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Comparison Between Long-Termism
in Reform of Public Finance in Poland and
Other Central and Eastern European Countries

Eugeniusz Ruskowski,' Janusz Stankiewicz,?
Marcin Tyniewicki,® Urszula Zawadzka-Pgk*

1. The position of this paper within the topic of the
conference and in the research project

The commencing conference is an important research task as part of the Annu-
al and Multi-Annual Public Finance Project financed by the National Science Centre
(Narodowe Cenrtum Nauki). Its object is to research issues of annual and multi-an-
nual finance in light of (mainly) European doctrine and legal principles and their
application in selected European countries. The following countries have been cho-
sen for the purpose of this research: Belarus, the Czech Republic, France, Lithuania,
Poland, Russia, Slovakia, Ukraine, the UK (and possibly Hungary). The increasing
role of the European Union and its influence over separate countries means that it
will form the subject of separate research within the project. The research question
under analysis is very dynamic, therefore determining the timescale for the research
is important. For all but some vital historic elements, the research will focus on the
year 2011.

The researched issue is not new, as it is linked with the existing conflict between
the practice of the last few decades and academic findings and demands of part of the
establishment. One of the co-founders of the Biatystok Centre for the Public Finance

University of Bialystok
University of Biatystok
University of Biatystok
University of Biatystok

Poland).
Poland).
Poland).
Poland).

AWN =

27



Eugeniusz Ruskowski et al.

Sciences and Financial Law, Prof Jerzy Harasimowicz, defined the problem in the
following way over 40 years ago: For a number of years there have been discussions over
extending the term of the budget. It has been stressed that the financial year is too short term
(especially for planning and financing investments), that the budgetary system lacks the
equivalent of long term and prospective economic programmes, that annual budget ought to
be accompanied by longer term budgets. However, in practice, there are only annual budgets.
So far, all attempts at extending the budget beyond the financial year have failed (e.g. the 5
year area budgets in Czechoslovakia, biannual assembly budgets in Poland etc.); therefore
the issue of the term of a budget requires further research.® In spite of this, some experts
demanded the development of the principle of a multi annual framework for public
finances, and even replacing the principle of an annual budget with the principle
of a multi-annual budget.® Since the end of the 20th century and in the last decade,
a number of countries as well as the European Union have adopted in practice the
principle of a multi-annual framework in public finances either as a supplement to
the principle of annuality (and a financial year) or alongside this principle (therefore
strengthening it), or alternatively are aspiring to replace annual budgets with mul-
ti-annual budgets. Questions over the scope for a multi-annual budget in selected
European countries as well as in the EU itself are intended to be answered by this
research, whether this is a long term trend or just a fashion (is this an occurrence or
a principle?), and what are the prospective developments of multi-annual finance
against the traditional annual budgeting. The answers to those research questions
should in turn allow for the categorising of countries from the point of view of apply-
ing the Principle of Multi-Annual Public Finance.

This academic paper, by presenting certain theoretical arguments, also showcas-
es Poland as a country which in recent years has been undergoing significant chang-
es in terms of broadening the principle of multi-annual public finance. This allows
Poland to be included in certain categories (types) of countries. We also hope that this
academic conference will play a role in the attempt to classify other Central and East-
ern European countries and will help answer a number of detailed questions arising.

2. The definition of annual and multi-annual
budgeting in public finance

The term ‘multi annual budgeting in finance’ is more and more often deployed
in topical literature but rarely defined. To try to define it, we need to start with the
idea of short term — and more precisely with annual — budgets and public finance.
According to P.M. Gaudemet, this denotes that authority to spend conveyed in the act
on finance is limited to the period of one year. After the financial year is over, in principle it is
not possible to have any expenditure unless authorized to do so by the new finance act.” Thus,

5 J. Harasimowicz, Finanse i prawo finansowe, Warszawa 1977, p. 51.

6 In Polish literature on the subject this was mainly N. Gajl, Gospodarka budzetowa w $wietle prawa poréownawczego,
Warszawa 1993, p. 340 onwards.

