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The coalition for reduction
of the public debt

In 2010 FOR took a lead of coalition of 6 NGOs
and started a public campaign against the rising
public debt. Later we were joined by more than 40
other organizations.
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The Public Debt Clock

01 The most visible part of the campaign is “Public Debt
Clock” in the very center of Warsaw, displaying
constantly the changing total publlc deb’r dnd public
debt per capl’rq |

em——



The Public Debt Clock

The Public Debt Clock shows an estimated value of the
national debt, calculated on the basis of the quarterly-
delayed data published by Polish Ministry of Finance

The status of the Public Debt Clock is regularly
upgraded after every publication of new official
statistics.



Location of the Public Debt Clock
=

o ,,The Public Debt Clock” is located in the heart
of Warsaw at the crossroad of Marszatkowska
and Aleje Jerozolimskie streets. It is the busiest
intersection of the Polish capital.




Location of the Public Debt Clock

Our “Public Debt Clock” is situated close to such
landmarks as the main railway and underground
stations, The Palace of Culture and Science, popular
shopping malls, corporate skyscrapers and prestigious
hotels. The number of people passing that place
monthly is estimated at 6 million people!

www.dlugpubliczny.org.p|




The Public Debt Clock Online
B 1 T

1 ,,The Public Debt Clock” is also available online -
www.dlugpubliczny.ora.pl - with breakdown

of governmental revenues and expenditures,
recommended publications, etc.
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The Public Debt Clock Online
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The Public Debt Clock in the media

The launch of the debt clock was widely commented
on the front pages of all important dailies

in Poland. It included most influential titles like
Gazeta Wyborcza (second-largest daily
newspaper), Metro, Dziennik Gazeta Prawna

and Puls Biznesu (the most popular business
newspaper). Many articles and comments also
appeared in these newspapers during the debate
sparked by our debt clock.



The Public Debt Clock in the media

- DruGPuUBLICZNY
| 1

o1 Front pages of Dziennik Gazeta Prawna, Metro and

Puls Biznesu.ww i ‘




The Public Debt Clock in the media

The launch of the Public Debt Clock was shown

in the major news programmes on television:
Teleexpress, Wiadomosci (TVP1), Panorama (TVP2),
Fakty (TVN), Wydarzenia (POLSAT)

And on the radio: RMF FM, Radio ZET, | & lI
Program Polskiego Radia, Radio PiN, ESKA



Polityka’s Events of the year 2010

FlesZANGHEY

wy prezydent. Gdy Donald Tusk wycofal sig

walki, cztonkowie Platformy wybrali nam w pra-
wyborach - i i
W sierpniu 53 proc. spoleczenstwa potwierdzito ten
wybdr i na nic zdata sie ,przemiana” larostawa Kaczyn-
skiego, ktdry kandydowal pod hastem ,zakodczenia
woiny polsko-poiskiej". Prezes PIS weiaz uwaia, ie elek-
cja nastapila przez pomylke i nazywa glowe panstwa
_panem Komorowskim". Prezydent nie dat sie sprowo-
kowaé, wybral powaing polityke - w grudniu spotkal sie
2 prezydentami: Dmitrijem Miedwiediewem, Barackiem
Obama i Christianem Wullfem.

0 Polityka weekly
acknowledged the ,,Public
Debt Clock” as the most
important economic event of
2010. The information
concerns the fact, that the

“Public Debt Clock” was
launched by Prof. Leszek

Balcerowicz (Founder and

cowy Kongres Kobiet, pod haslem , Kobiety

dla Polski - Poiska dla kobiet", na dobre
wprowadzil kwestie parytetow do debaty

publiczne). Potem Henryka Krzywonos L] L4
(na zdjeciu obok Jolanty Kwasniewskiej,

takte aktywnej uczestniczki Kongresu Ko-

biet) miata odwage powiedziet na 30-leciu

Solidarnosci, ze ,krew ja jasnista zalewa, bo

pan Jarostaw obraza nas wszystkich”, i ze

teraz , prawdziva Solidamosé tojest u niej [ ] L4
w domu", Parlamentarzysci nie okazali si¢

solidami z kobietami, bo zagwarantowali

jedynie 35 proc. miejsc na listach. W wybo-

rach samorzqdowych Hanna Gronkiewicz

Waltz juz w pierwszej turze pokonala ficz-

nych meskich konkurentow, a w rzadzonej
od wielu lat przez pandw todzi 2wycigiyta
Hanna Zdanowska. Chot Partia Kobiet °

