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Summary: The goal of the research was to select measures of regional competitiveness and 
analyze if in the considered period changes in value of these measures were in line with 
changes in the debt level of different forms of municipalities (communes). The survey was 
conducted for the Lower Silesia region and the municipalities located there. Data covered the 
period 2005-2015. The main measure of regional competitiveness selected by the author was 
regional GDP per capita. The additional measures were: labour productivity, employment rate, 
average monthly salary and business density. The survey indicated that the value of communes 
debt in Lower Silesia increased, even if in some years for particular forms of communes 
the level of debt was decreasing. At the same time generally an increase of competitiveness 
measures in the region was observed. In most of the analyzed years the direction of changes 
in municipalities debt was the same as that of changes of regional competitiveness measures. 

Keywords: regional competitiveness, municipalities debt, competitiveness measures.

Streszczenie: Celem artykułu był wybór miar, za pomocą których można określić konkuren-
cyjność regionu, oraz zbadanie, czy w analizowanym okresie zmiany wartości tych miar były 
zgodne ze zmianami zadłużenia gmin. Analiza została przeprowadzona dla województwa dol-
nośląskiego oraz zlokalizowanych na jego terenie gmin. Dane obejmowały lata 2005-2015. 
Jako główną miarę konkurencyjości regionu wybrano PKB na mieszkańca. Dodatkowo do 
analizy przyjęto następujące miary: produktywność, wskaźnik zatrudnienia, średnie wyna-
grodzenie i liczbę zarejestrowanych przedsiębiorstw. Badanie wykazało, iż w analizowanym 
okresie nastąpił wzrost zadłużenia wszystkich typów gmin. W tym czasie zaobserwowano 
również wzrost wartości analizowanych miar konkurencyjności regionu (w niektórych latach 
wystąpiły pojedyncze przypadki spadku określonych miar). W większości badanych lat zmia-
ny długu gmin miały ten sam kierunek co zmiany wartości miar konkurencyjności regionu. 

Słowa kluczowe: konkurencyjność regionu, zadłużenie gmin, miary konkurencyjności.
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1. Introduction

Financing plays an important role in economic development. In order to finance 
assigned tasks and reach their goals local governments use own financial resources 
or borrow money from banks, government or the capital market. Over the past 
few years several local governments in Poland have resorted to debt financing in 
order to cover the budget deficit, repay old debts or finance infrastructure projects. 
Municipalities’ debt has the form of bonds and loans, with money borrowed from 
banks, the capital market and government. 

The high level of local government debt is one of the ongoing concerns of local 
authorities in Poland. At the same time the key element of policy makers is to ensure 
high competitiveness of the region, which means improving the standard of living, 
the well-being of people and firms and achieving a socio-economic and territorial 
cohesion (Borozan, 2008). Taking into the account the fact that debt financing 
cannot be used to cover current expenditure of municipalities in Poland, it should 
be allocated for capital investment and contribute to the regional development and 
competitiveness of the region. 

There are several studies on regional competitiveness, its drivers and measures. 
Researchers and practitioners have conducted a broad analysis of local government 
debt. The literature also presents theories on the relationship between debt and 
economic growth on a national level, but there are only a few publications on this 
topic on a regional and local level. The area of analyzing the relation between regional 
competitiveness and local debt needs exploration, and the results can be important 
particularly for local policy makers and creditors. This study is a preliminary step for 
filling the gap and conducting a broader analysis of this relation. 

The goal of the research is to select aggregate measures of regional competitiveness 
and analyze if changes in the value of these measures are in line with changes in 
the debt level of different forms of municipalities. The survey was conducted for 
the Lower Silesia region and the municipalities located there. Data covered the 
period 2005-2015. The main measure of regional competitiveness selected by the 
author is regional GDP per capita. The additional measures are: labour productivity, 
employment rate, average monthly salary and business density. 

