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Abstract: The type of governance applied in an economy akasdts quali-
ty determines the quality of life. Decisions thasult in the improved gover-
nance quality should be preceded by operationaisaif this category and
by the related research. The purpose of this ari&cto present the concepts
of governance and good governance as well as fgopeothe application of
an aggregate measure of the governance qualitytrooted on the basis of
the World Bank indices in the time cross-sectiaralysis of 28 EU member
states over the period of 2002-2012.
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INTRODUCTION

Institutional solutions in economy are largely ciieded by cultural, histor-
ical, geographical, political and social factortefefore, adopted in the economy,
institutional solutions create specific conditidos the functioning of the entities,
allocation of resources and realization of indigband social interests [Mitasze-
wicz 2011, Mitaszewicz 2013]. Being the area fondtioning of two principal
mechanisms of human activity, i.e. the state apdhhrket, the type of institution-
al order influences the local economic performa@ansequently, a high level of
social development and quality of life can not bached without a good quality
institutional environment.
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While the market mechanism functions more effetfivehen the state sup-
ports it by creating right institutional conditiofs.g. by defining property rights),
the state itself can improve or sometimes eliminat&veaknesses by making pub-
lic institutions and the public sector functionteet In other words, the state can
act upon the advantage of the governance quatityiew of the good governance
concept, proper institutional solutions, that sh#pe governance and affect its
quality, contribute to lower transaction costs,ueetl insecurity, more stable busi-
ness environment as well as to the sustainabléglisoacceptable growth and im-
proved quality of life. At the same time they invel the members of society into
the process of public decision making [Mitaszew2€4.1, 11] This is why it is so
important for any process of public sector restming, which is undertaken in
many economies, to operationalise the categori¢iseofjovernance quality, to run
studies on it and compare the results of its assa#s

The purpose of the theoretical part of this artisleo present the concepts of
governance and good governance. In the empirical part the authors demonstrate
how the aggregate measure of governance qualitytrearted on the basis of six
World Bank indicatorgan be used in a cross-sectional and temporal gisalyhe
analysis covers the time period of 2002-2012, wthike cross-sectional area of re-
search includes 28 Member States of the Europe&mUn

GOVERNANCE AND ITS QUALITY - THE CONCEPT AND MEAS-
UREMENT

Initially governance was the term which referred to the private splzere
businesses operating therein. For the last 30 yeavgever, it has been a term that
is useful in explaining how the public sphere fumus.

Governance is defined differently by various international argzations
which, while evaluating its quality, build many nse@es that are used when mak-
ing ranking lists of world or regional economiedheTbroadest understanding of
governance has been proposed by the United Nations Organizattzording to
which it is “the system of values, policies anditasions by which a society man-
ages its economic, political and social affairsotiygh interactions within and
among the state, civil society and private sedtds.the way a society organizes it-
self to make and implement decisions — achievinguaduunderstanding, agree-
ment and action. It comprises the mechanisms andepses for citizens and
groups to articulate their interests, mediate tt#ferences and exercise their legal
rights and obligations. It is the rules, institusoand practices that set limits and
provide incentives for individuals, organizatiomgldirms. Governance, including
its social, political and economic dimensions, apes at every level of human en-
terprise” [UNDP 2004].

According to the European Commission the way ofegoance refers to the
capacity of the state to serve its citizens, wmiwans that it cannot be regarded as
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a specific public value. Governance means rules, processes and behaviour by
means of which public interests are expresseduress managed and powers ex-
ercised. The main issues to be discussed in timtexbare: the way of exercising
public functions, of managing public funds and ei®ng public regulatory pow-
ers” [CEC 2001]. Pointing out the openness and dexity of governance, the Eu-
ropean Commission emphasises the practical impmetahthis concept which re-
fers to the most principal aspects of functionihgwery society and is the elemen-
tary measure of its stability and quality becauswiginates from the ideas of hu-
man rights, democratization and democracy, the ofilaw, decentralisation and
reasonable public administration. When, along thaa development, the above
ideas gain in importance, we should use the ggroad governance rather thargov-
ernance.

