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Abstract

This paper reviews the book by Professor Richard A. Werner entitled "A Lost Century
in Economics. Three Theories of Banking and Conclusive Evidence", that was translated
and published in Polish in August 2016. This book has become an inspiration for the role,
significance and need for reforming modern central banking systems and monetary
systems in developed countries. Numerous discussions and reflections on the issues
described in this book were made, inter alia, during several conferences held on the last
few months. For example, the concepts and needs of the reform of modern central banking
systems and monetary systems, as described by Professor Richard A. Werner, have been
inspired the discussions that took place during the Conference on "Implementation of
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parallel local currency in the Otwock District”, held on 31 August 2016 in the seat of the
Warsaw Higher School in Otwock near Warsaw.

Keywords: review, monetary system, reserve system, monetary policy, central bank-
ing, banking system, financial system, money, parallel currency, self-governing currency,
financial crisis.

Streszczenie

W niniejszym opracowaniu zrecenzowano ksigzke Profesora Richarda A. Wernera
pt.. ,,Stracone stulecie w ekonomii. Trzy teorie bankowosci i niezbity dowod”, ktora zo-
stata przettumaczona i wydana w wersji polskiej w sierpniu 2016 roku. Ksigzki ta stala
sie inspiracjq do dotyczgcych roli, znaczenia i potrzeby zreformowania wspotczesnych
systemow bankowosci centralnej i systemow monetarnych funkcjonujqcych w krajach
rozwinietych. Liczne dyskusje i rozwazania dotyczqce kwestii opisywanych w tej ksigzce
podejmowane byly migdzy innymi w trakcie zorganizowanych juz kilku konferencji jakie
odbyly si¢ w okresie ostatnich kilku miesigcy. Na przykiad opisane przez Profesora Ri-
charda A. Wernera koncepcje i potrzeby zreformowania wspoiczesnych systemow ban-
kowosci centralnej i systemow monetarnych staly si¢ inspiracjqg dla dyskusji podejmowa-
nych podczas Konferencji pt.. ,, Projekt implementacji waluty rownoleglej lokalnej na te-
renie Powiatu Otwockiego”, ktora odbyla sie 31 sierpnia 2016 r. w siedzibie Warszaw-
skiej Szkoly Wyzszej w podwarszawskim Otwocku.

Stowa kluczowe: recenzja, system monetarny, system rezerwy czgstkowej, polityka
pieniezna, bankowos¢ centralna, system bankowy, system finansowy, pienigdz, waluta
rownolegta, waluta samorzgdowa, kryzys finansowy.

AHHOTALIMSA

B smom uccnedosanuu, npopeyenzuposana knuza npogeccopa Puuapoa A. Bepnepa:
«llomepsnnoe cmonemue 6 oxonomuxe. Tpu meopuu Oaunkosckozo odena u
HeoNnpo8epICUMO20 00KA3AMENbCMEAY, KOMopas bblia nepegedena u onyoIuKo8ana Ha
noavckom ssvike 6 aseycme 2016 eoda. Knuea cmana e0oxnosenuem 05t NOHUMAHUS
BAJICHOCU U HEOOXOOUMOCMU — pepOopMUPOBAHUA  CUCTEMbL  COBDEMEHHO20
YEHMPANbLHO20 OAHKA U OEHENCHBIX CUCeM, OelCMBYIOWUX 6 DA3GUMbIX CIMPAHAX.
Mnozouucnennvie ouckyccuu u obcysicoenue no 3momy 6onpocy, ONUCAHHbIE 6 MOl
KHU2e, OblIU NPUHAMbL, 8 YACMHOCMU, 8 X00e Yice OPSaHU308AHMLIX HECKONbKUX
KOH@hepenyuii, Komopbvle umeiu Mecmo 6 meyeHue HOCIeOHUX HEeCKONbKUX Mecayes.
Hanpumep, xax onucano nousmue npogeccopom Puuapoom A. Bepuepom
HeobX00UMOCMb PephopMUPOBANUS. CUCTIEMbL COBPEMEHHBIX YEeHMPATbHLIX OAHKOS U
KPEOUMHO-0CHENCHOU ~ CUCIEMbl, YMO CMAL0 B00XHOBeHUeM Ol  OUCKYCCUl,
nposedennblx 8 x00e Konpepenyuu noo naseanuem. «I[Ipoexm peanusayuu napumemHot
sanromul 8 Mmecmuom pationnom Omeoykey, cocmosguetics 31 ageyema 2016 e.. ¢ wumao-
keapmupe Bapwasckoii wikonwl 8 Omeoyke nobnuzocmu Bapuiago.