In the first section the concept of regional competitiveness and approaches to 
measure it are presented. Since as the main measure of competitiveness regional 
GDP per capita is selected, the author provides insight into some theories and 
empirical studies concerning public debt and economic growth. The second part 
includes information about the scope of the study. The next section shows results of 
the research, and The final section includes conclusions and lists important factors 
which could influence the findings.
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2. Literature overview

2.1. Definition of regional competitiveness

There is no single, all-encompassing theory that provides a generally accepted 
definition and explanation of regional competitiveness (Martin, 2005). Much of 
the literature on regional competitiveness is rooted within traditional and modern 
theories on competitiveness. Moreover, the notion of competitiveness has been 
considered at micro (firm), macro and meso level (Łaźniewska, Chmielewski, and 
Nowak 2012). 

Of the many theories and concepts that exist at micro-level, some clear 
relevance for a better understanding of regional competitiveness comes from 
urban growth theory, ‘new’ institutional economics, business strategy economics 
and Schumpeterian/evolutionary economics. At the company level there exists 
a reasonably clear and straightforward understanding of the notion of competitiveness 
based on the capacity of firms to compete, to grow, and to be profitable (Martin, 
Cambridge Econometrics, and Ecorys-Nei, 2003). The macro perspective is related 
to a nation’s and macro-region’s competitiveness and the concept of competitiveness 
is much more poorly defined and more strongly contested. From this perspective 
the notion of ‘competitiveness’ was influenced to a wide extent by: classical theory, 
neoclassical theory, Keynesian economic theory, development economics, new 
economic growth theory and new trade theory. In addition to the macro and micro 
perspectives, the understanding of regional competitiveness also requires insights 
in sociology and economic geography. The label ‘meso-level’ is used to indicate 
the intermediate level between the individual and the aggregate macro-level, which 
covers the industrial district and the local area (i.e. the region) (Cellini and Soci, 
2002). The notion of regional competitiveness is neither a macro-economic (national) 
nor micro-economic (firm-based) one as a region is neither a simple aggregation of 
firms nor a scaled version of nations (Gardiner, Martin, and Tyler, 2012; Budd and 
Hirmis, 2004). An extensive literature review of the theories related to the concept 
of territorial competitiveness can be found in the surveys by Martin et al. (2003), 
Siudek and Zawojska (2014), Szafranek (2010), Huggies, Izushi, and Thompson 
(2013), Martin (2005).

Taking into the account the different theories which influenced the notion of 
‘regional competitiveness’ there are plenty of definitions trying to explain its 
meaning, but only some, most important for the problem considered in the article 
will be presented. Storper (2008) defines regional competitiveness as the capability 
of a region to attract and maintain firms with stable or raising market shares in an 
activity, while maintaining stable or increasing standards of living for those who 
participate in it. A similar approach was presented by Szlachta (1996) and Pietrzyk 
(2000). Annoni, Dijkstra, and Gargano (2017) add to the definition the dimension of 
sustainability. Regional competitiveness is defined as the ability to offer an attractive 
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and sustainable environment for firms and residents to live and work in. ‘Sustainable’ 
in this definition is not used in the purely ecological-environmental sense, but 
rather in the sense of a region’s capacity to provide an attractive environment in 
both the short and long term. Some approaches to define regional competitiveness 
underline that it is related to the ability to adapt to changes in the environment 
(Ponikowski, 2004; Winiarski, 1999; Martin, 2005) or to constantly develop (Strahl, 
2004). A comprehensive definition of regional competitiveness which takes into 
account the drivers of competitiveness and its outputs, is suggested by Parkinson 
et al. (2006). They defined it as the ability of a region to continually upgrade their 
business environment, skill base, and physical, social and cultural infrastructures, 
to attract and retain high-growth, innovative and profitable firms, and an educated, 
creative and entrepreneurial workforce, to thereby enable it to achieve a high rate 
of productivity, high employment rate, high wages, high GVA per capita, and low 
levels of income inequality and social exclusion. For the purposes of this paper, 
this definition of competitiveness will be chosen as it comprises the most important 
aspect of regional competitiveness and indicates some measures of competitiveness.

2.2. Approaches for regional competitiveness measurement 

There are two distinguishable approaches for analyzing and measuring regional 
competitiveness (Martin et al., 2003): 

1) studies that analyze it as a cumulative outcome of factors, presented as 
competitiveness indices,

2) studies that focus on particular drivers of competitiveness and identify 
aggregate measures.

