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Consumption as a Factor of Polish
Economic Growth During the Global
Recession of 2008/2009: A Comparison
with Spain and Hungary

Tomasz Jasinski' & Pawet Mielcarz'

ABSTRACT The economic recession of 2007-2009 proved to be a difficult period for most European economies.
Poland was among the few countries that recorded positive gross domestic product (GDP) growth
during that period. The main reason for its performance was that private consumption stimulated the
GDP. The goal of this study was to explore the reasons that private consumption in Poland did not
collapse during the economic recession through the substantial economic literature on this topic.
The study compared Spain, Hungary and Poland from 2007 to 2009 to find differences specific to the
latter. The most important factors differentiating Poland identified in this study were the confidence
of Polish consumers in the economy and a high propensity to spend resulting in lower savings. Ad-
ditional factors were a relatively low unemployment rate and relatively easy access to credit.

KEY WORDS: Poland; Spain; Hungary; GDP growth; consumption

JEL Classification:

G11,G12,G15

'Akademia Leona Kozmirskiego, Poland

Introduction
During the economic recession beginning in 2007, the
vast majority of EU countries reported experiencing
an economic contraction (Euromonitor, 2011). Eco-
nomic data indicated that Poland’s consumption level
was the main factor differentiating it from other EU
countries. It is worthwhile to explore this phenomenon
to determine why the consumption level was so robust
in Poland while other EU countries experienced dra-
matic declines in private spending.

The main goal of this study is to determine the fac-
tors that led to Poland’s atypical consumption level
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during the economic recession of 2007-2009. This will

be achieved through a comparative analysis of Poland

and two other European Union member states. One of
these countries is already well established within the

EU structure and bears a resemblance to Poland in

terms of size and population (i.e., Spain). The other is,

as is Poland, a relatively new member of the European

Community, shares a history of communism and is

also located in the Central Eastern Europe region (i.e.,

Hungary). Conclusions will be reached after answering

the following research questions:

o Which factors differentiated Polish consumption
from that of comparable EU countries in 2007-
20092

« How relevant are the existing theories on consump-

tion components in relation to the actual data?
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The second goal is to compare and contrast consump-
tion patterns in those three countries. Finally, this
study seeks to identify potential areas for further re-

search based on the initial findings of this article.

Consumption and Its Determinants

The research was a retrospective study focused on the
2007-2009 period and the determinants influencing con-
sumption patterns in the selected countries. The research
was primarily based on available secondary data pub-
lished by national statistics offices, Eurostat, the World
Bank, the World Trade Organization, the Organization
for Economic Cooperation and Development, the Inter-
national Monetary Fund and other similar institutions.

The economic literature does not provide a single,
common definition of consumption. However, the con-
sensus is that consumption is a process (Zalega, 2007, p.
12) that results in the satisfaction of needs. Those needs
can be fulfilled by the intake or usage, over a period of
time, of a certain good or service. For the purposes of
this study, consumption will be defined as the utilization
of economic goods in the satisfaction of wants or in the
process of production resulting chiefly in their destruction,
deterioration, or transformation (Merriam-Webster’s
11" Collegiate Dictionary 2004, entry: consumption).
This definition is well connected to the economic mean-
ing of consumption, meaning transforming one’s share
of income into goods and services.

Consumption alone amounted to approximately
57% of the EU’s GDP creation from 1996 to 2006 (Dre-
ger & Reimers, 2006, p. 2). As it plays a major role in
GDP creation, it seems reasonable to begin by identify-
ing the factors that influence it and will later be used as
the basis for the cross-country comparison. Identified
factors include:

« Disposable income;

o Expectations of the future;

« Influence of the shadow economy.

These factors are described below along with their re-
spective characteristics and sources of influence and

were also used in the empirical analysis.

Disposable Income

For consumption to be possible, there must be money
to spend. Such free resources are called disposable in-
come. This value represents how much a household is

actually able to spend as it pleases (Samuelson & Nor-
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dhaus, 1992, p. 231). It is obtained by subtracting taxes
from income and adding transfer payments from the
government. Each household can either spend (con-
sume) or save the money it receives.