Knrwouesvle cnosa:o030p, Oenedicnas cucmema, OpoOHas pe3epenas cucmema,
OeHedHCHO-KpeOumnas — NoAUMmuKd, YeHmpanbuslll 0OaHK, OAHKOBCKAA  cucmemd,
@unancosas cucmema, 0enveu, 8an0Ma NAPUMeEMHAsl, PUHAHCOGBITL KPUSUC.
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Introduction

We have been reviewing the book by
Professor Richard A. Werner: "A Lost Cen-
tury in Economics. Three theories of bank-
ing and the conclusive evidence "translated
and published in the Polish version in Au-
gust 2016 in Warsaw by the Foundation"
We are Change, because the content of this
book has already become an inspiration to
many interesting discussions realized
among others in the course of organized
several conferences held during the last few
months [R. A. Werner, A lost century ...,
2016]. For example, during the discussion
at the conference entitled "The project of
implementation of a parallel local currency
in the Otwock District" which took place on
31 August 2016 at the headquarters of the
Warsaw Higher School in Otwock, there
are discussion on suggestions described by
Professor Richard A. Werner in his book,
"A Lost Century in Economics. Three the-
ories of banking and the conclusive evi-
dence". The determinants and possibilities
of introducing parallel currency in the
Polish economy were discussed. Such cur-
rency solutions have already been used in
some Western European countries and have
been particularly effective in supporting
and maintaining the liquidity of monetary
systems in the face of deep economic and

financial crises such as the Great Depres-
sion of the 1930s and the crisis of raw ma-
terials from the 70s of the last century [R.
A. Werner, The Lost Century ..., 2016, p.
38]. In addition, during this Conference it
was noted that Professor Richard A. Wer-
ner in his book "Lost century in economics.
The Three theories of banking and the clear
evidence "suggests the need to reform the
monetary systems of highly developed
countries. An example of this type of mon-
etary reform used in Iceland, reforming at
the same time the banking system of that
country in the context of the deepening
global financial crisis of 2008, Si-gurjons-
son described in a book entitled "Monetary
reform. A better monetary system for Ice-
land "[F. Sigurjonsson, 2015, p. 12].

To conduct an objective review
of a book written by Professor Richard A.
Werner entitled "The lost century in eco-
nomics. The three theories of banking and
the clear evidence "are essential to present
the key determinants of the plan for reform-
ing the financial system and restoring the
sovereignty of the financial system in Po-
land and the global and national factors that
could potentially influence the plan of such
reforms.

1. The global determinants of the financial system development in Poland

Included in the text of Professor Rich-
ard A. Werner's book "A lost century in
economics. Three theories of banking and
the conclusive evidence "proposals for re-
forming banking systems perfectly corre-
late with the current process of repolonisa-
tion of the banking system in Poland. The
process of reconstruction and development
of the financial market in Poland, which has
lasted for more than a quarter of a century,
has, in essence, made a number of contro-
versies in key areas, given its strong ties
with analogous systems in Western Europe.

Controversial factors of commercialization
of the financial system in Poland are,
among others, applied solutions and scope
of privatization processes implemented in
previous years in the banking system in Po-
land.

