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Introduction

Introduction

It is our great pleasure to give into the hands of readers the first issue of the journal “En�
trepreneurship and Management” in the year 2018.

The great advantage of the publication in the journal “Entrepreneurship and Manage�
ment” is a very attractive number of points (14 points according to the list B of academic 
journals of the Ministry of Science and Higher Education – state as of 31 December 2015).

In the modern economy, finances are the link between all the symptoms of human 
activity, being a  consequence of various decisions. This applies both to households, 
commercial companies and organizations representing the area of services and public 
sector institutions. 

On the one hand any action or decision – making conditions can be explained in 
financial terms, on the other hand – every decision should not be taken without consi�
dering any financial aspects, associated with them. It is difficult, therefore, to imagine 
the management of households’ budgets, the enterprises, institutions or even the sta�
tes, without considering any financial aspects of the management. 

The current issue of the “Entrepreneurship and Management”, entitled “�inancial, ac��inancial, ac�
counting and economic aspects of contemporary management” contains both theoreti�
cal considerations and practical analyses is based on the assumption that every manage�
rial decision has got a financial dimension. 

�inance covering different areas of issues that a lesser or greater extent determines 
the modern management of organizations considered in micro� and macroeconomic 
terms. In this book, special attention has been paid to the following aspects: 

 · the use of accounting tools in management in companies,
 · taxes considerations,
 · monetary and capital market,
 · banking,
 · corporate finances.

The analysis of the articles shows that the notion of finances can be considered de�
pending on the place where they are or the object to which they relate. Looking at finan�
ces form the side of cash resources managing company, the importance of accounting 
has to be appreciated.

This scientific book contains 24 articles whose authors are mainly University of Lodz 
(eleven people) and University of Social Sciences’ academics (four authors). The rest of 
the papers come from the following scientific centers: Czestochowa University of Tech�
nology, Gdansk University of Technology, Maria Curie Sklodowska University in Lublin, 
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Poznań University of Economics and Business, University of Economics in Katowice, Uni�
versity of Szczecin, West Pomeranian University of Technology and The WSB University 
in Dąbrowa Górnicza.

Encouraging you to get acquainted with this book, we deeply hope that their con�
tent will prove to be a valuable source of inspiration for further scientific inquiries and 
researches, which will be included in forthcoming publications.

It is worth mentioning that all the articles passed through the complete reviewing 
process. After complimentary remarks applied by the reviewers the articles have recei�
ved the permission to be published in the “Entrepreneurship and Management” issue.

It means that all the articles have got distinctive features of appropriate level of 
scientific maturity and depth of the research and are valuable source for science and 
didactic process. We invite you to read the content of the issue.

The authors, scientific editors and University of Social Sciences publishing house wo�
uld like to thank to the reviewers, whose valuable comments in the process of reviewing 
contributed significantly towards the definitive form of this issue.

Mirosław Wypych
Paweł Trippner
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Dilemmas of Creating a Reserve Currency in the  
Conditions of Growing Debt of the Issuing Countries

Abstract: This paper attempts to answer the question what are the limits of credibility of 

the reserve currency creation system in the conditions of growing debt of the issuer co�

untry. This relation is perceived in the literature of the subject through the prism of the 

so�called safe asset – its characteristics and demand�supply conditions. The author expands 

this approach by pointing to the emergence of the so�called Triffin Dilemma II in contempo�

rary international finance, as an analogy to the Triffin Dilemma I existing in the 1960s. Triffin 

Dilemma sees the dilemmas of creating a reserve currency from the point of view of the cre�

dibility of the system in which the issuer is a net debtor. The main reason for the dilemmas 

related to the creation of the reserve currency is change in the structure of net investment 

positions of two groups of countries: developed and developing countries, which – along 

with asymmetry in participation in debt and global GDP – led to a reorientation of the role 

of these countries as net creditors and net debtors.

Key words: reserve currency, safe assets, Triffin Dilemma, net international investment po�

sition, net creditor, net debtor

Introduction

The goal of this paper is to indicate fiscal conditions for creation of reserve currency. 
This creation is most often captured in the literature of the subject in the context of the 
function of international currency. A common approach is analyzing determinants and 
mechanisms of the international monetary system (IMS) leading to internationalization 
of currency and the benefits and costs resulting from this process. The starting point 
for the presented considerations is the observation that fiscal aspects are an important 
condition of creation of the reserve currency with regard to both demand (exhibited by 
countries accumulating the reserve currency) and supply (exhibited by issuers). At the 
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same time, the author puts forward the thesis that they are an immanent feature of IMS. 
Even in case of periodic adjustment in fixed exchange rate parities (the Bretton Woods 
system), fiscal policy of the issuer country was a  factor affecting the credibility of the 
system. In the current IMS, as a result of financial globalization, the scale of capital flows, 
the common use of floating exchange rates, as well as the role reversal of developed co�
untries and emerging markets in international finance (seen through the prism of net 
creditor’s and net debtor’s position, the share of countries in global GDP and debt), fiscal 
aspects have become particularly important as they are a source of risk and instability for 
countries and the global economy. Growth of the share of debt in liabilities of developed 
countries can be a  new source of instability. The article constitutes a  broad review of 
existing debate on this controversial issue, mainly based on theoretical assumptions and 
retrospective experiences of global economy.

