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			Introduction

			Development of Polish economy which belongs to the group of countries catching up with the leaders in knowledge-based economy is determined by the following key factors: 

			
					globalisation processes including financial sectors, 

					increasing conflicts between the global processes and national states, 

					increasing dynamics of technological changes, 

					decreasing labour resources, alarming disparities in the income distribution, 

					aging of European population, 

					regional integration processes, 

					relocation of global economic centers towards Far East and Latin America,

					the phenomenon of secular stagnation present in highly developed countries,

					fundamental transformation of the existing model of market economy.1

			

			All these phenomena outline new conditions for competing on the open market. Prerequisite for achieving and maintaining competitive advantage is high innovative capacity on the micro- and macro-economic level. 

			It was expected that the considerable public aid from EU structural funds dedicated to innovation would stimulate growth of innovativeness of Polish economy in the global competition race. The aid provided in the Operational Programme Innovative Economy, 2007–2013 totalled 8,3 billion euro, and 9,7 billion euro (Weresa, 2015) in the Human Capital Operational Programme. However, the transfer of structural funds failed to produce the expected results. Innovativeness of Polish enterprises at the time of absorption of those funds did not improve but in fact fell and Poland dropped in the EIS 2014 ranking (European Innovation Scoreboard) from the 5th to the 4th position from the bottom. In 2014 Poland ranked 24th among 28 EU countries in terms of innovativeness, that is the penultimate group among the four so-called moderate innovators groups. According to The Global Competitiveness Report 2014–2015 (2014) Poland ranked 43rd among 144 countries worldwide in terms of competitiveness.

			Although in the years 2004–2013 one could observe convergence of the real GDP/per capita against the EU average, at the same time we noted lack of this convergence in terms of the development of Polish innovativeness system. In 2015 the NIS picture of Poland determined by 22 indicators compared to their median value in the OECD countries showed only three indicators above the median, these were: two factors related to remote communication and one concerning co-operation in the area of patenting activities together with foreign inventors. The number of patents registered by local inventors in the European Patent Office increased threefold in the period of 2007–2012, that was 10 times less than the EU average (Weresa, 2015). 

			A question which as yet has not been fully addressed in the rich subject literature is the identification of the cause of inefficiency of the pro-innovative public EU aid for Polish enterprises. 

			The aim of the undertaken by the team of researchers at the Institute of Economics of the Polish Academy of Sciences is to establish interrelationships between the current stage of development of the Polish economy and determinants of its innovative capacity in the context of absorption of EU structural funds. 

			It is hypothesized that the current stage of transition between investment-driven (maximising of effectiveness) and innovation-driven economy stimulated by a qualitative criterion (knowledge maximizing) outlines the main supply-side and demand-side determinants of innovation processes that condition efficiency of EU structural funds’ pro-innovative support. These factors define the direction of changes in the transitional development stage. 

			Individual chapters present a number of detailed hypotheses that are then verified on the basis of empirical data. The research was undertaken in the years 2007–2013. Empirical analysis covered 85 innovative industrial enterprises which implemented new significantly improved product, process or management method in the analysed period. According to the OECD’s definition an innovative enterprise is one that has implemented at least one innovation in the period considered. 

			The research involved questionnaire surveys, interviews as well as a model of the level of economic development and innovativeness developed together with Biostat. 

			Individual subject areas have been presented in 6 chapters of the study. The first chapter of the monograph presents analysis of conceptual theories related to the stages of economic development. This is where evolution of the main growth and economic development theories has been outlined. There is particular focus on the M. Porter’s model identifying development determinants (diamond model) as well as the concepts of the four-stage development. Furthermore, applicability of this model in the modern economy context is presented. The theoretical conside-rations have been supplemented by the quantitative characteristics of the present stage of Polish economy development. The study revealed that it is in the transition between the second investment-driven and the third-investment-driven one according to the M. Porter’s model. 

			The second chapter looks at major exogenous barriers to the growth of innovativeness of the Polish economy. It has been established that the key risks result from global civilization and political changes. Particular attention has been given to the secular stagnation in advanced economies. It is the outcome of the global negative democratic trends (aging population), increasing income disparities, premature deindustrialization, growing unemployment, increasing demand barriers, deflation processes, low interest rates and liquidity trap syndrome. All the above-mentioned factors inhibit innovative processes and are a threat to Po-lish economy. 

			The third chapter presents analysis of the key endogenous barriers to moving Polish economy to the innovation-driven phase. The research has been based on the institutional and resource theoretical synthesis. The long list of obstacles is headed by institutional barriers, the quality of human capital, information asymmetry and investment risks. Hypotheses presented in this part have been verified by means of the qualitative empirical study of the observed sample of enterprises.