Since the good governance concept is so rich ieness it requires disam-
biguation of its basic elements, which are the extbpf numerous studies. The
World Bank, regarded as the concept precursoralsatintroduced it into the area
of international studies, developed the methodoloiggvaluating its quality [Ru-
dolf 2010]. This organisation defines the govermafiom the macro perspective as
a set of processes and institutions by which thkaaity in a country is exercised.
This includes the processes by which governmemtselected, monitored and re-
placed, the capacity of the government to createimplement policies, and the
respect of citizens and the state for the instihgithat govern economic and social
interactions among them. [Kaufmann et al. 2007].

Basing on this definition since 1996 the World Bdras studied the quality
of governance in an increasing number of countf@sinding the studies on the
concept of good governance and on defining itscipal element, the World Bank
examines the governance quality in six dimensi#@afmann et al. 2009]:

1. Voice and Accountability — assessing the extenivihich a country's citizens
are able to participate in selecting their govemninas well as freedom of ex-
pression, freedom of association, and a free media;

2. Rule of Law — assessing the extent to which agkat® confidence in and
abide by the rules of society, and in particula ¢tjuality of contract enforce-
ment, property rights as well as capturing the peshelence and predictability of
law enforcement (the police and the courts);

3. Regulatory Quality — assessing the ability of tllwegnment to formulate and
implement sound policies and regulations that peamd promote private sec-
tor development as well as the credibility of tleevernmental policies;

4. Political Stability and Absence of Violence/Tersmi — assessing the likelihood
that the government will be destabilized or overttm by unconstitutional or
violent means, including politically-motivated véwice and terrorism;

5. Government Effectiveness — assessing the goverhmerdtential and the ca-
pacity of the civil service to offer public servizehe degree of its independence
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from political pressures the effectiveness of thieldet and public debt man-
agement and the quality of policy formulation ahd tjovernment credibility;

6. Control of Corruption — assessing the extent toctviiublic power is exercised
for private gain, including both petty and grandnie of corruption, as well as
"capture" of the state by elites and private irtere

In order to capture the progress of good governampéementation in dif-
ferent countries the World Bank uses tWorldwide Governance Indicators
(WGI). The studies allow us to compare the changashave undergone in the
six aforementioned governance dimensions. The amolis that refer to each of
them are constructed basing on several hundredariaibles capturing the percep-
tion of the governance quality. The variables cdroen 31 data sources created
by 32 organisations around the world. Each indicatssesses one of the gov-
ernance quality domains on a scale from +2.5 t& HRaufmann et al. 2008].

Thus obtained indicators, which comprise many etémef actual perfor-
mance of public institutions, allow to conduct nporal and spatial comparative
analysis of every governance dimension individudhlythe course of comparing
individual countries a lot of information is revedlconcerning the quality of a par-
ticular dimension of their governance and the analpf their success in imple-
menting good governance in each of the dimensions.

Practically speaking, however, individual countren have at the same
time higher, lower or equal governance indicat@peahding on the country they
are compared to. What is more, in case of eachtgotire assessment of six gov-
ernance quality dimensions can change over tingfi@rent directions. The more
countries are compared regarding their indicatocstae longer is the adopted pe-
riod of study, the more difficult it is to conduitte analysis and to draw accurate
conclusions. In order to eliminate these diffimdt further in this paper the au-
thors use the aggregate measure of governanceyg(@diAJR) to conduct the
analysis the purpose of which is to assess theldrand dynamics of changes in
the governance quality in 28 countries over theogeof 11 years. Before that,
however, they describe the methodology of theidtu

EMPIRICAL STUDIES

The MAJR measure was built by means of the mettiddeovector aggre-
gate measure [Hellwig 1968, Kolenda 2006, KukuteD®ONermend 2006,
Nermend 2007, Nermend 2008a, Nermend 2008b, Nerr@6@€]. The research
procedure of constructing the measure describgtiararticle was carried out in
five stages: selecting, eliminating and standandiziariables, defining a pattern
and an antipattern as well as defining a synthetatoral measure.