The development of regional competitiveness indices stems from the initial 
establishment of composite indices for the comparison of national competitiveness, 
such as the Global Competitiveness Index included in the Global Competitiveness 
Report published by the World Economic Forum and the World Competitiveness 
Ranking provided by the Institute for Management Development World 
Competitiveness Center. These indices combine a number of variables to produce 
a single composite competitiveness measure (Huggins et al., 2013). On regional 
level one can distinguish: the EU Regional Competitiveness Index created by DG for 
the Regional and Urban Policy (Annoni et al., 2017), the UK Competitiveness Index 
developed by Robert Huggins at Cardiff University (2003), the Regional Innovation 
Scoreboard prepared for the Directorate-General for the Internal Market, Industry, 
Entrepreneurship and SMEs, and the Atlas of Regional Competitiveness published 
by Eurochambers. A detailed overview of some of the regional competitiveness 
indices (almost 50 indices) is included in the Berger (2011) survey. 

The commonly used models that have explored both the specific drivers of 
competitiveness and aggregate measures of regional competitiveness are “The 
Pyramid model” of Regional Competitiveness, and the Regional Competitiveness 
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“Hat”. A significant contribution to the literature on regional competitiveness factors 
and measures was provided by Porter’s research. 

“The Pyramid model” of Regional Competitiveness is composed of several differ-
ent levels. The most aggregate measure of regional competitive advantage concerns 
the region’s standard of living, conventionally captured by GDP or GVA per capita. 
Underpinning aggregate performance, measures of regional competitive advantage 
are revealed – namely productivity, the employment rate, wage levels and profit rates. 
These are in turn the outcome of the key ‘drivers’ of regional competitive performance 
– innovation, investment, human capital, economic structure, connectivity, quality of 
life and the structures of decision making. The model was initially created in 1997 by 
the European Commission (Łaźniewska et al. 2012), and then applied, upgraded and 
modified for the purposes of several surveys (Begg, 1999; Lengyel, 2004; Parkinson, 
Champion, Simmie, Turok, Crookston, Katz, and Park, 2006).

The Regional Competitiveness “Hat” is composed of regional outcomes, regional 
outputs, regional throughputs and determinants of regional competitiveness. In other 
words, the determinants of regional competitiveness (grouped by infrastructure 
and accessibility, human capital and productive environment) can be discovered by 
‘opening’ the hat, layer by layer. A common indicator of regional competitiveness is 
GDP per head, which provides an, albeit incomplete, indicator of the average well--
being of the population (Martin et al. 2003).

Porter’s findings highlight the need for regional economic development policies 
to be particularly attuned to traded clusters, because these appear to drive local 
employment and local wages. Regions should focus on upgrading the productivity 
of all clusters in which they have a meaningful position, rather than attempting to 
migrate to more ‘desirable’ clusters. A region’s ability to compete in its array of 
clusters with higher productivity has a decisive influence on the region’s prosperity 
(Porter, 2003). A region’s competitiveness is determined by the productivity with 
which it uses its human, capital, and natural resources.

Other theoretical and empirical studies on regional competitiveness measures 
which were important for the selection of aggregate competitiveness measures used 
in this research include studies conducted by Arnguren, Franco, Ketels, Murciego, 
Navarro, and Wilson (2010), Łaźniewska et al. (2012), Gardiner et al. (2012), Berger 
(2011), Martin (2005), Golejewska (2011), Szafranek (2010). 

2.3. Changes of public debt and economic growth 

As the main measure of regional competitiveness, the author selected GDP per 
capita, necessary to present some surveys on the relationship between this indicator 
and debt, however these studies are on a macro-level.