There is evidence of a long-run relationship be-
tween disposable income and consumption (Paap &
van Dijk, 2003, p. 4). Data analyzed for the U.S. sug-
gest that there is a linear relationship between the two
values. Moreover, as the research indicates, “the growth
rate in consumption is larger than the negative growth
rate in income during recessions... even expected income
growth in the market sector predicts growth in market
consumption” (Baxter & Jermann, 1999, p. 3). This is
especially important for the analysis of the economic
downturn conducted in this study.

When analyzing disposable income, it is impor-
tant to highlight the role of private savings. Although
decreased saving rates mean that a household is able
to consume more, there is evidence from South Af-
rica that a very low level of private savings may, in the
medium-run, “hinder investment driven growth” and
“...falling saving rates imply reliance on foreign capital
inflows” (Aron & Muellbauer, 2000, p. 3). Moreover,
“borrowing or saving allows consumption smoothing”
(Jenkins, 2000, p. 4). It is important to note that “due
to a shortage of household data, most work on saving
has used only aggregate data” (Schmidt-Hebbel, Webb
& Corsetti, 1992, p. 9). It is significant “that most deter-
minants of savings identified in the literature also apply

to transition economies” (Chowdhury, 2004, p. 1).

Expectations

Economists have widely confirmed the impact of ex-
pectations on private consumption (Stephens, 2004, p.
3). These expectations may be measured using the Con-
sumer Confidence Index (CCI), which refers to a key
determinant of near-term economic growth (Ludvig-
son, 2004, p. 2). Expected job losses are one of the fac-
tors influencing the consumption level. It would seem
that to prepare themselves for a future job loss shock,
households decrease consumption and revert to saving.
Although there is a significant correlation between job
loss expectations and actual job loss, the expectations
do not noticeably influence household consumption
patterns (Stephens, 2004, p. 5). This may help to explain
why certain patterns did not change during the substan-

tially uncertain period of 2007-2009. Similarly,
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In addition to expectations concerning job stability,
the analysis of unemployment rates may be helpful due
to the assumption that high unemployment will result
in lower consumption, leading to a smaller contribu-
tion towards GDP formation. The negative relation-
ship between unemployment and consumption is be-
lieved to be expectations based (Barhoumi et. al., 2007,
p. 3). It is also believed that “economic growth is the
panacea solution for unemployment” (Wolnicki, Kwiat-
kowki & Piasecki, 2006, p. 1). Thus, it can be assumed
that relatively low unemployment should be associated
with relatively high GDP growth.

The economic literature regards the role of expecta-
tions as vital: “Economic theory without an explanation
of expectations will not be able to contribute towards an
understanding of macroeconomic phenomena” (Kantor,
1979, p. 17).

Shadow Economy
It is important to note that all of the theories presented
herein are based on official data. Unfortunately, ‘crime
and shadow economic activities are a fact of life around
the world” (Schneider, 2005, p. 2). It appears logical to
begin with a working definition of what a shadow econ-
omy (also known as black market or black economy) is.
It is described as a “market-based production of goods
and services, whether legal or illegal, that escapes detec-
tion in the official estimates of GDP” (Smith, 1994, p.
3). It involves activities such as illegal drug trafficking,
counterfeiting, piracy and prostitution. Thus, it is a mar-
ket of banned goods. It can also represent income re-
ceived from illegal activities, e.g., bribery or tax evasion.
An obvious consequence of black economy activi-
ties are distortions in the available national statistics, as
those involved would rather remain anonymous, and
this lowers reported government income. However,
Schneider (2005, p. 3) claims that the shadow economy
has a positive influence on a country’s official economy
by smoothing the effect of any shocks during economic
downturns, such as the recession of 2007-2009. During
periods of economic destabilization, those affected can
enter the shadow economy more easily than the official
economy. The reasons are the lack of legal constraints
or regulations and low entry costs. Therefore, although
a country may report an economic slowdown, business
activities are still being conducted, although they are

unregistered.