It is generally accepted that the processes of
the transformation of the Polish economy
were correlated with the key aspects of eco-
nomic globalization, manifested by, inter
alia, the growing flow of goods and capital,
as well as the institutional and normative
standards applied to the functioning of the
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financial system in Poland [D. Prokop-
owicz, A. Dmowski, 2010, p. 278]. As a
consequence, the process of rebuilding the
domestic market financial system and the
applied system of the system of this sector
are transnational. As a result of succes-
sively progressing processes, the banking
system in Poland is becoming more and
more integrated with the banking systems
of other countries, especially the developed
countries of the European Union [R.
Plokarz, 2013, p. 58]. As Poland has be-
come part of the European Union, some as-
pects of the internationalization of the
Polish banking system and capital market,
including stock exchanges, have been un-
dermined, for example, in terms of stand-
ardization of information technology and
adaptation of technical data transfer secu-
rity mechanisms in electronic banking sys-
tems. as well as the adjustment of the legal
norms and structure of the banking system
in Poland to the guidelines of the Basel
Committee for Banking Supervision, ie the
central supervisory authority in the Euro-
pean Union [D. Prokopowicz, S.
Gwozdziewicz, Administrative, supervi-
sory ..., 2015, p. 210]. However, not all as-
pects of these adjustment processes have
taken into account, in particular, the Polish
state on the security side of the capital of
the financial system operating in Poland [J.
Kolesnik, 2012, p. 126]. The most contro-
versial issue is the admittance of capital to
the majority of banking entities and other
financial institutions in Poland by foreign
banks and other entities. At the end of the
1990s, the main reason for abandoning the
entry into the national regulations govern-
ing the functioning of the banking system
in Poland was the limitation of the possible
scale of acquisitions of banking entities.
Such an entry would make it impossible for
the National Bank of Poland to issue with
no restrictions permits for capital transac-
tions during which the foreign financial in-
stitution purchased a majority stake in the

Polish bank. Such situations, i.e. the major-
ity takeovers of Polish banking entities by
foreign capitals, have been dominant since
the mid-1990s, leading to the loss of sover-
eignty over the national financial system in
a relatively short period. In this way Poland
became more dependent on the recommen-
dations of credit rating agencies linked to
foreign investment banks. In addition, the
globalized capital market and the over-
whelming majority of banking systems in
Poland were more susceptible to the nega-
tive impact of the global financial crisis that
began in autumn 2008.

Recently a positive process of capital
repolarisation has taken place in the context
of the ownership structure in the banking
system in Poland. The opposite process was
the case with the above-mentioned earlier
negative process dominated by the takeover
of Polish banks which led to the takeover of
almost all domestic banks by foreign finan-
cial institutions. Already at the end of the
1990s, the degree of takeover of the domes-
tic banking system in Poland by foreign en-
tities exceeded 80%. As a result of the pro-
cess of repolonization, the degree of this ac-
quisition has fallen to around 65% by mid-
2016, and after the repurchase from
UniCredito of the majority stake in Pekao
Bank, the share of foreign banking in the
domestic banking system in Poland
dropped to 47%. If the positive trend of re-
polonization continues, in the perspective
of several years, the Polish banking system
should be fully independent of the control
of foreign banks and other entities. Then the
national banking system in Poland would
have regained its former sovereignty and
become fully Polish.
An example of accelerating the process of
repolonisation of the banking sector in Po-
land is the abovementioned transaction of
purchasing the majority blocks of shares of
over 30%. i.e. the block of Pekao's shares
from UniCredit's Italian financial group.
Through this transaction, the period of
2016-2017 will go down as history, in
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which a significant acceleration of the pro-
cess of repolonisation of the banking sector
in Poland will be carried out. At the begin-
ning of December 2016, the PZU and the
Polish Development Fund (PFR) signed a
contract with UniCredit, which provides for
purchasing 20% and 12.8 % of Bank Pekao
shares for the total amount of PLN 10.59
billion [PZU buys Pekao. Repolonization,
...]. Thus, as long as valuations of assets of
companies listed on the Warsaw Stock Ex-
change are not yet re-evaluated, financial
institutions in Poland, especially those with
a majority share of domestic capital, with
the majority of the equity of Polish inves-
tors and / or the State Treasury in Poland
still have the possibility of cheap repur-
chase of assets of banks and corporations
that were previously taken over by foreign
capital.