7 P.M. Gaudemet, Finanse publiczne, Warszawa 1990, p. 229.
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or similarly, understood principle was commonly used by the establishment.® Other
names were used periodically.’ The fact that certain authors often do not mention an-
nuality has more to do with counting it among the principal features (part of the defi-
nition) of a budget rather than with excluding it."° It is possible to argue therefore,
following some authors, (a contrario), that multi-annual finance is financial (budget)
planning for a period of time longer than one year, arising from the above definition
of annual finances. This means an extended authority for expenditure exceeding one
year. This implies either departing from the principle of annuality in budgets (e.g.
indefinite credit, or the so called credit extension, UK approved programmes), or
with multi-annual budgets replacing annual budgets. Available sources show several
instances of successful biannual budgets, but at the same time indicate the disad-
vantages of this solution." Biannual budgets are found in some of the US states and
in some US local authorities, in some Central American countries, in the UN and its
agencies (e.g. UNESCO). Arguments for the necessity of establishing a task budget
for a period of over a year i.e. for multi-annual budgets follow the same path. In the
above cases it is possible to talk about the multi-annual (long-term) principle as op-
posed to the annuality principle. In this framework an established budget or other
financial plan may be passed (and remain in force) for a year (annuality) or for a pe-
riod longer than a year (multi-annual (Tertium non datur)).

Alongside this implicit long-termism, the term is also used to denote the devel-
opment and application of long term forecasts, programmes and financial plans to
reinforce the annual budget; these do not conflict with the annual budget but are
means of strengthening it. This approach has been growing in the modern world,
including Europe.

Summing up, it can be said that multi-annual public finance has a complex,
perhaps somewhat hybrid, nature. On one hand, it is focused on replacing an-
nual budgets with appropriate multi-annual plans (and in any case, on applying
some budget planning instruments in frameworks extending beyond one year)
and on the other, on building long term forecasts, programmes and financial plans
supplementing and supporting the annual budgets (the principle of annuality).

When directing the focus of future research and arguments, it is important to
determine the substantial relationship between the principle of long-termism and
the scope of public finance and financial law. The traditional approach regarded the
annual principle as a budget principle applicable to the state budget. In references
to multi-annual finance, given the above understanding of the principle of annual-
ity, these will be understood in their narrow definition (sensu stricte). Recently many
authors have been treating the principle of annuality not so much as a budgetary

8 See the lists of authors in C. Kosikowski, E. Ruskowski, Finanse i prawo finansowe, | edition, Biatystok 1994,
p. 84-85; T. Lubinska, Budzet panstwa i budzet zadaniowy w konteks$cie zasad budzetowych, in: B. Wozniak,
M. Postuta, Budzet zadaniowy metoda racjonalizacji wydatkdéw, Warszawa 2012, p. 19.

9 E.g. A. Komar, in: Finanse publiczne, Warszawa 1994, p. 71, uses the term ,zasada specjalizacji czasowej” — ‘the
principle of temporal focus’.

10 J. Harasimowicz, op. cit., p. 51.

1" See: P.M. Gaudemet, op. cit., p. 233; T. Lubinska (ed.), Kierunki modernizacji zarzadzania w jednostkach
samorzadu terytorialnego, Warszawa 2011, p. 70.
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principle but rather as the principle for the whole of public finance.”? This research
deploys a similar understanding of the principle of annuality and, correspondingly,
of the principle of long-termism. In recent years the principle of long termism start-
ed to appear in currency law, public banking law, and financial market law, espe-
cially in their European and international dimensions. More and more is published
on these topics.'?

Such approach to the principle of long-termism will be treated as abroad (under-
standing of the term) — sensu largo. This research does not reserve a separate section
for its analysis, but will note it main instruments and directions for development.