www.ce.vizja.pl

It is vital to note that activities in the shadow econ-
omy, although cushioning temporary shocks, decrease
tax income. This can result in decreases in the quantity
and quality of public goods, which may not be benefi-
cial in the long run. “Empirical findings ... show that
over 66 percent of earnings in the shadow economy are
immediately spent in the official sector” (Schneider &
Enste, 2000, p. 8). This is the primary reason that this
phenomenon is being described in relation to con-
sumption in this study. The assumption is that most,
if not all, gains in the shadow economy are transferred
into official consumption.

Due to its nature, it is difficult to obtain verifiable
estimates of activity in the shadow economy. Schnei-
der and Enste (2000, p. 10) used direct and indirect ap-
proaches. The direct approach is based on questioning
and extracting data directly from the society. Although
this approach can deliver quite detailed data, it is con-
strained by the respondents’ willingness to provide
true answers. Indirect approaches (also known as indi-
cator approaches) are based on macroeconomic indi-
cator analysis, such as comparing income and expen-
ditures, discrepancies in labor market data or energy
consumption. Therefore, the greatest limitation is that
any data provided are derived from “guess-timating”
(Thomas, 1999, p. 5), meaning making an educated
guess based on indirect data.

Table 1 provides a brief summary of the theories

presented in this section.

Methodology and limitations
The first step of the study was a literature review con-
cerning global consumption behavior. The aim of the
following section is to identify the factors influenc-
ing the levels and patterns of consumption behaviors.
This provided the theoretical framework used in the
analysis. The next section presents a comparative
analysis based on the secondary data. Finally, the last
section presents the study’s conclusions, highlighting
the differences between Poland and the two compari-
son countries.

This article should be regarded as initial study of
a broader phenomenon. Its findings could be used in
the process of designing detailed econometric studies
concerning each aspect of consumption with respect
to recessions in the context of the Spanish, Hungarian

and Polish economies.

Vizja Press&IT
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Table 1. Summary of Factors Influencing GDP Components

GDP Component Factor Author/s Impact
Disposable Income Samuelson and The greater the disposable income, the higher the
P Nordhaus (1992) consumption
Expectations Stephens (2004) The more positive the expectations offuture.incomes
Private (employment), the higher current consumption
Consumption Shneider (2000)

More developed grey market may dampen negative

Shadow Economy  Smith (1994) .
effects on consumption

Thomas (1999)

Table 2. Consumption and GDP Growth (Eurostat 2011)

Consumption

Country Hungary Spain Poland

Year 2007 2008 2009 2007 2008 2009 2007 2008 2009

Consumption/GDP 5409%  5208%  5141% | 5737%  5232%  5205% | 6062% 60,79%  6133%

Consumption change n/a 0,40% -7,90% n/a -0,60% -4,20% n/a 5,30% 2,60%

Real GDP growth 0,80% 0,80% -6,70% 3,60% 0,90% -3,70% 6,80% 5,10% 1,70%

Table 3. Consumption Distribution is Spain 2007-2009 (Spanish Statistical Office 2011)

Consumption distribution in Hungary

Consumer Expenditure 2007 2008 2009
Total 100,00% 100,00% 100,00%
Food and Non-Alcoholic Beverages 1361% 13,40% 13,23%
Alcoholic Beverages and Tobacco 3,12% 3,13% 3,14%
Clothing and Footwear 4.96% 4.81% 4.65%
Housing 16,62% 16,89% 17,22%
Household Goods and Services 5,02% 4,92% 4,80%
Health Goods and Medical Services 3,68% 3,74% 3,80%
Transport 12,05% 11,99% 11,88%
Communications 2,79% 2,88% 2,96%
Leisure and Recreation 9,47% 9,60% 9,74%
Education 1,36% 1,32% 1,28%
Hotels and Catering 19,28% 19,37% 19,45%
Miscellaneous Goods and Services 8,04% 7,94% 7,85%