The above controversial effects of the glob-
alization of the financial system in Poland
indicate that the process, at the beginning of
the 1990s, was generally assessed in posi-
tive terms, and in subsequent years has been
considerably, in some aspects, too deep [D.
Prokopowicz, S. Gwozdziewicz, System
and normative ..., 2016, p. 83]. Discussions
are currently under way to diagnose the
negative aspects of the far-reaching pro-
cesses of globalization and internationaliza-
tion of national financial systems and to in-
dicate the possibility of reducing the scale
of these unfavorable processes on the basis
of the Polish financial system. The most
negative aspects of too far-reaching global-
ization of this system in Poland which in-
tensified their negative impact after the
global financial crisis in autumn 2008. This

crisis has clearly shown the scale of busi-
ness, capital, system and political depend-
ence of the Polish financial system from the
so-called international financial markets. In
the context of analyzes of the prospects for
effective development of this system in the
coming years, it is particularly important to
specify the mechanisms and processes that
will allow to reduce or limit the excessive
globalization of the financial system in Po-
land [S. Bukowski, ed., 2010, p. 47].
According to the recommendations made
by Professor Richard A. Werner in his book
"A lost century of economics. Three theo-
ries of banking and the conclusive evidence
"_ it can be assumed that systemic determi-
nants that would neutralize the negative ef-
fects of globalization processes and im-
prove the functioning of the financial sys-
tem in Poland include:
a) repolonization of banks and other institu-
tions of the financial system in Poland,
b) restoring full sovereignty of the central
bank in Poland, i.e. the National Bank of
Poland on emission of the Polish national
currency, Polish zloty,
c) implementation of local government
bonds with the creation of community
banks and special economic zones.
Accordingly, according to Professor A.
Werner's book, "A lost century in econom-
ics. Three theories of banking and the con-
clusive evidence" decribing the reform of
the financial system related to the realities
of this system operating in Poland, the key
issue is to define the role and significance
of central banking in the context of the
functioning of national financial systems.

2. Sovereign local currency as a transitional stage from the partial reserve
system to the sovereign central banking system

A cost-effective monetary policy
should result in the supply of money to the
economy, so that, in ever-changing eco-
nomic conditions, money contributes to the

efficient functioning of the economy. How-
ever, it does not matter who is the issuer of
money and how the question of the inde-
pendence and sufficiency of central bank-
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ing in the context of the entire financial sys-
tem of the state has been regulated. The
amendment of the Polish Constitution of
1997 deprived the National Bank of Poland
of'its sovereignty, as the informal part of the
procedure of issuing new monetary units in-
troduced in electronic form by means of
credits for circulation in the economy was
taken over by commercial banks. Due to the
fact that domestic banking in Poland was
recently dominated by foreign financial in-
stitutions and a larger part of the money
supply is created by the above-mentioned
commercial banks, which are mostly under
foreign control, it can be assumed that the
process of creating money in Poland indi-
rectly is already under control of foreign fi-
nancial entities [L. Czarnecki, 2011, p. 49].
This situation may give rise to high sys-
temic liquidity and foreign exchange risk
taking into account the fact that large-scale
speculative transactions in Polish national
currency are carried out by the foreign ex-
change investment departments of banks
based mainly in the City of London. The
large scale of this speculative process was
particularly noticeable in the first few quar-
ters after the 2008 global financial crisis.
Moreover, this scale is also reported by the
fact that Poland, as a relatively small devel-
oping country in a global context with its
own currency, has often faced speculative
short-term currency speculation but with
the use of large funds from foreign invest-
ment banks. On the contrary, the changes in
the Polish zloty exchange rate between the
key currencies like the US dollar, the Brit-
ish pound, the Swiss franc. From the point
of view of macroeconomics, it did not ap-
pear in Poland except in the Polish econ-
omy [B. Domanska-Szaruga, 2014, p. 27].
For example, the payment period of the
next installment of the loan or the maturing
of Treasury bonds in Greece, heavily in-
debted to the German and French banks,
and the price of the Swiss franc soared, so
that over half a million borrowers who had

borrowed money and have housing mort-
gages in CHF were forced to pay higher in-
stallments despite the fact that the Polish
economy was a little bit linked to the econ-
omy of Switzerland or Greece. The statistic
shows that in terms of amplitude of ex-
change rate fluctuations, the Polish zloty in
global terms in the period from 2008 is a
group of several currencies whose fluctua-
tions, determined by speculative transac-
tions made by foreign investment banks on
foreign exchange markets, were relatively
high [E. Czarny, K. Sledziewska, 2013, p.
131]. Currency risk in the macroeconomic
perspective may be further intensified in the
context of a high degree of public debt of a
given country relative to foreign financial
institutions. Debt is most often generated
through foreign loans and treasury bonds
purchased by foreign banks and other enti-
ties. If a large part of the country's sover-
eign debt is foreign debt, then such country
becomes an object of observation, analysis
and recommendation issued by rating agen-
cies normally associated with capital in-
vestment banks [J. Fila, B. Filipiak, 2012,
p. 79].