			The fourth chapter concerns the demand-side determinants of innovation processes in the transition period of economic development. The aim of the analysis is to find out if the preferences of local consumers support innovative activities of Polish enterprises.

			According to M. Porter during the transitional stage of shifting towards innovation-driven economy one may observe consumers’ growing preference for innovative products. Thus, the adjusting of the competitive strategies of the surveyed innovative enterprises to the consumer preferences has been investigated. 

			The theoretical part presents analysis of the implications of demand characteristics for the innovation-driven economic growth as well as changes in consumer preferences conditioning economic growth and development of innovative activity. Researchers implemented the microeconomic theory of demand in order to better understand present preferences of Polish consumers. 

			Distinction between technological and culture innovations fundamental for differentiation of competitive advantage based on the functional value and symbolic (visual) value of a product has been introduced. The research focuses on the link between the symbolic and functional product capacity with consumer preferences determining pro-innovative activities of enterprises, their production structure and competitive strategies (interactions between the preference change and production structure). 

			It has been hypothesised that consumer preferences have impact on the capacity to gain competitive advantage and achieve development targets. The abovementioned thesis has been then broken down into six partial hypotheses and subsequently verified through statistical analysis of empirical material comprising 85 innovative enterprises. The conducted analysis confirmed that the surveyed companies sought competitive advantage predominantly in the functionality aspect of their products, whereas their symbolic value remained underdeveloped. It characterises economy in transition from investment-driven to the innovation-driven stage of development. Key demand-side determinant of innovativeness in advanced economies is the prevalence of symbolic consumer preferences. Researchers have used regression models apart from statistical analysis. 

			The fifth chapter has been devoted to the supply-side innovation factors of Po-lish economy in the transitional development stage. The study presents evolution of the theories of innovation at the turn of the 20th and 21st centuries, its main movements and implications for the development of the theory of economics. The study sought to identify on the basis of statistical analysis determinants and the way enterprises adjust their activities to the transitional stage of development of Polish economy and absorption of structural EU funds. Factors determining innovative propensity of the surveyed entities and the efficiency of EU support.

			Convergence of supply-side barriers has been revealed in relation to innovation leaders and less innovative enterprises. These barriers differ in the group of the least innovative organizations. The research presented differences in the way enterprises assess innovation obstacles. The obtained results helped to group hierarchically enterprises and identify four types of organizations. The first cluster is dominated by enterprises defined as innovation followers, the second one – groups innovation leaders, the third one includes – moderate innovators, whereas the fourth one – modest innovators. This enabled one to investigate the hierarchical structure of enterprise links facing innovative barriers. 

			One should mention two aspects of the analysis of the supply-side factors determining innovation processes, e.g. comparison of application conditions for EU development funding with the number and types of barriers for using these funds to finance development strategies. The second important aspect involves comprehensive analysis of innovation barriers observed in the surveyed enterprises. Analysis of the supply-side determinants included the study of financial aspects connected with enterprises as well as considerations of the influence of Internet and digital technologies on the functioning and strategies of organizations. 

			The study presents a set of recommendations for the economic policy aimed at minimising or eliminating innovation barriers and better use of EU support dedicated to innovation. 

			The sixth chapter considers the role of science sector in the process of transition of Polish economy to the innovation-driven stage of development. It was confirmed that the science sector required major reorganisation in accordance with the model of a modern university otherwise achieving innovative stage of development would not be possible. The functioning of the sector of knowledge in economy at the investment-driven and innovation-driven stage. The study found that despite substantial EU support the links between the knowledge sector and business remained poor. This in turn inhibits shifting economy from the transitional to the investment-driven stage.

			The book presents unique approach to innovation processes in Poland. The adopted evolutionary approach (stages of development) enabled one to better understand the reason of low efficiency of EU support dedicated to increasing innovation activities of Polish enterprises.

			

			
				
					1	Compare more: J. Kleer, M. Kleiber (2015).

				

			

		



			Chapter 1

			The Concept of Stages of Economic Development: The Case of Poland

			Introduction – The Concept of Stages of Economic Development

			The idea of defining stages in the process of economic development has a long tradition. It grows out of the distinction between economic growth and economic development which reflects a conceptual separation of quantitative growth from a qualitative change. The most popular quantitative measure of economic growth is the GDP dynamics, often presented as per capita category in international rankings. The use of this tool as an objective cumulative measure of economic efficiency evokes numerous doubts, also in Polish literature (e.g. Drozdowicz-Bieć, 2013; Mączyńska, 2013). Even proponents of this measure, relating to particular GDP dynamics emphasize ‘quality of growth’, referring to the sources of growth, i.e. whether it is powered by various ‘engines’ and therefore can be sustainable, or depends on one ‘engine’ which results in greater vulnerability to unfavourable developments in external environment. Hence, from the point of view of economic processes and their sustainability the achieved growth values are not comparable. Therefore, quantitative measure should not be treated as a complete parameter and its applied value is limited.