GDP is the most commonly used measure of economic growth. The relationship 
between debt and economic growth on a macro level has been the subject of several 
scientific papers and studies. In the literature dealing with this issue, empirical 
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and theoretical discussions can be grouped into four main categories. In the first 
category there are analyses related to Keynesian economics, in which public debt 
has a positive influence on economic activity. Public debt influences the growth 
of domestic production which encourages private investors to increase investment. 
The second group can include neo-classical economists who present the opposite 
view. In their opinion public debt has a negative effect on growth. Modigliani (1961) 
and Saint-Paul (1992) take a theoretical approach based on a neoclassical growth 
model and suggest that an increase in public debt will always decrease the growth 
rate of the economy. This theory was confirmed by Kumar and Woo (2010) who 
used 38 advanced and emerging countries from 1970 to 2007 and find an inverse 
relationship between debt and growth (Alfonso and Jalles, 2013). The third category 
comprises proponents of the Ricardian theory, who state that public debt growth is 
neutral for economic growth (Misztal, 2011). The fourth category includes surveys 
which prove that the proper application of government debt can stimulate economic 
growth. However, if such debt continues to accumulate above the debt ceiling, there 
can be serious consequences for economic development. This category includes 
studies conducted for example by Reinhart and Rogoff (2010), Cecchetti, Mohanty, 
and Zampolli (2011). Their main result was that at moderate levels, debt can improve 
welfare and enhances growth, but high levels (measured by debt/GDP ratio) can be 
damaging. Additionally, Reinhart and Rogoff stated that the relationship between 
public debt and growth is remarkably similar across emerging markets and advanced 
economies. A different view was presented by Schclarek (2004), who concluded in 
his research that, for developing countries, there is always a negative and significant 
relation between debt and growth. For advanced countries, he does not find any strong 
evidence, suggesting that higher public debt levels are not necessarily associated 
with lower GDP growth rates. A critique of Reinhart and Rogoff’s findings was 
undertaken by Herndon et al. (2014), proving that the relationship between public 
debt and GDP growth varies significantly by period and country. Their overall 
evidence refuted Reinhart and Rogoff’s claim that public debt/GDP ratios above 
90% consistently reduce a country’s GDP growth.

3. Scope of analysis and selected competitiveness measures

3.1. The Lower Silesia region in the territorial administrative system 
in Poland

The territorial administrative system in Poland is based on three tiers where 
municipalities (communes) and counties perform the functions of local government, 
and voivodeships operate at the regional level. There are three forms of municipalities: 
urban commune (this type of local body covers the area of towns, some of them have 
county rights and operate as cities with county rights), rural commune (this type 
includes only the non-urban areas), and urban-rural commune (this type is a mixed or 
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consolidated form covering towns or townships and the area of the villages adjacent 
to them). The Polish local government reforms adopted in 1998, which came into 
effect on 1 January 1999, created sixteen voivodeships. 

The survey is conducted for the Lower Silesia region and communes located 
there. The Lower Silesia voivodeship is situated in south-west Poland and is one 
of the most urbanized regions in Poland. The majority of companies are linked to 
foreign capital. Electric machinery, high-tech motorisation, IT services and BPO 
sectors are highly developed sectors. The region comprises 169 communes (35 
urban, 56 urban-rural and 78 rural). 

Competitiveness measures and their changes were calculated for Lower Silesia. 
The debt level and its changes were calculated for all forms of communes. From the 
urban communes the author subtracted cities with county rights and analysed them 
separately. Data covered the period 2005-2015.

3.2. Competitiveness measures selected for the analysis

Taking into the account the approaches for measuring regional competitiveness 
included in the theoretical and empirical studies on regional competitiveness, in the 
presented survey as the measures of Lower Silesia voivodeship’s competitiveness, 
the following were used:

1. Outcome indicator (the most aggregated measure) – regional GDP per capita. 
2. Intermediate performance indicators for the region: 

• labour productivity – regional GDP/employed persons,
• employment rate – employed persons/working population,
• average monthly salary,
• business density – number of registered entities per 10 thousand inhabitants.

4. Regional competitiveness measures and municipal debt changes 
– results of research for Lower Silesia

Figures 1, 2, 3 and 4 present yearly changes in debt for urban, rural, urban-rural  
communes and cities with county rights located in Lower Silesia and changes of selec-
ted competitiveness measures for the Lower Silesia region in the period 2005-2015.

The charts above illustrate that for all types of municipalities, debt was growing 
for most of the years in the considered period. The exceptions are the reductions of 
debt for urban communes in 2006-2007, 2012-2013, 2014-2015, rural communes 
in 2014-2015, urban-rural communes in 2011-2012, 2014-2015 and cities with 
county rights in 2005-2007. The highest and most significant debt growth took place 
between 2008 and 2011 (in the case of cities with county rights in 2007-2009). In the 
following years the debt growth was lower or in some cases it decreased. On average 
in the considered period the highest growth rate of debt was for cities with county 
rights and the lowest for urban communes. 
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Fig. 1. Changes of debt and changes of competitiveness measures – urban communes

Source: own study.