3. Factorsinthe development of the long-termism
principle in recent years

It may be stated, in general terms, that during the whole of the 20th century the
principle of annuality in finance was an absolute statutory rule, yet it was more and
more often criticized by the doctrine which demanded its replacement (or augmenta-
tion) with the principle of long-termism. This state of affairs persisted despite multi-
ple attempts by practitioners to introduce multi-annual frameworks which all failed
in the end. Although this was due to a number of different reasons, the fact remains
that objective negative experiences were pan-systemic in nature — these occurred
both in capitalist and socialist countries based on centralized planning. Only towards
the end of the 20th century and in the last decade there was a major shift in existing
practice both in terms of legal provisions and management methods. Long-termism
has been introduced into the legislation and even into the Treaties and the Constitu-
tion by the European Union and by various European states."* The practical manage-
ment of public finance has also evolved as more and more countries experiment with
multi-annual planning and task-based budgets, which in future should lead to the
changes in the statutory rules and the nature of the plans. In these circumstances it is
important to interrogate the main factors in the development of the principle of long-
termism in public finance in the last ten or so years in Europe. Some examples are
listed below.

12 E.g. W. Zidtkowska, Finanse publiczne. Teoria i zastosowanie, Poznan 2005, p. 78; J. Osiatynski, Finanse
publiczne. Ekonomia i polityka, Warszawa 2006, p. 34.

13 See e.g. S. Franek, Strategia wejscia do strefy euro a wieloletnie planowanie budzetowe, in: J. Gtuchowski,
A. Pomorska, M. Szotno-Koguc (eds.), Gtéwne wyzwania i problemy systemu finanséw publicznych, Lublin
2009; A. Jurkowska-Zeidler, Nowe europejskie ramy ochrony stabilnosci wewnetrznego rynku finansowego, in:
A. Dobaczewska, E. Juchniewicz, T. Sowinski (eds.), System finanséw publicznych. Prawo finansowe wobec
wyzwan XXI wieku, Warszawa 2010; K. Piotrowska-Marczak, Bariery koordynaciji polityki fiskalnej i monetarnej, in:
A. Dobaczewska, E. Juchniewicz, T. Sowinski (eds.), op. cit.

14 Provisions concerning multi-annual planning in the EU were included for the first time in TFUE (Chapter 2 — Multi-
annual financial framework); prior to this, the legal basis were multi-agency agreements. Regulations concerning
long term programming of finance have also been included in the 208 amendment of Article 34 of the French
Constitution.
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Positive experiences of the European Union (European Community) in terms of multi
annual financial planning and resulting increasing demands on member states.

Experience in the EU clearly indicates that multi-annual budget planning is
possible through EU Directives (the Union and its predecessors have been working
on this since 1988'%), while retaining a general annual budget.'® Apart from showing
the practical advantages of this type of planning, member states (as well as associat-
ed states) are interested in including in their internal calculations multi-annual data
adopted by the Union. Moreover, of direct concern to member states, they are obliged
to submit three-year convergence programmes (those states included in derogation)
or stability programmes and to keep these up-to-date. They may also be included
in excessive deficit procedures and therefore be subject to additional conditions."”
In terms of the requirement for multi-annual financial planning in separate member
states, the Union has limited itself to supporting its development. A formal require-
ment for all European member states to prepare medium term budget frameworks
will come into force on 31st December 2013.1®

The influence of the New Public Management (NPM) on the European financial man-
agement practice.

The New Public Management, whose cornerstone ideas had been formulated
in the 1940s in the USA, was developed and applied in the 1980s in the UK and sever-
al other countries. It was next adopted by the OECD and the European Community.
In its political dimension, NPM is supposed to ensure better use of public resources
and delivery of better public service - this is universally accepted. According to inde-
pendent research by C.H. Hood, D. Osborne and T. Gaebler, this means introducing
competitiveness, service delivery standards, objective benchmarking, decentraliza-
tion and de-aggregation, professional management into the public sector as well as
deploying management techniques and methods used in the private sector.’” These
features in the public sector will always be debatable, especially if introduced too
quickly and formally. However, they do have their application in public finance
management. Hence the coining of the phrase New Public Finance Management. This is
based on defining the tasks and objectives for the public sector and measuring their
delivery with the help of objective benchmarking, with the aim of replacing adminis-

15 The first Financial Perspective concerned the years 1988-1992, then following Perspectives were developed for
periods of seven years: 1993-1999, 2000—2006, 2007-2013.