In order to conduct a comparative analysis of theeghnance quality in the
EU-28 in the period of 2002-2012 the authors usedligagnostic variables being
the stimulants in the construction of the MAJR &ggite measure:
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e Xi- Control of Corruption,

* Xz— Government Effectiveness,

« Xs— Political Stability and Absence of Violence/Teism,
*  Xs— Regulatory Quality,

¢ Xs— Rule of Law,

* Xe— Voice and Accountability.

Figure 1. The comparison of MAJR for Poland withviallues for the neighbouring coun-
tries as well as for the new EU Member States.
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Source: developed on the basis of the author’'s stway results

The obtained values of MAJR indicate that in thdaqueof observation the
quality of governance in Poland was relatively lmacomparison to other coun-
tries. And this is the only conclusion confirmeddiher studies on the governance
quality based on the WGI or other popular aggregatieators [Wojciechowski et
al. 2008]. Figure 1, however, allows for the asstumnpthat starting from 2006 Po-
land has improved considerably its governance tyudtinot only has caught up,
but even surpassed some countries (such as Huramgkia and Lithuania) that,
in almost the same time span, initiated the sydramsformation and joined the
European Union on the same day as Poland. Desgitaitial decrease up to 2004
and the period of stagnation in 2004-2005, theegae measure MAJR calculated
for Poland started rising quickly after 2006. Thgsvard trend slowed down a little
in 2011-2012. These fluctuations distinguish Polfxach other European countries
where the measure values have been relativelyestaitsblling over the time of ob-
servation.
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Figure 2. Classification of the EU-28 countries mwead by means of MAJR in 2002,
2004, 2008, 2012.
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It should be noted that there is one more diffeedmetween Poland and the
majority of other countries. Alike Finland, the Retlands and Sweden, Poland be-
longs to this group of countries where governangaity improved after 2008. In
the remaining part of Europe the world financiasierled to the decrease in the
governance quality. Hungary is another exceptiomfthis trend. After an initially
high value of this measure in 2002, a steady dowahwendency was observed, re-
flecting Hungary's transition from the group of cties with a medium level of
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governance quality to the group where the govemanality is the worst in the
EU-28.

Taking into consideration the countries that haeently joined the EU, in
2012 Poland, as well as the Czech Republic, coeldelgarded as the leaders in
this group. Unfortunately, it lags far behind sutdveloped countries as Germany
or Sweden. The classification of the EU-28 coustirethe period of observation
can be found in Figure 2. The maps clearly showdttision into the countries en-
joying the high governance quality (classes one tara) and those where the
MAJR measure values are average to low (classesg #nd four). Scandinavian
countries are the leaders in this classificatiohilevthe new EU members prevalil
in the classes three and four. The lowest posifiotise ranking belong to the most
recent newcomers - Bulgaria, Romania and Croatia.

Also Greece is rated low, with its MAJR measurenpheting after 2008. In
2012 Greece, immediately behind Romania, was theatcp where the quality of
governance was the worst among the 28 observedries. What is more, in the
same year the governance quality worsened (i.evahe of the MAJR decreased)
in Austria, Spain, Portugal and Italy, which isarlg demonstrated by their fall in
the above classification.

CONCLUSIONS

The multi-aspect concept gbvernance at the national level is transformed,
with the view to its operationalisation, into theéas of good governance. Thus cre-
ated dimensions of the governance quality commisdde range of public tasks
implemented on behalf of the society. Distinguighthese dimensions facilitates
the observation and measurement of changes witttih ef them. Yet, the obser-
vation of changes in the constituent indicatorssdo& make it easier to draw con-
clusions about the governance quality as a whahty e overall view allows to
assess the governance and its modifications irotigeer perspective, without re-
ferring to individual dimensions. In this artickeetauthors carried out the compara-
tive analysis of the governance quality in EU-2@ressed by means of the vector
aggregate measure built of six constituent WGIdattirs. The analysis allowed to
divide the observed countries into four groups ediog to the level of their gov-
ernance quality. Moreover, the authors could dramewhat surprising conclu-
sions from the analysis of the governance quaiftyathics in individual countries,
as well as from the cross-sectional study in thelevroup.
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