These agencies actually support invest-
ment banks to which the capital group be-
longs in their investment policies. Unfortu-
nately, this situation since 2002, when the
Polish currency's domestic currency status
was changed from the basket currency to
the market currency, that is, the price is
constantly updated on the Forex markets. In
view of the above, in a process of transfor-
mation of the financial system of the Polish
state, a large part of the economic growth of
the country, still classified as developing
and not developed, was generated by for-
eign debt. Public debt has steadily grown in
recent years, doubling in the decade of
2005-2015, while around ¥ budget expend-
itures in Poland are the cost of maintaining
the public sector and transfers. Only Y4 of
the expenditure side of the central budget
has the character of real pro-investment ex-
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penditures in terms of the potential oppor-
tunity for generating economic develop-
ment of the country in subsequent years. So
how a country like Poland can pay off its
growing public debt? First of all, the level
of economic growth oscillating in the last
quarters in terms of values between 3 and 4
% of GDP is generally inadequate with such
a structure of the state budget and public
debt which in current accounting terms os-
cillates by 60% of GDP after inclusion of
all current and future debt servicing costs,
i.e. the so-called hidden public debt is al-
ready around 180% of GDP. This state of
indebtedness of the Polish state corre-
sponds to a large degree of established and
implemented in the period of the systemic
transformation of the Polish economy the
model of financing market-oriented re-
forms conducted in Poland with the partici-
pation of foreign loans in the European
Bank for Reconstruction and Development.
In terms of global and European conditions,
most developing countries are economi-
cally and politically dependent, like Poland
from Western developed countries, whose
policies are implemented by such transna-
tional financial institutions as the EBRD,
but also by the World Bank and the Interna-
tional Monetary Fund [W. Siwinski, D.
Wojtowicz, 2010, p. 93].
The redevelopment of economies in devel-
oping and transitioning economies, with
loans from the World Bank and the IMF,
have generated high indebtedness in these
countries over the past several decades.
Paying these loans involves interest, which

in a situation of economic downturn, in-
cluding the prices of exported goods or raw
materials, becomes a problem in the fi-
nances of such countries. The foreign debt,
which had grown steadily in that situation,
had led to a heavily indebted relatively
small developing economy, to declare the
fall, which involved cutting off the country
from the possibility of rolling debt and
deepening the economic crisis. This type of
mechanism leads to the transfer of a sub-
stantial part of the value added of develop-
ing countries to the rich developed coun-
tries. So the unwritten rule that for at least a
few to ten years that the rich become richer
and the poor become poorer is also present
in macroeconomic terms. In this respect,
the world has gone far beyond the funda-
mental assumptions of the concept of free-
market comparative advantage already de-
fined in the 18th century by the creators of
the trend of classical economics [M.
Wisniewska, 2013, p. 61].

Developing countries should, however,
have a real alternative to build their growth
on the basis of foreign loans. This alterna-
tive is to change the model of the national
banking system from a system based on the
concept of partial reserve to a system func-
tioning in the sovereign money formula.
The fundamental difference between these
models of the banking system is that sover-
eign money operations would not involve
such significant interest costs as in today's
globally dominant financial systems oper-
ating in the sub-reserve formula.

3. The recommendations of Professor Richard A. Werner on the reform of
central banking and national financial systems

Professor Richard A. Werner from the
Department of Banking and Finance at the
University of Southampton in the United
Kingdom found that indebted developing
countries accept the high risk of foreign ex-
change rate fluctuations which often led to
unfavorable trends in foreign exchange