CONTEMPORARY ECONOMICS DOI: 10.5709/ce.1897-9254.78



Consumption as a Factor of Polish Economic Growth During the Global Recession of 2008/2009: A Comparison with Spain and Hungary

Table 4. Consumption Distribution in Hungary 2007-2009 (Hungarian Statistical Office 2011)

Consumption distribution in Hungary

Consumer Expenditure 2007 2008 2009
Total 100,00% 100,00% 100,00%
Food and Non-Alcoholic Beverages 17,28% 17,49% 17,58%
Alcoholic Beverages and Tobacco 9,44% 9,93% 9,96%
Clothing and Footwear 347% 3,33% 3,40%
Housing 19,12% 19,28% 19,75%
Household Goods and Services 577% 5,55% 5,25%
Health Goods and Medical Services 3,55% 343% 3,38%
Transport 1561% 15,54% 15,51%
Communications 3,98% 3,92% 343%
Leisure and Recreation 7,57% 7,36% 7,37%
Education 1,11% 1,08% 1,07%
Hotels and Catering 521% 5,08% 5,26%
Miscellaneous Goods and Services 791% 8,00% 8,05%
Table 5. Consumption Distribution in Poland 2007-2009 (Polish Statistical Office 2011)

Consumption distribution in Poland
Consumer Expenditure 2007 2008 2009
Total 100,00% 100,00% 100,00%
Food and Non-Alcoholic Beverages 20,59% 20,43% 20,33%
Alcoholic Beverages and Tobacco 6,56% 6,55% 6,54%
Clothing and Footwear 452% 4.47% 4,41%
Housing 23,98% 24,13% 24,28%
Household Goods and Services 436% 435% 435%
Health Goods and Medical Services 4,04% 4.07% 4.10%
Transport 8,46% 8,35% 8,22%
Communications 3,37% 3,44% 3,50%
Leisure and Recreation 7.27% 7,26% 7,19%
Education 1,29% 1,29% 1,.27%
Hotels and Catering 2,82% 2,81% 2,79%
Miscellaneous Goods and Services 12,73% 12,87% 13,02%
www.ce.vizja.pl Vizja Press&IT
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The authors also acknowledge that future studies
could focus on other policy-making contexts in each of
the countries considered here, which would improve

understandings of the causes of some of the findings.

Empirical Analysis

This section analyzes the factors identified in the litera-
ture review as influencing consumption. An analysis
of the data should identify factors that are specific to
Poland and that helped to sustain its private consump-

tion during the recession of 2007-2009.

Consumption Patterns in Spain, Hungary and
Poland
As discussed in section 3, consumption plays a signifi-
cant role in GDP creation. This is why it is described
here as the first component of GDP and why a compre-
hensive analysis is required to describe it. It seems rea-
sonable to begin with an analysis of private consump-
tion with respect to GDP in the respective countries.
Table 2 presents consumption levels and changes
in Spain, Hungary and Poland. It appears that con-
sumption played the greatest role in Poland and was
not affected by the recession. It did not decline and
even slightly increased to reach a level of 61% of GDP.
However, consumption in Spain clearly declined. The
Spanish economy responded more rapidly to the glob-
al economic situation than the Hungary and Poland
economies, resulting in a decline in GDP by 2008. Al-
though Hungary and Poland faced similar conditions,

only the Hungarian people reacted negatively.

Consumption patterns in Spain

The rise in unemployment and GDP contraction led
to an observable decline in disposable income. Span-
ish consumption was believed to be fuelled by a real-
estate bubble (Eurostat 2011). The burst of this bubble
in 2008 made the recession even more painful. Table 3
presents the changes in the structure of Spanish con-
sumption in this period.