nadal nie odgrywa roli w polityce, to w po-
wstajacej partii Polska Jest Najwazniejsza
najwatniejsze wydaja sig whadnie kobiety
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Polityka’s Events of the year 2010
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fug. Pod koniec wrzesnia, w samym centrum Warsza-

wy, ruszyl licznik dlugu publicznego zainstalowany
przez Fundacje Obywatelskiego Rozwoju (FOR) Leszka
Balcerowicza. Na poczatku pokazywal, ze dlug Polski prze-
kracza 724 mid zi, czyli 19 tys. zl na jednego mieszkarca
kraju. Dzi$, po dwéch korektach wynikajacych ze zmian
kursowych i z nowych danych naplywajacych z Minister-
stwa Finansow, wzrdst o blisko... 40 mld. Teraz kazdy Polak
ma teoretycznie do splacenia ponad 20 tys. zl. Pedzace
cyfry grozg i ostrzegajq: rodacy, trzymajcie sie za kieszen.




The Public Debt Clock in popular culture

N
11 The theme of the debt clock has started to appear

in popular culture (e.g, an episode about debt clock

in a famous Polish sitcom ,,.Swiat wedlug Kiepskich”)

Source:


http://www.ipla.tv/

Basics of Public Debt

The launch of the “Public Debt Clock” in September
2010 was followed by the publication of the Basics of
the Public Debt — series of 20 short articles answering
most frequent questions (“why public debt is bad?”;
“what can we do about it”2). It was published in the
popular free newspaper Metro and online. Onet.pl
(popular website) published Interesting figures showing
the scale of unnecessary public expenditures.

Qur cyclical projects (educational comics and economic
seminars) were also devoted to a large extent to the
subject of the public debt and government expenditure.



The Basics of the Public
Debt

www.dlugpubliczny.org



1. Why is the Polish public debt
dangerous?

The biggest problem is the debt’s rapid rate of growth for the simple
reason that the higher the debt, the higher the cost of its maintainance. If
Poland is viewed by investors as a country that may have problems paying
off its debt in the future, it will become more difficult for us to find buyers
for our bonds. We could then continue becoming more indebted but at
worse conditions (higher interest rate).

If the public debt stops growing and stabilizes at the current level of
around 50 to 55 per cent GDP then, given favorable circumstances, we
could keep rolling it over indefinitely.* But this too has a high price — in
2010 alone the cost of maintaining the public debt will be more than 38
billion zloty. This is the equivalent of over 200 km of highways — more than
we have built in 20 years. And this is just the cost of maintaining the debt
for one year! That is why we must reduce the debt.

*Rolling over a debt means paying off treasury bonds due for payment not
from savings but from a new debt.



2. What is the difference between

_ the public debt and a budget deficit?

71 There is a significant difference between the public finance sector and the
budget.

71 Public finances include the government budget, municipal budgets and many
different non-budgetary funds, the largest of these being FUS (the social
insurance fund).

1 The public debt is the sum of debt from those three sources. At the end of
2009, the total debt amounted to around 670 billion zloty. Of this, 624
billion zloty was generated by the central government, 39 billion zloty by
municipalities and seven billion zloty by FUS.



2. What is the difference between
the public debt and a budget deficit?

Our national public debt definition is slightly narrower than that of the EU.
Eurostat, the EU statistical bureau, also adds for example obligations
incurred by the National Road Fund. According to the most recent
government forecast, the public debt will be 751 billion zloty (53.2 per cent
of GDP) by the end of 2010 whereas according to EU calculations it will be
783 billion zlotys (55.4 per cent of GDP).

The budget deficit is the difference between government’s expenses and
revenues in a given year. The budget deficit is a part of the public finance
deficit, which also encompasses municipal deficits and extra-budgetary
funds (i.e. FUS). Every year the public debt grows by the portion of the
budget deficit, which is financed by credit (emission of bonds and treasury
obligations), rather than revenues from the sale of public assets.



3. What is a safe level of debt
and deficit?

The smaller the debt (the public debt being the sum of loans taken in the
past by the government, municipalities and other public institutions) and the
deficit (the difference between the expenditures and the revenues of the
government, municipalities and other public institutions in a given year) the
better. Still, it is hard to assign concrete optimum values. In 2010, Romania
and Latvia were in danger of bankruptcy and they had to receive
international aid from the IMF and the European Commission. According to
the latest European Commission estimates from spring 2010 Romania’s
public debt for 2010 will reach 30.5 per cent of GDP while the deficit is at

eight per cent of GDP.