			Economic growth, as the Noble Prize winner, Amartya Sen (1983) noted, is but one aspect of the process of economic development. Economic development is a measure of progress related to the improvement of the standard of living and the ‘health’ of economy. Some authors consider economic development as a strictly qualitative measure, whereas others, including prof. A. Sen, perceive it as one comprising both qualitative and quantitative aspects. Regardless of the assumed definition, multidimensional nature of the economic development concept remains its integral feature. The fullest expression of this multidimensionality is found in the theory of stages of economic development.

			Alexander Gerschenkron and Walt Rostow are considered founders of the theory of stages of economic development. The former created the concept of economic backwardness and the model of belated economic development (Gerschenkron, 1962). He argued that countries might be ranked according to the level of economic backwardness and depending on the position their development pattern would vary. The less economically developed the country is the more its development depends on investment growth (and less on consumption growth). Thanks to the implementation of new technologies created in more economically advanced countries, the less developed ones may make a considerable economic leap and at least partially catch up.

			Walt Rostow in an article from 1960 and the book The Stages of Economic Growth (Rostow, 1962) presented a five-stage model of economic development. He identified the following stages (1) traditional society, (2) creating conditions for start, (3) start, (4) maturity, (5) period of high mass consumption. Although in comparison to Gerschenkron’s model Rostow’s model was more complex, in following years it was severely criticised. It was charged with being too mechanical, with consecutive stages automatically following one another disregarding changing growth factors, resulting in particular stages forming ex post classification. Moreover, this model based on historical experiences of the Western Europe and USA failed to explain alternative development paths, like those of Asian countries (Itagaki, 1963).

			A huge step forward in terms of qualitative differences related to the sources of growth was accomplished by Michael Porter who presented the model of microeconomic foundations for economic growth in his book The Competitive Advantage of Nations (Porter, 1990). Although a quarter of a century has passed this model remains a benchmark for discussions related to the stages of development and is the basis of the most popular model used in the annual competitiveness report presented by the World Economic Forum.

			The aim of this part of the study is to describe determinants of economic growth in Porter’s model, characteristics of particular stages of economic development and then to present contemporary applications of Porter’s ideas. Finally, key discrepancies between the original model and its presently used version will be presented and the questions concerning universality of the model and the usefulness of the concept of stages of economic development in the contemporary world will be raised.

			Diamond Model – Determinants of Economic Development

			Michael Porter (1990) believes that microeconomic foundations of economic growth result from the international competitive advantage of enterprises. At the core of the analysis is the thesis that numerous sources of this advantage are external to the enterprise and are linked with the location and thus with local circumstances. Domestic environment defines the grounds for local competition and is critical for execution of strategies by enterprises and the prospects of their success. Whereas international success of local organizations is related to the overall performance of economy and its growth.

			Porter argues that aspects of local conditions are critical for building international competitive advantage of enterprises and therefore economic development of the country determinants of national advantage and presents the idea in a diamond model comprising 4 attributes:

			
					production factors,

					demand factors,

					related and supporting industries,

					strategies, structures and competition between enterprises.

			

			Various factors may support international competitiveness of industries and segments. Thus, sources of competitiveness should be analysed from the industry rather than state perspective. Countries succeed if the local conditions support development of strategies suitable for specific industries and segments and boost creating competitive advantage valued in other countries so that they may be used globally. Countries tend to succeed in branches where local environment forces enterprises to pursue new better means of competing. On the other hand, countries fail in industries where enterprises do not obtain appropriate signals or pressure, or lack skills needed to improve or modify their strategies.

			Countries are more likely to succeed in branches and segments where the ‘diamond’ (determinants of national advantage recognised as a system) is most favourable. Particular components of the model are interrelated and depend on each other. Thus, advantages resulting from one aspect of the environment may create or support advantages to other components. Success may be achieved in low technology and mining industries if one or two aspects of the environment provide competitive advantage, however more advanced industries require achieving competitive advantage in more areas although not all of them. Interrelations between advantages in different areas are self-reinforcing and thus difficult to copy by foreign competitors.