First, the recession affected the housing market.
Spaniards retreated from impulse purchases and some
branded products, primarily foodstuffs. They began to
shop more price-consciously. Retailers’ brands gained
in popularity because price was the greatest concern
(Euromonitor, 2011). Purchases were often made in

outlet shops that offered discounts of up to 50% (Euro-
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monitor, 2011). Table 3 depicts small downward shifts
in those categories. Housing spending, which refers
to rent, gas, and heating expenses’ share of total con-
sumption, increased. Due to high unemployment and
lower disposable income, Spanish restaurants suffered.
Although Spaniards tended to eat out less frequently,
they spent similar shares of their incomes on hotels
and catering as they had before (see Table 3). This
means that, as with other products, they simply sub-
stituted less expensive alternatives, such as fast food.
To conclude, as overall nominal consumption in Spain
decreased over the observed period, the consumption
patterns (i.e., each consumption category as a percentage

of total consumption) did not change significantly.

Consumption patterns in Hungary

Hungary began 2007 with sluggish car sales and a de-
clining the restaurant sector (Euromonitor, 2011).
More important, consumers had pessimistic attitudes
about the future. In 2008, they “...believe that it is not
worth trusting anyone or planning for the future” (Eu-
romonitor, 2011). In 2008, Hungary was declared the
most pessimistic country in the European Union. This
situation only deteriorated further in 2008. Hungar-
ians were already reducing their spending.

Hungarian consumption has declined consistently
since 2006. In 2008, consumer consumption fell by
7.9% (see Table 2). Moreover, contractions were re-
ported in nearly all demand sectors in Hungary (Hun-
garian Office of Statistics, 2011). Table 4 depicts Hun-
garian consumption patterns throughout the period
considered. It is worth highlighting that primary con-
sumption categories in Hungary and Spain differ. The
greatest share of Hungarian expenditures was devoted
to housing (rent and utilities), food and transport (i.e.,
commuting). As nominal consumption declined and
consumption patterns were not significantly affected,
it can be deduced that Hungarians also shifted to less

expensive, alternative goods.

Consumption patterns in Poland

According to the Polish Office of Statistics, all con-
sumption categories were on the increase (Polish Of-
fice of Statistics, 2011). During the period considered,
there were no major changes in Polish consumption
patterns, and the composition remained nearly identi-
cal (Table 5).

DOI: 10.5709/ce.1897-9254.78
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Due to wage increases, Polish households (Euro-
monitor, 2011) were able to purchase appliances, such
as dishwashers, refrigerators and electronics (mostly
LCD TVs). Those categories accounted for the bulk of
2007 consumption. Early 2008 witnessed a strong Pol-
ish Zloty relative to the U.S. dollar and the Euro. This
enabled Polish customers to import more goods and
increase their shopping and travel abroad, especially to
Spain, which reported a 31% increase in Polish tourists
in 2008 (Euromonitor, 2011).

Moreover, Polish restaurant and fast-food markets
did not stop developing and were expected to grow
8% annually (GFK, 2009). Based on this information,
consumption in Poland remained high due to demand
for non-essential goods and the lack of any significant

changes in consumption patterns.

Summary

The role that consumption played in each of the stud-
ied economies seems similar to the findings presented
in the theoretical review. Consumption’s role in GDP
formation only increased in Spain, while it fell in Spain
in Hungary. As the Polish economy was the only one
that did not contract, it can be assumed that nominal
levels (in national currency) also increased while de-
creasing in the other two countries, which reported
declines in GDP.

It is important to mention that consumption pat-
terns in all three countries remained at relatively un-
changed levels throughout the period considered,
which covers data prior to the recession and employs
2007 as a base. It is important to note that the major
expenditure categories in Poland were food, housing
(which also covers utilities) and miscellaneous goods
and services. These three groups accounted for approx-
imately 20%, 24% and 13% of total private consump-
tion, respectively (see Table 5). The first two groups
can be treated as necessities and may simply reflect
higher prices relative to earnings.

Hungarians’ income allocations were similar, with
food and housing representing the largest categories at
17% and 19%, respectively, and transport (15%) being
the third highest. In this case, over 50% of consump-
tion was devoted to necessities (see Table 4). This re-
sult assumes that transportation is connected to daily
routines (e.g., commuting to work). Housing expenses

also played an important role in Spaniards total ex-

www.ce.vizja.pl

penditures (approximately 17%). However, this catego-
ry was not as large as hotels and catering expenditures
(see Table 3), which continued to represent 19% of the
total. This result demonstrates the importance of Span-
iards’ social lives.

