
division of the financial system boils down not to which
one is applicable in practice but whether these are sub-
systems making up a common whole or whether they are
separate parts that have own identity. Without denying
the links that connect the various elements that make up
the financial system, one should pay attention to their
separateness.

The grounds for creating a public finance system are
public tasks [Wernik 2007, p. 13] performed by the state
authority. The system of public finance has a complex
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form. The question arises: what links connect individual
elements of this system? It is vital here to state that ‘Ana-
lysing the system of links between individual entities of
the PFS [public finance system], it is necessary to notice
that it is a network of links that significantly obscures
a picture of resource allocation in the PFS. The system is
not only extremely complicated but also not very trans-
parent’ [Kosek-Wojnar 2021, p. 186]. Despite these limit-
ing conditions, the source of the money that comes from
taxpayers combines the system.

As already stated, seeking stability in the system is dif-
ficult, and changes should consider the links with the
social environment.

Changes to the system as a totality are not an option, as
they usually concern taxation. However, any change re-
quires reference to the law in force. The regulations con-
tained in the Constitution are the most essential. Three
principles should be obligatory for the authorities. The
first principle is the principle of legalism. It means (...)
that the collection and disbursement of funds for public
purposes may be conducted only as the law prescribes’
[Zaborek 2012, p. 333]. The second principle is debt lim-
itation. The third principle concerns the accumulation
and spending of public budgetary funds and indicates the
bilateralism of these processes, for which the council of
ministers is responsible.

Apart from the Constitution, the other main piece of
legislation is the Public Finance Act of 27 August 2009,
which came into force on 1 January 2010. [Journal of
Laws of 2013, item 885 later amended]. It defines who has
powers to dispose of public funds and what powers they
have. It is a kind of ‘the constitution of public finance’

In addition to rights, the rational management of public
funds plays an essential role. Bad management can cause
a ‘collapse’ of public finances. It may impede economic
development and social welfare [Zaborek 2012, p. 329].

Deficiencies in the functioning of the public finance sys-
tem lead to changes that require justification.

The factors that accompany changes take the form of
monetary and non-monetary phenomena. Both involve
the need for public money operations. ‘Public monetary
resources exhibit the characteristic of natural mobility.
Their natural liquidity is limited only to the extent that
legal norms impose specific procedures for their dispos-
al. Still, even with this reservation, goods in the monetary
form constituting public money resources are far more
malleable than any other goods the administration have

at their disposal’ [Gaudemet, Molinier 2000, p. 43]. The
use of public monetary resources results from the neces-
sity to perform tasks imposed on the public authority,
which results in a constant movement of public funds.
The discharge of public tasks is closely related to the
state’s performance of its functions [Strak 2012, p. 38]. It
is done with the help of entities with different organisa-
tional and legal forms. However, no mechanism obliges
them to act efficiently [Strak 2012, pp. 69, 81]. There are
several models, which are a reference for public sector
units, but ‘these models even accept the need to measure
the achievements of individuals. In this respect, the dif-
ferences between the models concern only the hierarchy
of individual measures, not the necessity of their appli-
cation’ [Strak 2012, p. 89].It leads to discretion in deci-
sion-making, if it does not interfere with the applicable
law.

We need to distinguish two levels in the management
of public funds. The first one involves first-level deci-
sion-makers, e.g., the state or a local government. The
second level concerns subjects pursuing public tasks,
such as public schools. They are final decision-makers.
The differences boil down to the fact that management
at the first level is highly political, which results from the
fact that decisions concerning e.g., the state budget are
made by the parliament with a diversified political con-
figuration [Piotrowska-Marczak, Uryszek 2009, p. 31].