			Production Factors

			According to Porter traditional classification of resources (labour, land and capital) does not help to pursue contemporary sources of competitive advantage and therefore economic growth. Thus, he distinguishes the following categories of resources: human resources, natural resources together with geographical location, knowledge resources (scientific, technological, related to the market), capital (availability and cost) as well as infrastructure (quality and cost). He stresses the difference between the basic production factors including natural resources, climate, geographical location, workforce with basic and secondary education, debt capital and the advanced ones, i.e. communications infrastructure, highly qualified human capital and research institutions in technologically advanced areas.

			Although resources of production factors have impact on competitive advantage achieved by enterprises from a particular country, production factors critical for productivity growth (the ultimate competitiveness measure according to Porter) in developed economies are created rather than inherited. The status quo of factors at given time is less important than the scale and speed of creating, upgrading and specialisation of those factors matching the requirements of various industries. The basic production factors are passively inherited or created through simple investments. The significance of these factors in building competitive advantage of a country is gradually declining. However, they remain crucial in mining industry and agriculture. The competitive implications of the factors are globally decreasing due to lower demand for them and increasing availability or ease of obtaining them overseas. Moreover, this trend results in lower return on investment from these factors regardless of their location due to lack of differentiation and high price pressure exerted by suppliers from poorer countries.

			These are advanced factors of production that substantially contribute to competitive advantage in contemporary economies. They are critical in building more advanced competitive advantage, such as product differentiation or own technology. These factors are not as common as the basic ones since they require greater and continuous investment in human and physical capital as well as building institutions needed to support continuous development, e.g. research and education centres. These factors cannot be easily purchased abroad or obtained through establishing an overseas subsidiary.

			Production factors are becoming less important as the basis of a lasting competitive advantage unless a shift to the more advanced factors is made or these factors are subject to continuous specialisation. Knowledge resources as well as education of the workforce are the two key factors in the process of building more sophisticated competitive advantages. They are subject to quick depreciation and require continuous investment.

			Competitive advantage results from low cost or extremely high quality of factors critical for competing in the branch. Countries succeed in branches where they are able to create and improve remarkably smoothly necessary production factors (Porter, 1990, p. 80). Their role in building competitive advantage is more complex though. These are other factors in the diamond model that determine where advantages related to production factors may bring international success and indicate the ways they should be used (Porter, 1990, p. 76). Finally, one should observe that the existence of advanced and highly specialised factors of production is not only the origin of competitive advantage but at least partially its result.

			Demand Conditions

			According to Porter the structure of local demand has strong influence on the national competitive advantage. Its volume and growth characteristics, in turn, may affect positively or negatively this advantage through the impact on investors’ actions. Countries achieve competitive advantage in industries and segments where enterprises obtain clear or prior information from the market about the changes in preferences and thus are forced to introduce and build more advanced competitive advantages earlier than the overseas rivals.

			Better awareness of the ever-changing consumer needs is extremely important in this group of factors. Open communication and in-depth understanding of the environment help to achieve this goal. Appropriate structure of demand-side segments helps local producers to outline priorities. Relatively bigger segments attract more attention faster. If majority of the segments are covered by local demand rather than the overseas market, local enterprises are more likely to succeed in achieving international competitive advantage in these segments. The significance of the absolute volume of the local segment is smaller.

			Advanced knowledge and customer requirements help enterprises to achieve international competitive advantage. Local enterprises can identify customer needs faster than their foreign counterparts due to both physical and cultural closeness to clients. Moreover, it facilitates co-operation related to developing various projects. What is important is that the needs of local consumers should anticipate requirements of overseas customers. If local customers have high expectations which are very specific to a country, then the international competitive position of local enterprises is inhibited. If the development of the needs of local market falls behind the trends observed abroad, international competitiveness of local enterprises will deteriorate.

			According to Porter the demand-side factors affecting international competitiveness of local enterprises include: demand volume (critical in industries characterised by high economies of scale and steep learning curve, the number of independent clients (greater pool of market information, stimulates progress and lowering entry barriers), market dynamics (influence on investment rate in the industry and the speed of implementing new technologies), market saturation (boosts innovation), internationalisation of demand (imitating needs of local clients by overseas demand helps local enterprises which is particularly important when the culture of a particular country is disseminated).

			As far as international competitiveness is concerned the most important demand factors are those that force investment actions and innovations as well as moving to more advanced market segments. Different demand aspects may similarly to production factors reinforce each other and their impact on international competitiveness of local enterprises depends on other diamond model components.

			Related and Supporting Industries

			Another group of determinants related to the national advantage involves operating on the local market suppliers and related industries competing globally. Their positive impact on other industries is subject to similar mechanisms.