The data show that the recession did not influence
consumption habits in any of the observed countries.
Although greater emphasis might have been placed on
the price or quality of products purchased, no shifts
were made to accommodate new economic conditions.
Therefore, any changes in gross consumption were the
result of smaller amounts of money being spent and

were derived solely from nominal changes.

Expectations

The reason to begin the analysis by considering expecta-
tions is to capture the general economic attitude for each
of the selected countries. This approach should help to
place the other consumption factors into a more specific
context, which should facilitate understanding why cer-
tain processes occurred in a given country.

Consumer expectations can be measured using the
Consumer Confidence Index (CCI), which essentially
reflects general optimism in a given economy (1985=100
points). If the unemployment rate is low and GDP
growth is high, the confidence level should increase.
A high CCI results in increased spending, as households
feel confident about their future and income.

Spaniards were optimists before the economic
recession, with a CCI at approximately 90 points
throughout the first half of 2007 (Trading Economies,
2011). This was followed by a decline of 20 points. This
level persisted until the end of 2007, only to fall again
and remain at 50 points until February 2009. Then,
a sudden rise was observable, where the CCI reached
80 points and fluctuated around this value.

Hungarians were pessimistic about the economic fu-
ture even prior to the recession. In 2007, the CCI oscil-
lated between -50 and -55 points (Trading Economies,
2011). “In late 2007, it was reported that only 8% of Hun-
garians had a positive outlook on their economy” (Euro-
monitor, 2011). The year 2008 was no different, with an
observable trend of growing pessimism in the summer,
which then increased further throughout that autumn
and winter. The following year witnessed a further de-
cline in attitudes, with the CCI ranging from -60 at the
beginning of the year to a low of -70. Although there

Vizja Press&IT
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Table 6. Disposable Income in Hungary, Spain, and Poland, 2007-2009

Tomasz Jasiniski & Pawet Mielcarz

Disposable Income

is a rather grim figure. As with other factors, Spain was
affected before Central European countries.

Not only did Polish confidence not decline from 105
points, it grew somewhat in 2008 from a figure of 115 at
the beginning of the year (Trading Economies, 2011). It
fell below 100 in the last quarter to 85. The only signs of
pessimism were visible in the second quarter, when the
CCI reached 70 points. However, this was followed by
a rapid increase. The CCI oscillated around 85 points.
This figure is clearly below those observed in prior
economic recessions. However, the recovery was much
more rapid in Poland than in other countries.

The data show that Poles did not react with a sud-
den loss of confidence in 2008. Interestingly, they be-
gan to lose confidence as other countries have experi-

enced less economic pessimism.

CONTEMPORARY ECONOMICS

Country Hungary Spain Poland
Criteria/Time 2007 2008 2009 2007 2008 2009 2007 2008 2009
disposable income (PPS) | 11395 11395 11033 | 18949 19314 19235 | 10740 11104 11489
% change* -1.8 0,00 -3.2 29 19 -04 4.6 34 35
Savings (Gross) 1034%  842%  1091% | 1070%  1338% 1805% | 852% 3,70% 991%
Savings (Net)** 4,60 3,00 3,40 n/a n/a n/a 6,10 08 3,30
Note: Source: Eurostat; *source: OECD for 2007; **source: OECD
Table 7. Disposable Income in the European Union, 2007-2009
Disposable Income

Country EU27
Criteria/Time 2007 2008 2009
disposable income (PPS) 18976 19292 18967
% change* n/a 1.7 -1.7
Savings (Gross) 10,92% 11,13% 13,20%
Savings (Net)** n/a n/a n/a
Note: Source: Eurostat; *source: OECD for 2007; **source: OECD

were signs of recovery at the end of the year, -50 points Disposable Income

Introduction
As described in section “Methodology and limitations”,
disposable income influences consumption, as it repre-
sents the amount of money available to a given household
to spend. It is briefly analyzed here to place the consump-
tion patterns described in section 4.1 in a broader context.