16 See e.g. M. Tyniewicki, Programowanie budzetowe w Unii Europejskiej, in: J. Gluchowski, A. Pomorska, J. Szotno-
Koguc (eds.), Uwarunkowania i bariery w procesie naprawy finanséw publicznych, Lublin 2007, p. 358 onwards.

17 C.f. J. Stankiewicz, Procedury prawne ograniczania nadmiernego deficytu jako instrument konsolidacji finanséw
panstw UE, in: H. Litwinczuk, lus fiscale. Studia z dziedziny prawa finansowego. Ksiega pamigtkowa dedykowana
Profesorowi Marianowi Weralskiemu, Warszawa 2012, p. 161 onwards.

18 The Directive of the European Council of 8th November 2011 on the requirement for medium term budget
framework in member states (Dz. Urz. UE of 23rd November 2011 L 306/41). See commentary by A. Mtynarczyk,
Dostosowanie ustawy o finansach publicznych do przepiséw dyrektywy Rady Unii Europejskiej w sprawie
wymogéw dotyczacych ram budzetowych w panstwach cztonkowskich, in: I. Czaja-Hliniak (ed.), Nauka prawa
finansowego po | dekadzie XXI wieku. Ksigga pamigtkowa dedykowana Profesorowi Apoloniuszowi Kosteckiemu,
Krakéw 2012, p. 283 onwards.

19 Those features, common in research by various authors, are listed by B. Wozniak, Nowe czy stare zarzgdzanie
publiczne?, in: J. Gluchowski, A. Pomorska, J. Szotno-Koguc (eds.), Gtéwne wyzwania i problemy systemu
finanséw publicznych, Lublin 2009, p. 274-275.
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tering public resources with their effective management. Achieving these objectives
is aided in an obvious way by the introduction of task based budgets, which must be
accompanied by multi-annual financial planning (programming). It is worth noting
that although most modern countries are applying some elements of the NPM, some
countries, e.g. Germany, have retained traditional methods and frameworks for the
work of their public sector.?’

Positive experience in a number of countries, including the European Union, in intro-
ducing the multi-annual public finance.

In accordance with a number of authors, it is possible to state that these expe-
riences have originated in experiments conducted in the USA involving the PPBS
method. Its re-working in the 20th century led to the creation of the PPB in the UK,
and the RCB in France; yet at first, attempts at implementation ended in failure.
However, these experiences were regarded as a useful learning exercise, and citizens
and public administrations were being prepared for incoming changes. It does not
come as a surprise, therefore, that the successful introduction of multi-annual finan-
cial planning and a task based budget in the UK in 1988 sent an impulse for similar
changes to be wrought in France (where a task based budget was introduced in 2006
and multi annual financial programmes in 2008).” In turn, France seems to be the
example and a trigger for partially introduced reforms in Poland. A positive example
within the European Union has been discussed above.

The IT revolution has also been a positive factor in spreading the principle of multi-
annual public finance. The influence of the world-wide financial and economic crisis
upon these processes is debatable.

The latter is hotly disputed, with contradictory opinions;* further research is
required in select countries.

4. Mainlegislative and organizational measures for implementation
of the principle of multi-annual public finance

The limitations of this paper do not allow for a broader discussion of this impor-
tant topic, however, it will be the subject of detailed research.

Starting with a (theoretical) thesis, verified against the backdrop of fragmented
data available on practices in different countries, it is possible to propose five types
of legislative and organizational measures for implementing the principle of multi-
annual public finance.

20 Ibidem, p. 276.

21 See: E. Ruskowski, U.K. Zawadzka-Pak, Prawne problemy konstrukciji i funkcjonowania budzetu zadaniowego we
Francji. Wnioski dla Polski (ed. E. Ruskowski), Biatystok 2010 (particularly Ch. |, point 4), p. 36 onwards.

22 See: S. Owsiak, Sanacyjna funkcja finanséw publicznych, in: S. Wieteska, S. Wypych (eds.), W poszukiwaniu
efektywnosci finanséw publicznych. Ksigga Jubileuszowa dedykowana Profesor Krystynie Piotrowskiej-Marczak,
+£6d22009, p. 42.
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The exclusive existence of an annual budget in financial planning, with ex-
ceptions serving to confirm the annuality principle. In these cases, the prin-
ciple of a multi-annual budget does not occur in practice.