			The first mechanism connected with the impact of globally competitive supplier’s results in effective, early and quick preferential access to cost effective inputs. The very access to equipment or components does not guarantee success in international competition. Continuous coordination results in more significant advantage of suppliers. Porter observes that overseas enterprises rarely mange to successfully perform this function even through the established branches in a country. Innovation and improvements constitute the biggest advantage related to the operation of local enterprise on the global level. Thanks to those suppliers enterprises can recognise new production methods. Suppliers provide quick access to information and ideas whereas enterprises are given an opportunity to affect innovative endeavours of suppliers as well as co-operate and test innovations offered by suppliers. Co-operation in B&D and joint problem-solv-ing lead to better and instant effects. Therefore, the speed and accuracy of innovations are growing.

			Internationally competitive related industries operating on the local market support development of new internationally competitive industries. Related industries are defined as branches where enterprises may jointly coordinate activities or share them in chain value or those creating complementary products. The presence of such industries enables better information flow whereas geographical and cultural closeness make the exchange between local enterprises easier in comparison to foreign organisations. Presence of advanced related industry helps to recognise market opportunities, facilitates new entries and increases diversity of competitive strategies. International success of one industry may create demand for products or services offered by related industries. Close co-operation between such enterprises may result in better utility value of their products.

			The scale of benefits resulting from potential effects of the discussed factors in terms of related and supporting industries depends on the other components of the diamond model. Benefits related to the closeness of the world-class suppliers and producers of complementary goods may weaken the impact of shortage of advanced production factors, poor development or lagging expectations of local consumers.

			Strategies, Structure and Competition between Enterprises

			The last element of the model of competitive advantage of local industry is “the context enterprises operate in, are organized and managed as well as the nature of local competition” (Porter, 1990, p. 107). Porter indicates that goals, strategies and organisation of enterprises in particular industries differ substantially from country to country. National advantage is based on the optimal match between these choices and the sources of competitive advantage in industries. Whereas the character of competition on the local market affects innovative processes and success in international competition.

			There are no universally applicable systems of management. Countries succeed in industries where management practices and organisation match the industry sources of competitive advantage. Differences in the area of managers’ education, management styles, organisational structures, tools related to decision making, relation with clients, coordination between functions, and approach to activity internationalisation as well as industrial relations are the source of competitive advantage or weakness depending on the industry. A large number of national characteristics affect significantly the above-mentioned factors as well as organisation and management of enterprises. These characteristics include approach to authority, interpersonal behaviour norms, social norms concerning an individual and community and many others. These results, in turn, from the system of education, social changes, religious traditions, family model and many other intangible factors. Countries succeed in branches where these elements support building international competitive advantage.

			Summing up this part of analysis one should stress the importance of competitive pressure exerted on enterprises leading to innovations. This is a mechanism whereby diamond components contribute to the success of particular industries. According to Porter enterprises achieve competitive advantage in industries where local conditions characterised by means of the four groups of factors facilitate and support fast accumulation of specialised competences and assets. It takes place in industries where enterprises achieve locally information advantage related to product and process standards and where the environment is extremely dynamic and demanding.

			The Stages of Economic Development

			Economic development is inextricably connected with the enterprises’ ability to expand and compete in the more and more advanced segments and industries. Thus, enterprises have to develop and use more and more sophisticated sources of competitive advantage. With gradual progression some of the sources are becoming increasingly important, whereas others become obsolete. Porter defines the shift to the more advanced sources of competitive advantage as competitive development and distinguished 4 stages of the development – the basis of economic development, these are:

			
					development based on production factors,

					investment-driven,

					innovation-driven,

					based on accumulated wealth.

			

			Economic development should be focused on providing high revenues and salaries. The first three stages involve the shift to the more sophisticated sources of competitiveness and result in increasing wealth of society. The last stage leads to stagnation and eventually results in deterioration of the country competitive position. Although competitiveness is determined on the industry level, international competitiveness of enterprises depends on the stage of economic development of the country and numerous industries and segments share the same grounds of international competitiveness and sources of success.

			Together with the move from the economies based on the primary resources to knowledge-based economies countries are facing a different set of development challenges and priorities. Hence, it is extremely important that the economic priorities match achieved stage of economic development. It is particularly difficult to move to the next stage of development (Porter, Sachs, McArthur, 2002).