Tables 6 and 7 present the per capita real adjusted gross
disposable household income. It was obtained by divid-
ing gross disposable income by purchasing power parities
(PPP). PPP’s role is to eliminate the differences in price
levels between countries during the conversion process
(OECD, 2011). This enables a relatively better compari-
son of countries with different currencies. EU27 repre-
sents the average for the whole European Union.

Based on these data, Polish consumers were the
poorest (of the three countries) before the economic

DOI: 10.5709/ce.1897-9254.78
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Poland
Lithuania
Hungary

Latvia
Greece
Italy
Portugal
Belgium

Spain
Estonia
France 13,50
Slovenia
Finland 16,10
Sweden 16,80
Germany 15,70
Ireland 14,50
Austria 9,70
United Kingdom 11,00
Denmark 16,40
Netherlands 11,60

Slovak Republic 18,70

27,80
30,80
24,80

39,90
26,90
24,00

20,80
20,00
Czech Republic 18,80
20,90

38,70

27,80

[H shadow Economy as % of GDP 2004

9,00 14,00 19,00

24,00 29,00 34,00 39,00

Figure 1. Shadow Economy Relative To GDP in 2004. Schneider, F. (2005). Shadow economies around the world: what do

we really know? European Journal of Political Economy, 21(3), 598-642.

recession occurred. However, while Polish consump-
tion was approximately 5.5% lower compared to
Hungary, they were both far behind Spain, where con-
sumption was at the EU’s average level. Changes in dis-
posable income in the three countries differed substan-
tially. While disposable income increased in Poland,
Hungary experienced a noticeable decline and Spain
performed somewhat better than the European mean.

Shadow Economy
As noted in the literature review, black markets may
play a crucial role during a recession. The following
data were obtained from OECD research on this sub-
ject. Although accurate figures on the shadow econo-
my’s impact on the official one are difficult to obtain,
there are tools available to provide a sophisticated es-
timate. The most substantial remaining problem is the
lack of any feasible means of validation.

Tafenau, Herwartz and Schneider (2010, p. 2) con-
ducted a study in which they combined a multiple in-
dicators, multiple causes (MIMC) model with aspects

www.ce.vizja.pl

of spatial econometrics to diminish the error rate.
Additionally, these researchers provided the first esti-
mates of the size of shadow economies in 238 Euro-
pean Union regions using NUTS 2 (Nomenclature of
Territorial Units for Statistics 2) classifications. How-
ever, the topic has received insufficient scholarly, and
the methods to examine it are being constantly revised
to deliver more precise data.

In the MIMC model, the “shadow economy is for-
malized as the outcome of its causes like tax rates and
the degree of regulation or unemployment on the one
hand. On the other hand, there are variables thought
to indicate the size of the shadow economy, for instance,
currency ratios or the rate of labour force participation”
(Herwatz, Schneider and Tafenau, 2010, p. 3).

The use of the NUTS 2 classification means that re-
gions with populations of between 800 thousand to 3
million inhabitants were taken into consideration (Eu-
ropean Parliament, 2003). The researchers were able to
estimate each region’s shadow economy level relative to
the official GDP level (Figure 1). The study also permits

Vizja Press&IT

13




14

| Vol.7 | lssue2 | 2013 | 5-16

a comparison of different calculation methods. Al-
though the data concern 2004, they depict the situation
when the global economic situation was fairly stable.

Using a slightly different method, Schneider (2005,
p. 3) was able to estimate unofficial economy levels for
the 1999-2006 period for transition countries including
Hungary and Poland. A downward trend was observed,
showing that the black market is weaker when the of-
ficial economy is in a boom, as in Hungary and Poland.