The analogous values for Latvia will amount to 48.5 per cent of GDP and
8.6 per cent of GDP. At the same time, Great Britain was borrowing money
to finance it’s deficit, which in 2010 is supposed to amount to 12 per cent
GDP with a debt reaching 79.1 per cent without major problems (although
there is currently a discussion about fixing public finances in the UK). Where
does this difference come from?



3. What is a safe level of debt
and deficit?

The UK is one of the most developed countries in the world, which has been
paying off its debts regularly for the past several hundred years. The last
time the UK had to restructure its debt was in the 1930s. On the other side,
Latvia is a relatively poor country, which has only been on the map of
Europe for the past 20 years. Romania’s credit credibility is also not much
better — this country did not pay off its foreign debts in the years 1933 —
1958, 1981 — 1983 and 1986.

Also, the perception of a “safe” level of debt and deficit is constantly
changing. Before the financial crisis investors were happy to buy Greek
bonds and weren’t bothered by the fact that the Greek debt was hovering
around 100 per cent. After the eruption of the financial crisis investors
became considerably more nervous, the country’s deficit rose and Greece
found itself on the verge of bankruptcy.



4. Can the Polish debt be paid off?

Before we get to debt repayment, we have to first slow down and then halt
the debt’s rise. In the past, a few countries managed to stop the growth of
indebtedness and in doing so, considerably lowered their debt to GDP
ratio. Examples for Poland could be:

Chile, which in 1989 — 1998 reduced the public debt from 46.2 per cent to 12.9
per cent GDP. The reduction of the public finance deficit was responsible for
more than half of this drop while the rest was accounted for by the rise in GDP.

Turkey, which in the years 2001 — 2007 reduced its public debt from 77.6 per
cent to 39.4 per cent of GDP. As much as 70 per cent of this reduction was
accomplished by lowering the deficit (mainly by raising taxes), whereas 30 per
cent was caused by rising GDP.

Bulgaria, which in the years 1998 — 2009 reduced the public debt from 96.4
per cent of GDP to 18.7 per cent of GDP. Half of this drop was a result of
lowering the deficit (mainly through limiting spending) while the rest came from
rising GDP.

South Africa, which in 1998 — 2008 reduced its public debt from 57.2 per cent
of GDP to 22.5 per cent of GDP. In this case, the main cause was the rapid
growth of GDP but lowering spending also had a significant effect.



4. Can the Polish debt be paid off?

An analysis of the experiences of countries that had the largest public debt
reductions in relation to GDP has allowed us to derive several general
results.

First of all, in developing countries more than half of this improvement
resulted from the quick rate of economic growth whereas about a third
resulted from curbing the public deficit.

Secondly, a lasting fall in the public finance deficit resulted on average
from a 70 per cent reduction in public spending and only 30 per cent from
raising taxes.

Thirdly, in developed countries nearly the whole reduction of the public
debt to GDP ratio resulted from a decrease in the public finance deficit,
which was in equal measure caused by a cut in spending and a hike in
taxes.



5. Is most of the Polish debt foreign?

No. At the end of 2009 the public debt was 670 billion zloty of which
foreign debt accounted for 250 billion zloty. The remaining 420 billion
zloty were a debt to national financial institutions and individual investors. It
should be noted, that foreign investors not only purchase Treasury bonds
denominated in foreign currencies but also those denominated in Polish
zloty. In effect, at the end of 2009 the foreign debt of the public finance
sector was almost 75 billion zloty larger than the indebtedness of the
country resulting from emitted bonds and credit drawn in foreign currencies.

Poland’s entire foreign debt is not only made up public debt owned by
foreign entities but also the private debts of Poles and Polish companies in
foreign currencies. Except for the above-mentioned 250 billion zloty of
foreign-owned public debt, Poland also had an additional 550 billion zloty
foreign debt of which:

176 billion zlotys were the debts of the banking sector
15 billion zlotys were borrowed by NBP (the national central bank)
357 billion zlotys were borrowed by private investors and companies



6. When did this public debt arise? Maybe the debt

should be paid off by the generations that are mainly
responsible for generating it?

Almost half of the public debt was generated in the last 10 years. In 2000,
the Polish debt was only 365 billion zloty (in 2010 adjusted zloty) and it is
supposed to get to 751 billion at the end of 2010.