The existence of multi-annual budgets instead of an annual budget. In these
cases the budgets implement the multi-annual principle, which exists
in conflict with the principle of annuality.

The side by side existence of an annual budget and multi-annual forecasts
of fragmentary projections, reflecting key fiscal categories and influencing
indirectly the shape of the budget. This group of measures is called Medium
Term Fiscal Frameworks — MTFF.

Creation of multi annual plans for the whole of the public finance sector,
including budgetary calculations (assessments) assigned to services or tasks
year on year. Sometimes, this applies only to plans at the central level; but
often these are independent financial plans at the central and local level.
These kinds of plans are called Medium Term Budget Frameworks — MTBF.
Such plans exist independently from the annual budget, although they are
interlinked in many ways.

If multi annual financial plans mentioned in Point 4 contain mechanisms
aimed to raise effectiveness and efficiency of public finance while measur-
ing the achievement of targets set at the planning stage® they may be re-
garded as Medium Term Expenditure Frameworks — MTEF. These plans can ex-
istalongside the traditional annual budget or the annual task based budget.
We need to stress the phrase annual task based budget as task based budg-
ets other than annual ones do not occur in practice, and the term is often
confused by theorists with task budgeting, which in its very essence should
be multi-annual. This allows (through multi-annual task based financial
plans) for medium-term setting of targets and tasks, monitoring their im-
plementation in a multi-annual period (through objectified benchmarking)
and effective and efficient use of public resources on those periods. Present-
ing a task based budget as a plan lasting beyond one year would lead to
a conflict with the principle of an annual budget and would undermine the
whole idea of the task based budget itself.

Based on comparable data from 2007 it is possible to assert that in practice multi

annual financial planning in the European Union and the OECD countries encom-
passes varied time periods, has varying legal status, and parliaments play a varied
role in its preparation and adoption.” These issues will be subject of separate re-
search and updates within this research project.

23

24

S. Franek, Wieloletnie planowanie budzetowe w praktyce miedzynarodowej i polskiej, in: T. Lubinska (ed.),
Kierunki modernizacji zarzagdzania w jednostkach samorzadu terytorialnego, Warszawa 2012, p. 71. Classification
of multi-annual financial plans in Points. 3—-5 was based on a template included in this work.

OECD Budget Practices and Procedures Database, OECD, 2007; Public finances in EMU-2007, The European
Commission, Brussels 2007.
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5. Long-termism in Polish reforms of public finance (key facts)

The classification of the key legislative and organisational measures for the im-
plementation of the principle of multi-annual public finance may form the basis for
classifying the countries researched into one of the presented groups. At times, his-
torical analysis of even a short time period means that a given country, at a given
stage of reforms, can be classified into different groups. Poland is the best example
of this and it will be discussed below using selected synthesised data.

In the 1990s, Poland belonged to the first group of countries discussed in Point 4,
in which the state budget was based on the principle of annuality, with some excep-
tions that only served to confirm the rule. According to some authors, Poland was
at that time particularly behind with the introduction of the principle of multi —an-
nual public finance.”® Certain changes were introduced by the 1998 Public Finance
Act, and especially by Poland’s entry into the European Union. The convergence pro-
gramme? (developed and submitted in 2004) and its updates meant that from that
point in time Poland could be included in the third group of countries mentioned
in Point 4, that is countries with medium term fiscal frameworks in terms of multi-
annual finance.

Another important step in spreading the principle of long-termism in Poland
was the 2009 Public Finance Act.?”” It envisaged the introduction of the Multi-Annual
State Financial Plan, multi-annual financial forecasts for regional authorities, as well
as developing a central task based budget. The current classification of Poland into
a specific group of countries implementing the multi-annual finance principle is due
primarily to the structure and nature of the Multi-Annual State Financial Plan. There-
fore its main statutory principles will be discussed below.

- It is a plan of income and expenditure and earnings and spend of the state
budget, prepared for four financial years.