Regardless of the method used, it is clear that Po-
land has one of the largest unofficial economies in Eu-
rope. Schneider (2005, p. 2) found that the scope of the
unofficial economy declined as the official economy
boomed. The figures for the percentage of the unoffi-
cial economy in overall economic activity in 2006 were
26.5% and 24.4% for Poland and Hungary, respective-
ly. Assuming that this trend was substantially reversed
during the economic downturn, the Polish GDP would
have to be adjusted by up to approximately 30%, while
the Hungarian and Spanish adjustments would be ap-
proximately 25% and 20%, respectively (Figure 1).

However, the data are not consistent with the theo-
retical assumptions. Despite the size of the shadow
economy in Spain being the lowest of the three coun-
tries, Spain was the most affected from the GDP growth
point of view. The Hungarian economy contracted to
the greatest extent. With the largest unofficial economy,
Poland was able to maintain low but positive growth.
However, countries with significantly larger shadow
economies also suffered from the recession.

This suggests that a shadow economy’s ‘cushion’ ef-
fect may have limitations, such as the overall size of
the economy. This factor alone cannot be responsible
for Polish GDP growth during the recent crunch, but it
should not be omitted.

Conclusions

Private consumption plays a crucial role in GDP forma-
tion. This is especially the case in Poland, where private
consumption accounted for over 60% of GDP. This share
was higher than those of Spain and Hungary. Interest-
ingly, consumption patterns remained unchanged during
the 2007-2009 period. This result means that households
spent money in the same way they did prior to the global
recession. Therefore, only less expensive or more efficient
substitutes were selected, or suppliers decreased their

prices to make their products more affordable.
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The fact that consumption patterns remained con-
stant in all of the countries studied throughout the
2007-2009 period seems to support the theories pre-
sented above. It also appears that all types of consump-
tion, irrespective of importance, changed in nominal
terms but the proportions remained constant. It is also
important to note that Polish consumption was pri-
marily devoted to basic needs, such as housing, food
and drink, or transportation. These goods may be
considered necessities. Thus, it could be argued that
the increase in Polish consumption might have been
sustained by the relatively high prices of basic needs
rather than a general propensity to spend.

Based on the relevant literature, 3 main factors were
considered factors influencing consumption levels.

Disposable income represents the amount that
households had available for consumption. Of the
three selected countries, Polish consumers were the
poorest; however, not only did Polish consumers not
reduce spending, they increased it. This might have
been due to a reduced tendency towards savings. In
contrast to their Spanish and Hungarian counter-
parts, Polish consumers began to increase spending
rather than savings. Reduced savings during a period
of uncertainty seem to contradict prior theories on
the subject. Another question of strategic value arises
from the theoretical argument that lower savings may
be hazardous for a particular economy in the long run.
Poland exhibits different characteristics from the situ-
ation in 1992 when consumers were sensitive to short-
run shocks (Gorecki, 1994, p. 3)

Polish consumers also did not lose the confidence
in the economy and remained generally optimistic.
They had strong positive expectations for the future,
and while this positivity declined, it did not do so to
the extent observable in Spain and Hungary, which
remained the most pessimistic. Optimism supported
by relatively low unemployment, especially long-term
unemployment, appears to have contributed to growth
in Poland. The CCI was the lowest in Hungary, and
this country reported the greatest decline in GDP. The
role of consumption in GDP formation diminished the
most in Spain.

The shadow economy might have been responsible
for dampening the effects of the economic downturn.
Assuming that the estimates were correct, Polish GDP

values should have increased by nearly one fourth. Al-
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though Hungary and Spain were also believed to pos-
sess well-developed grey markets, those countries suf-
fered from decreases in consumption. Unfortunately,
due to the illegal nature of this phenomenon, it is dif-
ficult to determine its actual influence. It can be treated
as a supplementary factor to be used in conjunction
with general consumption attitudes.

In summary, it seems that, unlike that in other
countries, Polish consumption was rather unaffected
by the global recession. Moreover, Poland reported an
increase in consumption. It appears that this increase
was primarily the result of high Polish morale. Con-
fidence in the economy and a general propensity to
spend rather than save was connected to the availabili-
ty of credit. Additionally, relatively low unemployment

also helped to sustain consumption.
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