A considerable portion of this rise in the public debt results from the
gradual disclosure of future pension obligations. From 1999 until 2009 ZUS
(the Polish social insurance and pension fund) moved more than 140 billion
zlotys in pension payments to OFE (the market-based pension funds) and
was refunded this amount from the national budget. If these funds had
stayed in ZUS then our registered public debt as published by GUS (the
national statistical agency) and Eurostat would be smaller than at present
but our hidden debt would be larger. A country’s entire debt is the sum of
its official debt, which results from the emission of bonds and obtaining
credit and the debt hidden in the pension system. An incremental disclosure
of pension obligations — or the hidden debt — increases the transparency of
public finances. Between the years 1999 to 2009, the amount of refunded
pension obligations combined with interest increased the registered public
debt by approximately 170 billion zlotys (13 per cent of GDP).



6. When did this public debt arise? Maybe the debt
should be paid off by the generations that are mainly

responsible for generating it?

= The rapid increase of the public debt over the last three years is due to two
factors:

The global financial crisis and the economic slowdown in Poland, which caused a
decrease in tax revenue and an increase in public spending (for example for
unemployment benefits).

Cuts in taxes and contributions by the previous government. This was not
accompanied by a proportional decrease in public expenditures, and in effect,
the massive budgetary hole has to be patched up with loans and revenues from
privatization.

Our debt in relation to GDP was the lowest in the year 2000 (37.6 per cent)
and from that time on is has been rising quite systematically. This year will see it
rise to the 55 per cent level.



7. Can a country go bankrupt? What happens then?
Is there is a debt collection agency that can take over
a country’s wealth?

Colloquially we talk about a country’s bankruptcy when it is not able to
make its debt payments on time. As opposed to companies, for which
bankruptcy means disappearing from the market (the closure of a firm),
contemporary bankruptcies of countries do not signify their liquidation.
National governments have the right to levy taxes to pay off an
outstanding debt, which generally means a longer payback time than
originally planned. This is why it is more appropriate to describe the
problems countries have with debt repayment as a loss of financial liquidity
or a temporary inability to pay.

The consequence of losing liquidity or being unable to pay back debts is in
a significant way determined by the nature of the country’s creditors. For
example, in mid-2010 the national public debt in Poland was 721 billion
zloty of which 520 billion zlotys was debt incurred in Polish zloty while 201
billion zloty was incurred in foreign currencies. In reality our obligations
towards foreign investors were larger because aside from currency
obligations they also owned close to 100 billion zloty in obligations
denominated in zloty.



7. Can a country go bankrupt? What happens then?
Is there is a debt collection agency that can take over
a country’s wealth?

A country can always suspend the payment of debts incurred in the national
currency or a foreign currency. In the first case, governments can make it
easier to pay off debt allowing inflation to rise. In this way they lower the
real value of the debt. The weight of this kind of maneuver is borne by all
investors who bought bonds denominated in the national currency as well as
all citizens in possession of cash.

When a country suspends the payment of its foreign debt it has to take into
consideration the fact that in the future it will be avoided by investors. Who
wants to invest in a country that doesn’t pay off its debts¢ This country might
also have problems with entering international agreements. The problems
with getting foreign loans will also be borne by the country’s businesses.

Countries that have problems paying off their debts try to restructure their
debt. This usually means a longer repayment period, temporary aid from
other countries or multi-national institutions in order to obtain more loans
(for example at a lower interest rates) or eventually the cancellation of a
part of the debt.



8. Germany, Great Britain, France and ltaly all have a higher
debt to GDP ratio than Poland. So our situation is not that bad
— maybe we are unnecessarily worrying about our debt?

First of all, the growing debt in the developed economies of Western
Europe is also unnerving public opinion, politicians and economists. The new
British government is implementing an austerity program that is supposed to
bring the UK public finance deficit down from over 10 to two per cent of
GDP between 2010 and 2015 and that will cost half a million workers on
the government payroll their jobs. The Germans wrote into their constitution
a near complete prohibition of running a deficit due to come into effect in
2016 on the federal level and 2019 on the lande (provincial) level. Even
France has started to save by raising their retirement age slightly.



8. Germany, Great Britain, France and ltaly all have a higher
debt to GDP ratio than Poland. So our situation is not that bad
— maybe we are unnecessarily worrying about our debt?

1 Secondly, western countries are not only richer than us but also considerably
more trustworthy for investors in the financial market. It would be better to
compare Poland with other countries in the region that have a similar GDP
per capita.

Poland doesn’t measure up well in this kind of comparison:

Only Hungary has a higher public debt to GDP ratio and they would have
bankrupted without international help.

Only Latvia, Lithuania and Romania have higher public finance deficits and of those,
only Lithuania didn’t need the help of international institutions.



8. Germany, Great Britain, France and ltaly all have a higher
debt to GDP ratio than Poland. So our situation is not that bad
— maybe we are unnecessarily worrying about our debt?