			Competitiveness Based on Primary Factors of Production

			Economic growth at the preliminary stage reflects economy’s potential to organise primary drivers of production. International competitiveness is achieved exclusively by industries relying on availability and low cost of production factors. Local producers compete with lower price and implement low cost strategies (the so called ‘cost leadership’) and obtain standard technologies overseas. Production of more sophisticated commodities by means of the more advanced technologies is limited to assembling parts in plants built by foreign producers or for overseas enterprises. Local demand strongly restrained by low purchasing power as well as poorly developed consumer competences constitutes a significant development barrier. More advanced enterprises seek export opportunities however access to overseas markets is controlled by foreign companies. At the same time local demand for exported goods is marginal.

			The main challenge related to this stage of development is proper organisation of the primary factors market. Thus, countries should strive to build appropriate political and macroeconomic stability and support operation of sufficiently free markets of production drivers.

			Competitiveness Based on Investments

			At the investment stage of development enterprises invest in efficient factories enabling large scale production with the use of the best technologies available on the international market. Technologies and design as in the previous stage of development come from abroad. Yet this time technologies, are obtained not only through import, imitations, foreign investments, licensing agreements or joint ventures but are increasingly modified and adopted to local environment whereas enterprises are developing competences needed to further develop these technologies. Economic development at this stage depends on the ability to absorb and improve foreign technologies, however these tend to be a generation behind world technological leaders who are reluctant to sell state-of-the-art technologies on the open market. Local manufacturers are strongly dependent on overseas technologies and machines as well as foreign production components at this stage of economic development. This results in high capital-intensity of production. These are predominantly industries characterised by standardised products, economies of scale, high availability of technology, significant capital requirements and major share of labour costs in the overall production costs that undergo dynamic investment development. Due to low life standard the demand remains low and is not very sophisticated. Therefore, enterprises tend to compete with low prices and more modern products reflect the needs of overseas consumers. Local commodities, therefore, are at least one generation behind global leaders. Although local enterprises frequently manufacture under contract and according to the specifications made by foreign clients, they gradually expand the range of competences in the chain value. They build local sales networks and begin to develop the overseas ones. This phase is characterised by high vulnerability to financial crises which is related to major dependence on foreign financing and foreign demand shocks in the most sophisticated branches where local enterprise rely on export (Porter, Sachs, McArthur, 2002). In this phase development depends on continuous infrastructure investments. Government priorities should therefore focus on improving regulations and development of physical infrastructure. Considerable improvement in the above-mentioned areas will enable economy to better integrate with global economy – the key source of development at this stage.

			Competitiveness Based on Innovations

			What distinguishes innovative stage of development is creating technologies by local enterprises. In some industries manufacturers present global level. Innovative stage of development has been achieved once machine industry – initially locally and eventually globally has been developed. It signalises ability to further expand process innovations (Porter, 1990, p. 563). This phase is also characterised by development of industry clusters. Enterprises continuously invest in educating staff, they initiate and intensify relationships with other companies from the branch, deepen specialisation and division of labour. Moreover, the flow of labour and competences increases among enterprises and relations involve both competition and co-operation.

			Companies succeed in achieving global level in terms of products, production processes, marketing and other aspects of competition. The increasing level of income and wealth of local clients, higher education level and growing demand result in bigger profitability of developing strategy of diversification and growing competition on the local market. Parallelly enterprises develop strategies of diversification on foreign markets, build sales networks and invest in a brand. Further development of more advanced industries is related to increasing labour costs and currency exchange rate. This, in turn, impedes maintaining competitive advantage based on production drivers and more broadly cost advantage. This leads to the loss of competitive position in industries and sectors sensitive to price or those requiring less qualified labour or less advanced technologies.

			Move from the investment-driven development stage fuelled by improvement of the imported technologies and efficiency increase to the innovation-driven one proves the most difficult shift among all stages of development (Porter, Sachs, McArthur, 2002). In order to reach this stage government’s direct involvement in supporting high rate of innovation is required. Government should endeavour to reinforce public and private investments in R&D, higher education as well as ensure the smooth functioning of the capital market and regulatory system supporting establishing and expansion of technological start-ups. Engagement in capital allocation, market protection, licensing, export subsidies and other form of direct state intervention become ineffective and its role is declining. Governments should focus on stimulating development of increasingly sophisticated resources, shifting demand towards more advanced solutions, helping to establish new enterprises, support competition on the local market – overall rely on the indirect methods.

			Competition Based on Accumulated Wealth

			Increasing wealth results in more favourable demand-side conditions locally however growing labour costs impede competition in numerous manufacturing industries. At the stage of development based on accumulated wealth economy shifts towards services. Competition in many service industries tends to be multinational thus services are less exposed to foreign competition than industrial production. Whereas enterprises from manufacturing sector operating internationally lose their former position.