-10%

0%

10%

20%

30%

40%

50%

rural communes debt GDP per capita labour productivity

employment rate average salary business density

Fig. 2. Changes of debt and changes of competitiveness measures – rural communes

Source: own study.
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Fig. 3. Changes of debt and changes of competitiveness measures – urban-rural communes

Source: own study.
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Fig. 4. Changes of debt and changes of competitiveness measures – cities with county rights communes

Source: own study.

Between 2005 and 2015 one can observe a tendency of growth for almost all 
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debt growth for all forms of municipalities in 2005-2015 was higher than the growth 
of competitiveness measures in the Lower Silesia region (the average yearly growth 
rate of regional GDP per capita was 7%, labour productivity 5%, employment rate 
2%, average salary 5%, and business density 1.2%). Significant differences between 
debt growth and competitiveness growth are visible between 2007 and 2011.

There were several important factors which influenced changes in municipalities 
debt growth and competitiveness measures growth in the considered period. They 
include:
• obligation of co-financing EU grants – the co-financing requirement set by the 

Commission for each operational program represented a considerable fiscal 
burden for local governments. Every EU-funded project has to be co-financed, 
thus in the case of municipalities this means that they need to possess sufficient 
own resources to cover part of the project expenses. The “own sources” came 
from central budget grants, own local government budget and also local debt. 
Absorption of EU funds (particularly in 2008-2010) was positively related with 
the growth of capital investment expenditure, which had a positive impact on 
regional development. Municipalities had to fulfil the EU obligation related 
to communal infrastructure (for example water and savage system and waste 
management),

• advantages of joining the EU – using cohesion funds and structural funds in 
the considered period supported economic development and competitiveness of 
regions, 

• facing economic crisis – local governments in Poland faced the effects of the 
economic crisis (lower budgetary revenues, higher deficits, necessity of limiting 
expenditures and capital investment), which influenced the growth of the deficit 
and the necessity of financing it, 

• elections in 2010 – according to some theories, public authorities spend more on 
items visible to voters (and increase deficit and indebtedness) in the pre-election 
period and generally spend less after. The panel data study made in 2010 for 
Polish municipalities proved that in election years, capital spending and deficits 
were higher than in others (Kopańska, 2012), 

• imposing additional tasks on local governments without ensuring equivalent 
financing, which added up to higher spend than that expected,

• changes in regulations – introducing new fiscal rules concerning purpose of bor-
rowing, establishing in new Public Finance Law (2009) individual debt limit 
which conditions debt issuance on local government individual repayment capa-
city. The limit came into force in 2014, but for its calculation, data from 2011, 
2012 and 2013 were taken, which forced local governments to change their bud-
getary policy a few years before 2014. The next change (in force from 2011) was 
associated with a ban on enacting the local budget, in which the planned current 
expenditures exceed expected the current revenues with the budget surplus from 
previous years and available resources,
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• status change of Walbrzych in 2012 from urban commune into city with county 
rights (this influenced particularly the changes in the level of debt in these two 
forms of municipalities).

5. Conclusion

The survey indicates that between 2005 and 2015 the value of communes’ debt in 
Lower Silesia increased, even if in some years for particular types of communes the 
level of debt was decreasing. At the same time, one can observe the increase of GDP 
per capita, labour productivity, employment rate, average monthly salary and business 
density (only with some exceptions) in municipalities located there. However it must 
be underlined that in some periods debt growth rate was significantly higher than 
the growth of competitiveness measures. This situation was highly visible between 
2007 and 2011. 

In general it can be concluded that in most of the years of the considered period, 
municipalities’ debt changes were moving in the same direction as the changes 
of selected regional competitiveness measures, yet it cannot be clearly stated 
that the growth of municipalities’ debt in Lower Silesia influenced the growth of 
competitiveness measures, as there were several factors which determined the 
changes of all the analyzed variables. 

This study constitutes preliminary research for a broader analysis of the relation 
between regional competitiveness and local debt.
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