It is based on a task structure and encompasses the state functions together with
targets and measurable deliverables of a given function and includes: aims of the
medium term national development strategy, which is mentioned in the Act on The
Principles of the Economic Development Policy, and the direction of the socio-eco-
nomic policy of the Council of Ministers.

— The Multi-Annual State Financial Plan, divided into separate financial years, de-
termines: macroeconomic scale, fiscal policy, forecasts for the state budget in-
come and expenditure, the sum of deficit and the borrowing needs of the state
budget and sources of financing, income and expenditure forecasts for funds
from the European budget, the outcome of the European sources budget, the
consolidated forecast of the balance of the public sector finances and the sum
of the state public deficit.

25 See: e.g. N. Gajl, op. cit,, p. 350-352.

26 See: B. Guziejewska, Znaczenie i rola programu konwergencji w procesie sanacji finanséw publicznych w Polsce,
in: K. Swiech, A. Zalcewicz (eds.), Sanacja finanséw publicznych w Polsce. Aspekty prawne i ekonomiczne,
Szczecin 2005, p. 337 onwards.

27 TheActof 27 August 2009 (Dz.U. Nr 157, poz. 1240 z pdzn. zm.).
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— The Multi-Annual State Financial Plan forms the basis for the passing of the
budget for the next financial year. The proposed budget for a given financial year
submitted by the Council of Ministers to the Upper Chamber (the Sejim) must not
contain a deficit higher than that envisaged for this financial year in the Multi-
Annual State Financial Plan, unless in very exceptional circumstances. This is
subject to a detailed justification submitted to the Sejm by the Council of Min-
sters. The Multi-Annual State Financial Plan is updated annually by the Council
of Ministers through the passing of an appropriate Act, within two years of the
budget being passed, and includes the prognosis for the following three finan-
cial years (progressive development of the Multi-Annual State Financial Plan).
The updates ensure that the Multi-Annual State Financial Plan is in line with the
budget approved for a given financial year. The updates include adjustments to
the Multi-Annual State Financial Plan for the following years of its implementa-
tion, in accordance with the current socio-economic policy and the medium term
national development strategy.

— The Multi-Annual State Financial Plan is passed by the Council of Ministers and
published in the Monitor Polski and the Public Information Bulletin. The Finance
Minister submits the proposed Multi-Annual State Financial Plan to the Council
of Ministers together with the progress on implementation. The Council of Min-
isters publishes this information in the Monitor Polski and the Public Information
Bulletin.

— The first Multi-Annual State Financial Plan in Poland was introduced for the
years 2010-2013,% the current Multi-Annual State Financial Plan encompasses
the period of 2012-2015.

The principle of long-termism in Poland is also implemented through statutory
(since 2011) long-term financial forecasts for local authorities and through task-based
budgets. The latter is technically fully ready for implementation. In light of current
legislation, a task based budget is submitted to the Sejm as a justification for the draft
budget bill.

Multi-annual financial planning in Poland could be placed in group five, that is
the medium-term expenditure framework, despite a traditional budget not yet be-
ing replaced with a task based budget. The formal development of multi-annual
public finance in recent years in Poland deserves a positive assessment, although
its separate legislative and organisational measures need to be refined, as proved by
multiple proposals for their reform.?

28 The Decision of the Council of Ministers No. 119, of 3rd August 2010 on the Multi-Annual State Financial Plan
2010-2013 (MP. Nr 57, poz. 773).

29 See e.g. C. Kosikowski, Naprawa finanséw publicznych w Polsce, Biatystok 2011, p. 400 onwards.; S. Owsiak,
Weziowe problemy i dylematy zwigzane ze stosowaniem budzetu zadaniowego w Polsce, in: B. Wozniak,
M. Postuta (eds.), Budzet zadaniowy metodq racjonalizacji wydatkéw, Warszawa 2012, p. 29 onwards.;
J.M. Salachna, Stan aktualny i perspektywy zmian wieloletniej prognozy finansowej jednostek samorzadu
terytorialnego w Polsce, in: E. Ruskowski (ed.), Instrumenty nowego zarzadzania finansami publicznymi
w wybranych krajach Unii Europejskiej, Biatystok 2011, p. 128 onwards.
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