			Porter hypothesizes that economy driven by accumulated wealth is not able to maintain the wealth – competitive advantage disappears and economy contracts. This process predominantly results from the changes in the motivations of investors, managers and society which decrease willingness to invest and innovate, whereas new ambitious social goals replace former economic development drivers. Competition between enterprises weakens when they are more focused on maintaining gained positions than the struggle for further improvement. It is reflected in the increasing number of mergers and acquisitions – enterprises hold surplus of free assets but avoid high risk investments in start-ups and prefer to reduce competition on the market and stabilise it. High labour costs and difficulty in identifying new market opportunities result in companies’ propensity to invest in financial assets rather than the real ones. At the same time underinvestment may affect human capital and lead to changing labour market. Manufacturers are not able to increase salaries therefore more and more people are seeking career in non-production sectors, e.g. the financial one. These branches are supported by changes in demand, i.e. growing need for services related to free time activities as well as premium commodities. It may lead to development of new branches however will not compensate for the deterioration of many formerly built industry clusters.1 Competitive advantage may be maintained by enterprises operating in markets based on wealth, that is those related to luxury, entertainment, art, security, healthcare, education as well as the opulence of production drivers such as natural resources.

			Countries pass through the three stages of competitive development provided they succeed in maintaining dynamic process of improving fundamentals of national advantage. It involves shifting to the more sophisticated competitive advantages and moving economy towards development in industries and segments characterised by higher productivity. Parallelly competitive advantage in the less advanced branches and segments with lower productivity declines. What should be highlighted is the fact that there is no universal development path since development may be achieved differently. National economies may move directly from the stage based on primary production drivers to the innovation-driven stage and omit the signs of passing through the investment-driven stage. It requires though a long history in production activity which results in considerable development of human resources, education institutions, etc. (Porter, 1990, p. 564). As far as countries extremely reach in natural resources are concerned direct shift from the primary production factor stage to the wealth driven phase is possible. Porter observes that retreat to earlier stage is possible too. ‘A country which got stuck in the development stage driven by accumulated wealth may go back as far as the primary production factor stage. Losing position in industries characterised by higher productivity may lead to decreasing labour costs and other factors to the point where the economy may compete through the cost of production drivers’ (Porter, 1990, p. 565). This regression may be stopped according to Porter by means of changes in the economic policy, significant external shocks or changes in the society related to the systems of values.

			Competitiveness Index and Classification of States according to the Stage of Economic Development

			The idea of stages of economic development proved catchy. It resulted in building indexes which for years have helped to measure aggregated competitiveness of countries and annually published by the Global Competitiveness Report issued by the World Economic Forum. These indexes are supposed to assess progress made by particular countries on the economic development path. The first one, Business Competitiveness Index – created in 2000 by M. Porter – concerned microeconomic drivers for development and the following one (established in 2004), Global Competitiveness Index – GCI, combined microeconomic and macroeconomic factors of competitiveness. The latter was improved in 2008 and included the most updated scientific knowledge which proved difficult as there was and there is still no concern concerning the sources of competitiveness. The results of empirical studies differ remarkably depending on the choice of countries, measures considered in the model (Porter, Delgado, Ketels, Stern, 2008) as well as the surveyed periods. The authors of the index (professors: Michael Porter, Scott Stern, Antonio Ciccone, Mercedes Delgado and Christian Ketels) sought to combine various perspectives and this resulted in a rather eclectic approach. The main strengths of the model are related to its complexity taking better account of the macroeconomic factors as well as the international environment. However, it may be criticised for its lack of transparency and substantive consistency and intermingling of the individual constituents of the index called pillars of competitiveness. What is more, the connections between particular factors (pillars) are not clearly distinguished and thus the usability value of this approach is limited.

			The undertaken research resulted in substituting the four determinants of national advantage included in the diamond model which were identified in The Competitive Advantage of Nations (Porter, 1990). This model was replaced by 12 pillars of global competitiveness, these are: (1) institutions, (2) infrastructure, (3) macroeconomic stability, (4) health and primary education, (5) higher education and training, (6) efficiency of markets of goods, (7) labour market efficiency, (8) financial market development, (9) technological readiness, i.e. absorption of technology by enterprises, (10) market size, (11) business sophistication that is the network of clusters, the quality of functioning and strategies of individual enterprises, (12) innovations. These components describe local environment at the country level managed by government policies. They help to better understand weaknesses and competitive advantages of countries and create a set of reform. This is what differs this approach from the typical scientific perspective aimed at identifying a small group of factors through statistical analysis determining the differences in wealth between countries.