When decentralising power into state and local govern-
ment, the extent of financial autonomy of local self-gov-
ernment is essential. It means (...) that the problem of
decentralisation and adequacy should always be seen
from the perspective of the entire system of public fi-
nance and other conditions’ [Lubinska 2017, p. 89]. The
changes designed or introduced by the state or local
authorities should focus on the rational management of
public funds. In this case, one should remember that (...)
rationality of public finance is not possible without a clear
model concept of the state, its role and, consequently, the
scope of public tasks! [Szolno-Koguc 2017, p. 133]. Ef-
forts to introduce changes in the system of public finance
aimed at its rationalisation must answer the question:
will they be consistent with a precisely formulated vision
of the state? In this process, the analysis of public expen-
diture plays an essential role, which is because (...) the
assessment of the structure of public expenditure cannot
be overestimated since it provides the basis for defining
the type of political doctrine built in a country and the
corresponding social and economic policies’ [Lubinska



2005, p. 106]. However, it is not enough to analyse public
expenditure. It is necessary to refer to income, the public
income collected as taxes. The differentiation of sources
of income is relevant to the structure of property divided
into public and private. For this reason, it is necessary to
point out that the collection of taxes is an interference
with the property right. But ‘Out of the obvious necessi-
ty of providing the State with the financial means for its
functioning, the right to levy justified public tributes in
specific cases arises. On the other hand, a potential tax-
payer has the right to look for circumstances that allow
them to avoid paying the levy’ [Machowicz 2017, p. 99].
According to PM. Gaudemet and J. Molinier [Gaudemet,
Molinier 2000, p. 90-93], the use of public money is char-
acterised by flexibility, comprehensiveness and efficiency.
Flexible intervention is devoid of coercive elements and
leaves entities freedom of action. It activates incentives
that allow undertakings which are in line with the in-
tentions of the public authority. In this case, it must be
considered that there is a two-way action, which involves
financial operations affecting the economy and, con-
versely, actions occurring in the economy affect financial
operations. Economic objectives that are pursued using
public funds should be undertaken with great distance
and caution. As part of financial intervention, the state
authorities may use various instruments, taxes and in-
terest rates (the public authorities in Poland used such
instruments in 2022). What occurs here is a situation in
which “The links between financial operations and policy
are extensive and complex. Just as with economic activ-
ities, interactions between politics and finance appear
here! [Gaudemet, Molinier 2000, p. 104]. This relation-
ship is of great significance, as changes in the system of
public finance cannot be interpreted in economic terms
without considering the political preferences of the pub-
lic authorities. ‘All political bodies equipped with finan-
cial competences will gain political power from it. It is
greater than it would result from the legal rules defining
their status’ [Gaudemet, Molinier 2000, p. 106]. A state-
ment must be added here that “The predominance of
a minister of economy and finance within the cabinet is
sometimes so significant that it can lead to conflicts with
the prime minister’ [Gaudemet, Molinier 2000, p. 109]
This finds expression in fiscal policy. It is characterised
by specific rules (the so-called fiscal rules) to safeguard
public finances from a crisis. ‘Fiscal rules become tools
that are part of the characteristics of a transparent fiscal
policy. It is vital to increase the predictability of actions
conducted within public finances, limiting a possibility
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of irresponsible behaviour of politicians. [Ciak 2014, p.
149]. The rules mentioned are quantitative and qualita-
tive in nature. The quantitative rules set limits, e.g., on
expenditure, while qualitative rules are concerned with
such financial categories as revenue and expenditure
and their relationship. ‘Rules become a kind of obstacle
to a possible inappropriate fiscal expansion of public
authorities, especially spending, which could lead to
a too deep imbalance between state obligations and
a source of their coverage’ [Ciak 2014, p. 149]. Despite
these safeguards, public authorities, having public funds
at their disposal, may dispose of them, disregarding the
principles of rational, efficient management, including
fiscal rules. It is because “The balance of political forces
of a given country in a given time is an essential element
of the orientation of that country’s finances. In fact, it has
always been the case that the social group holding polit-
ical power has used the financial powers at its disposal
in its own interest” [Gaudemet, Molinier 2000, p. 149].
The problem of counteracting such practices boils down
to setting and enforcing sanctions for violating financial
discipline related to non-compliance with the rules gov-
erning the use of financial instruments. These matters in-
tensify when a country joins international economic ties,
such as the EU. It is worth noting here that ‘(...) this whole
adjustment process takes place not only at the economic
level but also the political and cultural (mental) levels.
The process concerns not only elites that are subject to
deserved criticism but also entire societies. [Szomburg
2005, p. 7]. Under these conditions it is necessary to con-
sider what the signal should be for changes in the system
of public finance. In this case, it should be assumed that
‘the basis for outlining proposals for changes in the PFS
should be its assessment. In this respect, the selection of
criteria is relevant. [Kosek-Wojnar 2021, p. 192] A cat-
alogue of qualities that play a role in evaluating chang-
es and establishing an institution (council) that would
conduct such evaluations is crucial. The system of eval-
uations relates to information on the condition of public
finance communicated to the public, which is referred to
as fiscal illusions. The problem in this regard boils down
to the fact that “The creation of fiscal illusions in the gath-
ering and spending of public funds is a dangerous phe-
nomenon for state finance’ [Kosek-Wojnar 2021, p. 201].
There is no doubt that a message not reflecting the truth
causes a lack of trust in the authorities and, consequently,
may lead to a change of the government, which results
in authorities’ making decisions on a development policy
and triggering reactions from business entities [Sadowski
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2000, p. 345]. The issue related to the need or necessity of
making changes in the system of public finance requires
an answer to the question: what factors determine these
actions? Here, it is necessary to distinguish between the
factors that have a financial, monetary expression and
These include:

- the proportion between the private and public
sectors, and the related form of ownership, of the
means of production,

- the economic model,

- the scope of market economy,

- the functions of the public sector,

- the level of economic development of a particular
country,

- the formal conditions for restricting the public
sector,

— the results of cost-benefit analysis.

Each of the mentioned factors requires indicating what its
content is in terms of its role in shaping public finances.

The division of the economy into public and private sec-
tors is significant, and therefore the proportions between
these sectors are crucial. They decide on the dominant
type of ownership and determine how wide the scope of
public finance is to be. That is influenced by the specific
features of both sectors, which are on both the revenue
collecting and the expenditure incurring sides. The state
is the custodian of public funds, and it possesses the ap-
paratus of coercion to collect income chiefly in the form
of taxes. There is no obligation as regards the structure of
expenditure. The resources collected are intended to satis-
fy the interests of the public. In contrast, private resources
are characterised by partial coercion on the expenditure
side, as taxes imposed on this sector are obligatory. On
the other hand, there is no coercion in this case to collect
the income. The mutual dependence of these two sectors
assumes the following form: the broader is the scope of
the private sector, the narrower is the scope of the public
sector and, of course, the other way round. This division
can be corrected by the institution of public-private part-
nership, which nowadays is slowly being integrated into
financial processes. Under Polish law [Journal of Laws
No. 180, item 1112, later amended], a public and private
partnership is a commitment to implement a project
in return for remuneration and to incur expenditure in
whole or in part by a private partner. When deciding on
the proportions between the public and private sectors,
one should remember that ‘If in the case of the private
economy (private sector) the market mechanism affects

those that do not have a pecuniary form called non-fi-
nancial. To do this, it is necessary to decide what factors
determine the scope of the system of public finance, indi-

cating only the most significant of them.

the way it functions, the effects it achieves, etc., in the
case of the public sector, the political mechanism and
the closely related electoral system are of key relevance’
[Owsiak 1999, p. 72] That means that the proportions of
both sectors may change. However, one should not forget
that some actions are permanent, e.g., the process of pri-
vatisation takes place only one way.

The scope of public finance and the public sector is in-
fluenced by another factor which is a model of economy.
That refers to market models. In literature [Gotebiowski,
Szczepankowski 2008, p. 112], a division into liberal and
coordination-based economies is proposed. Countries
with liberal economy model include the USA, the UK,
Australia, Canada, New Zealand and Ireland. In contrast,
countries based on the coordination economy model
are Germany, Japan, Sweden, the Netherlands, Belgium,
Norway, Denmark, Finland and Austria. The first group
is treated as countries with a strict market economy and
for these countries the scope of public finance is limited
to the collection of funds for the performance of nec-
essary functions. In contrast, the countries constituting
the second group, e.g.: Sweden, Norway, or Denmark are
characterised by the development of social functions and
a considerable extent of public finance, and their econ-
omy is described as social-democratic. Moreover, some
countries, such as Germany, define their economic mod-
el as a social market economy where the scope of public
finances is smaller than in the economy described as
social-democratic but broader than in liberal economies.