Thirdly, Poland is still a developing country. A high public debt halts the rate
of growth in Poland and in effect lengthens the amount of time it will take
to catch up to developed countries. Instead of spending public money on,
for instance, roads and education we are spending around 2.5 per cent of
GDP only on debt interest. Nowadays, Poland pays bondholders one of the
highest interest rates among EU countries. Aside from that, the country’s
growing debt limits the amount of funds that financial institutions set aside
for business loans. In effect, a high public debt halts private investments in
the economy, which also limits the rate of Poland’s development.



9. Where does the Polish government hide debt?
How do EU and Polish methodologies differ?

According to the latest forecast by the European Commission (from Nov.
2010) the Polish debt at the end of 2010 will be 785 billion zlotys, so 55.5
per cent of GDP. At the same time our government keeps telling us that we
are not in danger of crossing the legal public finance debt threshold of 55
per cent GDP. At the end of the year, the debt is supposed to be “only”
751 billion zlotys so 53.2 per cent. Where does this difference come from?

The Polish government and the European Commission have different
definitions of the public debt. The key difference is the classification of the
National Road Fund (NRF), which according to the Commission is a part of
public finances while according to our government it is not. Unfortunately,
the European Commission is right because the debt incurred by the NFR has
to be paid off by Polish taxpayers. Besides, the Polish government agrees
somewhat with the Commission and they calculate the debt according to
both the national and the EU methodologies. So why all this confusion?



9. Where does the Polish government hide debt?

How do EU and Polish methodologies differ?

1 The national methodology was designed for the sole purpose of lowering
the risk of crossing the cautionary threshold of 55 per cent, which obligates
the government to implement concrete and mandatory savings (ie. freezing
public sector wages, raising pensions and welfare payments only according
to inflation). Since savings are not popular, the government would rather
change the definition of the debit.



10. The government announced that it negotiated this change in
debt calculation with the European Commission. What can these
changes mean for the size of the Polish public debt?

The announcement about the European Commission’s more elastic approach
to calculating the size of the deficit and the public debt does not mean any
changes in the actual accounts of our obligations. Eurostat will continue to list
all of our Treasury’s bonds, regardless of whether they were emitted into
order to refund OFE contributions or to cover other budgetary expenditures
(ie. contributions to KRUS). The proposition of the European Commission’s
leadership is that countries, which have mandatory capital funds are
supposed to be treated more gently in terms of the Stability and Growth
Pact criteria. Up until now, however, no binding decisions have been made.

The refund of the OFE transfers are nothing more than paying off
obligations to current pensioners. Because the people who are working
today are saving a portion of their incomes in OFE, ZUS has less money to
pay the pensions of today’s retirees. In the future, the public expenditures on
pension payments will be smaller than if we only pay pension contributions
into ZUS. If however we do not note the rise in public expenditure, our future
cost of buying back bonds issued today to refund OFE contributions will be
higher.



10. The government announced that it negotiated this change in
debt calculation with the European Commission. What can these
changes mean for the size of the Polish public debt?

If the European Commission were to agree to fully exclude these costs it
would only be an accounting exercise. As long as the refund of OFE
transfers is not covered from a budgetary surplus (such as revenues from
privatization) it will increase our need to borrow. Polish taxpayers will keep
paying interest on the whole debt, which they will still have to repay in the
future.

The reaction from Brussels inspires the following reflection: instead of
decreasing the value of the public debt in strictly an accounting sense, it
would be more appropriate to begin a process through which all EU
countries are obliged to disclose the value of their obligations towards
future retirees. Poland has disclosed a lot more of these obligations than the
remaining EU countries. However, it would be much more difficult to get the
member states to agree to this kind of solution.



Contact to coalition coordinators

Civil Development Forum (FOR)

Al. J. Ch. Szucha 2/4 lok. 20
00-582 Warszawa

tel. +48 22 628 85 11

fax +48 22 213 37 85

e-mail;

Aleksander taszek — Project manager
e-mail:

+48 695 286 386

Emilia Legieta — Director of Communications
e-mail:

+48 691 232 993
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Contact to other coalition initiators

Polska Przedsiebiorcza
Bogna Gozdowska , +48 515 229 844
e-mail:

Forum Mlodych PKPP LEWIATAN
Adam Organiszczak , +48 792 880 522

e-mail:

Samorzqd Studentow Szkoty Glownej w Warszawie
Piotr Mqdry, +48 608 741 714

e-mail:

Studenckie Forum Business Centre Club
lgor Wyzycki
e-mail:

Stowarzyszenie Polska Miodych
Ewa Furmanek, +48 507 002 010
e-mail:
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