			Michael Porter’s team and other associates managed to identify GDP thresholds and sub-index weights helping to classify particular economies according to the stage of economic development; they are presented in table 1.1.

			Despite the significant changes in the model involving independent variables, definitions of the stages of economic development have remained almost the same. It might be the evidence of their timeless nature. Subsequent stages are defined by the changing nature of competitive advantages and competition methods. What should be observed is renaming of the investment-driven stage to the effectiveness-driven stage. Moreover, the fourth stage of economic development i.e. economies based accumulated wealth has been omitted in the Global Competitiveness Report.

			Table 1.1. GDP thresholds per capita and sub-index weights used to include individual countries into particular stage of economic development

			
				
					
					
					
					
					
					
				
				
					
							
							Stage of economic development

							Assessment criteria

						
							
							Stage 1 based on

							primary production factors

						
							
							Transitional stage between stages 1 and 2

						
							
							Stage 2

							effectiveness-driven

						
							
							Transitional stage between stages 2 and 3

						
							
							Stage 3

							Innovation-driven

						
					

					
							
							GDP threshold per capita in USD

						
							
							< 2 000

						
							
							2000–2 999

						
							
							3 000–8 999

						
							
							9 000–17 000

						
							
							> 17 000

						
					

					
							
							Sub-index weight of primary criteria (%)

						
							
							60

						
							
							40–60

						
							
							40

						
							
							20–40

						
							
							20

						
					

					
							
							Sub-index weight of effectiveness support (%)

						
							
							35

						
							
							35–50

						
							
							50

						
							
							50

						
							
							50

						
					

					
							
							Sub-index weight of innovation and sophistication (%)

						
							
							5

						
							
							5–10

						
							
							10

						
							
							10–30

						
							
							30

						
					

				
			

			Source: The Global Competitiveness… (2014, p. 10).

			One may only speculate why the fourth stage as well as the transitional stage between the innovation-driven and wealth driven have been omitted. Therefore, one may question the timelessness, at least the relative one, of the model proposed by Porter’s2 in 1990. Since then capitalism has undergone at least two economic ‘earthquakes’ – internet revolution (in fact two of them) changing management principle on the micro level and economic crisis triggered by the financial crash of 2008–2009, which questioned what we had already ‘known’ about macroeconomics, finances and economic policy. Dobbs, Manyika and Woetzel (2015) stress the breakthrough character of the present times and mention 4 forces shattering the long prevailing principles and rules in almost all parts of the world, that is: rapid urbanisation, accelerating technological progress, galloping societies aging, unprecedented access to information. These authors argue that the above-mentioned forces driving and supporting each other began to affect global economy only 15 years ago. However, it was enough to subvert the principles governing economy for decades and break long-term trends and undermine the role of numerous institutions and customs. According to these authors the changes occur ten times faster in comparison to the industrial revolution process and their scale is 300 times higher than and their impact is 3000 greater. Thus, they observe that relying on ‘knowledge’ based on intuition and experience may turn into a trap.

			Since economy has changed appropriate new approach to it is needed. It is hence justified to question the full applicability of the Porter’s model of the stages of economic development to contemporary economic environment. By no means though should the value of the idea of stages of economic development be undermined.

			1.1. 	Quantitative Characteristics of Polish Development Stage

			The conducted comparative analysis of Poland’s present development stage and the level of innovativeness against other countries is based on two most frequently quoted innovativeness rankings presenting EU and other countries i.e. – Innovation Union Scoreboards and The Global Competitiveness Report. The presented calculations were determined based on empirical data published in 2014. Newer data published at a later time could have some influence on the results obtained in the following analysis. The aim of the conducted analysis is to identify the drivers for the current condition of Polish economy development on the basis of quantitative characteristics. The need for the above-mentioned analysis was recognised as the disputes over the factors which led to the present state of Polish innovativeness intensified. Identification of these factors may help to understand innovative processes and create innovative policy (Podręcznik Oslo…, 2008, p. 39).

			The adopted research method includes comparative analysis for each of the factors and indicates positive and negative drivers for the present level of competitiveness in Poland. Methodology related to innovativeness rankings has been used to carry out the analysis. Innovations as well as innovative potential are difficult to support and measure. It results from the multi-stage character and complexity of the process of creating and implementing novel solutions. Therefore, in order to diagnose or make international comparisons of innovativeness numerous indicators included in the aggregated rating indexes are used. They are not solely limited to technological innovations but take account of those of process, marketing and organisational nature according to the innovation decision proposed by OECD (Podręcznik Oslo…, 2008).

			The Level of Poland’s Development Compared with other EU Countries

			One of the 
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