The measure for determining the extent of public financ-
es is the size of public resources in the long term. So, one
can say that the scope of public finance does not depend
on a country’s level of development but on an economic
model and a range of the market. If the market is domi-
nant and its transactions take priority, the scope of public
finance is narrower. On the other hand, if some transac-
tions are non-equivalent, then the scope of public finance
widens. That means that ‘the public economy produces
certain services and transfers them, also to some extent
sells them’ [Kucharski 1986, p. 18]. The market cannot be
an all-encompassing mechanism because some products
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and services must be redistributed in a non-equivalent
manner. It makes it necessary to separate the public
sphere. The relationship in this area is the following: the
better the substitution of the market by the public sphere,
the greater the scope of public finance.

A factor that influences the scope of public finance is its
functions. The most prominent of these are the interven-
tion and social functions. In literature [Markowski 1992,
pp. 20-21], in line with J. M. Keynes’s approach, it is as-
sumed that the market mechanism is imperfect and needs
support, and free competition does not ensure a stable
economy. The continuators of these views - neo-Keynes-
ians, point out that the intervention function of the state
results from the need to mitigate the effects of economic
crises. The social function is closely related to the inter-
vention function. ‘Social infrastructure and its function-
ing play a specific role here, limiting how many diverse
needs are met.” [Frackiewicz 1983, p. 7]. These needs are
generated in several areas, such as: employment, social
security, health care, education, etc. Satisfying these
needs requires outlays from public funds referred to as
‘investment in man, which require the expenditure in the
following areas: education, health care, culture, sport and
leisure. And the more extensive is the state’s intervention
function and, the broader is the scope of the social func-
tion, the larger is the area of public finance.

The next factor influencing the scope of public finance is
a cost-benefit analysis. The specificity of this calculation
lies in the fact that ‘If precise measures can be used to de-
termine costs, the measurement of benefits achieved be-
cause of public decisions is qualitative in nature’ [Owsiak
1999, p. 79]. The basis of an account kept in the economy
is profit, while in the case of the public finance account,
benefits mean securing the needs of the public.

Hence, the need to compulsorily collect revenue and allo-
cate it to public purposes in the form of free benefits and
services results. This is because part of the population
would not be willing to spend their income on, for exam-
ple, education or road building, justifying it by the fact
that they do not need to use it. Such individual attitudes
must be balanced by the action of public authorities,
whose duty it is to safeguard the interests of society as
a whole. Hence, the decisions resulting from this account
affect scope of public finances.

Whatever account, one must take into consideration
that ‘(...) public money resources exhibit a characteristic
of natural mobility. Their natural liquidity is limited to
the extent that legal norms impose specific procedures
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for their disposal’ [Gaudemet, Molinier 2000, p. 43]. The
quoted statement clearly indicates that the applicable law
outlines the framework of public finance and acts either
extending or limiting the scope of public finance. Here,
the strong links between public finance and law come
into play. Since the state is the creator of law, public fi-
nance must also be considered in the political dimension.

The presented factors affecting the scope of the public
finance system are related to decisions on introducing
changes in it. The factors determining changes have
been divided into those expressed in money and those
which are not monetary. The former factors include the
need to raise an adequate amount of public revenue and
changes in the structure of public expenditure. These two
factors are overlaid by a desire to maintain a balanced
budget or reduce a deficit and, consequently, public debt,
for example, by an increase in taxes of certain types or
adjustments to changes in the structure of public expen-
diture. On the other hand, non-monetary factors include,
e.g., the aim to reduce social inequalities. Moreover, the
political structure of the public power determines the
changes in the system of public finances. “This is because
the mechanism of decision-making as to the allocation of
public funds is vested representatives of the society, i.e.,
MPs, senators or town councillors at the local level. An
additional complication is that the various parties, both
those in power and those in opposition, compete and
promote different choices as to the use of public funds”
[Piotrowska-Marczak, Uryszek 2009, p. 32]. Another fac-
tor that influences the process of the decision-making on
changes is a model of the state and economy.

In the light of the arguments made, we may conclude that
the public finance system is characterised by stability,
understood in a specified way, which promotes changes
influenced by monetary and non-monetary factors.
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