rates and debt growth. This mechanism
acted as an unfavorable realization of feed-
back during periods of economic downturn,
as the demand for exported low-processed
goods or raw materials decreased. As a
large part of the income of most developing
countries comes from exports of products
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with low added value and raw materials, so
in a global downturn, these countries re-
ceive significantly lower export earnings
and fall into the debt spiral. It has often
been argued that the debt-laden developing
countries, in an attempt to avoid insol-
vency, were forced to partially convert the
rapidly rising debt to equity of the compa-
nies, which could have involved a signifi-
cant loss of national wealth and foreign
ownership factors lenders [R. A. Werner, A
lost century .., 2016, p. 364].
Professor Richard A. Werner stated that the
main methodological and theoretical as-
sumptions, which are intended to justify the
implementation of IMF and World Bank
policies, are based on the clarification of the
functioning of financial systems using the
theory of partial reserve banking and the
classical financial intermediation formula.
Based on the research carried out in 2015,
it has been proven that explaining the role
and importance of international financial
institutions based on classic banking theo-
ries leads to the formulation of methodolog-
ically incorrect conclusions. According to
Prof. Werner countries developing in the
vast majority of examples and market situ-
ations did not need such a large involve-
ment in the external financing of economic
processes on the basis of borrowed foreign
loans. A country that has had to make cer-
tain reforms to put the economy at the cut-
ting edge of development in the accelerated
economic growth phase should not need to
borrow abroad if lenders also have financial
systems based on the Reserves formula. [R.
A. Werner, Enhanced debt management: ...,
2014, p. 458]. In such operating financial
systems, the banking sector creates new
monetary units for lending to them, thus be-
coming economically and politically de-
pendent on poorer, more profitable and
technologically  developing  countries.
Developing countries instead of borrowing
from international financial institutions cre-
ated for this purpose money should them-
selves create this money as an additional

national money introduced to specific eco-
nomic processes in order to activate and
stimulate economic growth. The main pos-
itive aspect of such a solution would be the
creation of additional production growth
and economic growth at no additional cost,
which would have occurred if these eco-
nomic processes were financed from for-
eign loans subject to the need to pay expen-
sive interest [A. Werner, A lost century ...,
2016, p. 365].

Described in the book “A lost century in
economics. Three theories of banking and
the conclusive evidence ". Werner suggests
that any developing country that builds its
economic growth to a large extent on the
basis of foreign loans should change its fi-
nancial system so as to move away from the
reserve formula and replace it with a sover-
eign currency system i.e. fully independent
from abroad in the domestic currency. In
order to apply this type of reform to the fi-
nancial system functioning in Poland, it is
necessary to restore the full reform of the
government's cooperation with the central
bank, i.e. the National Bank of Poland, to a
transitional period of realization of these re-
forms in order to develop a calendar of nec-
essary systemic changes that would be nec-
essary for realization in the situation of in-
troducing in Poland a system of national
sovereign currency.
After introducing into the economy this
model of financial system, the commercial
banks would be deprived of the possibility
of introducing to the economy the addi-
tional newly created credit card units based
on creative accounting in electronically ex-
ecuted operations. In this way, the eco-
nomic growth created through sovereign
money introduced into the economy under
the full control of the National Bank of Po-
land would be subject to a much lower level
of credit risk than in the current situation for
the financial system acting in the reserve
model. With the lower credit risk of most
economic processes, it would also be likely
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that the speculative bubble, the stock mar-
ket turmoil and the deep economic crises

Conclusions

As suggested by Professor Richard A.
Werner in his book, "A lost century in eco-
nomics. The three theories of banking and
the conclusive proof" of the aforemen-
tioned reforms, whose implementation
would provide Poland with a long-term,
economically efficient and low-risk econ-
omy, would not be an easy task to achieve.
Such reforms of the monetary system re-
quire not only social consultations and de-
bates in the scientific community but,
above all, the agreement of all central gov-
ernment institutions representing the gov-
ernment as well as the entire financial sec-
tor [A. Werner, A Lost Century ..., 2016, p.
25]. In order to make the necessary changes
to the provisions of key legal norms, it is
necessary to obtain support not only for a
qualified parliamentary majority, but also
for a change in general public awareness
and to take the necessary debates and con-
sultations in the managerial and managerial
environments of the key players in the fi-
nancial sector. However, before these pro-
cesses could be implemented at the national
level, they could be preceded by similar
processes of debates and social consulta-
tions carried out at the local, especially lo-
cal, level. Conducting the necessary prepar-
atory processes and carrying out the re-
quired debates, consultation and elabora-
tion of reforms at the level of the agreement
of the representatives of the management of
various institutions, local self-government
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