Asymmetric contribution of developed countries and 
emerging markets to global GDP growth and global debt. 
Structure of investment positions of both groups of countries

The feature of modern world economy is paradoxically different current account balance 
in relation to the level of economic development of the country and the net investment 
position of countries, which contradicts the conclusions resulting from the so�called in-
ternational debt cycle theory.

Table 1. International debt cycle of the country

  CA <0 CA>0
�oreign assets < foreign liabilities Young debtor Mature debtor
�oreign assets > foreign liabilities Mature creditor Young creditor

Source: Cline 2005, p. 11.

According to theoretical considerations, countries go through various stages of the 
debt cycle in the process of their economic development. Referring to the US, the high 
level of income and assets of the country should place it as “mature creditor”. Paradoxi�
cally, however, the US take the position of “young debtor”. Similarly, emerging markets 
take the position of “young creditor” instead of debtor.

An increase in international capital mobility (partly supported by floating exchange 
rates) facilitated financing deficits and access to surplus domestic savings (and more po�
ssibilities of using them), which allowed the countries to “reverse the role” in the global 
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economy. Developed countries (mainly the US) absorbed surpluses (mainly Asian) through 
growing consumption and debt, instead of financing the development of these countries. 
The net debtor countries are: the USA, Australia, New Zealand and Canada. The group of 
net creditors includes: China, Taiwan, Hong Kong, Singapore, Malaysia and Venezuela. Ho�
wever, transfer of savings from emerging markets would not be possible without demand 
exhibited by the developed countries.

The analysis of both groups of countries shows the contrast between their contri�
bution to global GDP and debt growth. Emerging markets have a much greater share in 
global GDP growth than in global public debt (in 2007 they generated 25% of world GDP 
and 17% of the world debt).

On the other hand, the four main areas creating reserve currencies (the US, Japan, 
the euro area, Great Britain) in 2011 generated jointly 58% of global GDP and 81% of 
global debt. The US alone is responsible for a 37% increase in global debt in the period 
2007–2011 and for a 40% increase in debt in 2011–2016. In turn, the US share in the gro�
wth of global GDP amounts to 8% and 18% respectively for these periods1.

Among the emerging markets, an important role in the global transfer of savings 
is played by the countries of South East Asia, which in the mid�90s changed from net 
debtors to net creditors. Since then, the net assets denominated in foreign currency 
have been growing. Latin America countries remained net debtors in 1997–2006, but 
they decreased their liabilities in foreign currencies. A particularly visible reduction of 
foreign debt occurred in relation to the public sector. Among the emerging markets, 
China has a  significant positive investment position, Brazil has a  negative investment 
position and India has a slightly negative investment position. It is important that large 
negative investment positions are no longer the norm for this group of countries. There 
was a significant change in the structure of their investment positions in the last decade. 
The dissemination of floating exchange rates lowered the countries’ vulnerability to cur�
rency and balance of payments crises.

�oreign liabilities of emerging markets in the past were dominated by debt in�
struments denominated in foreign currency and currently they are dominated by 
foreign direct investments and share capital. It is consistent with the increase in the 
international risk sharing and consequent growth of foreign capital donors’ invol�
vement in foreign currency risk. In 2010, the two mentioned categories of liabilities 
accounted for 2/3 of total foreign liabilities of Brazil and China, 51% of India and 56% 
of Russia. In addition, external debt issued by these countries is increasingly deno�
minated in national currencies, which weakens the risk of a currency crisis resulting 

1 More on this in: Prasad 2011.
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from the rapid depreciation of the currency. The share of foreign currency debt in 
Latin America decreased from 40% at the beginning of the 21st century to 20% in 
2007. �avorable qualitative changes in the debt structure also relate to the reduction 
of short�term liabilities and growth of long�term ones. Active debt management and 
development of local financial markets significantly contributed to the reduction of 
dollarization, especially in Latin America.

�or these countries, the main risks resulting from the inflow of capital are not as 
much as before related to the balance of payments crisis but more to the problems 
for domestic economic policy. The inflow of capital that generates pressure on the 
appreciation of the national currency may cause the economy to overheat. Negative 
distribution effects of capital inflow, related to growth of inflation, are also stressed.

�oreign exchange reserves play a significant role in foreign assets (not only in China). 
In 2010, they accounted for 47% of foreign assets in Brazil, 69% in China, 68% in India, and 
37% in Russia. The average share of reserve assets in total foreign assets of emerging mar�
kets grew from 32% in 2000 to 53% in 2010. They are held mainly in government bonds of 
four major economic blocs: the US, the euro area, Japan and the United Kingdom.

It should be emphasized that emerging markets have not only become net expor�
ters of capital to developed countries but they have also reduced the risk resulting 
from the structure of their foreign liabilities.

�oreign assets of developed countries are dominated by higher risk assets: share capi�
tal and foreign direct investment. In case of the US, both categories accounted for 56% of 
total foreign assets in 2007. In addition, 64% of the US foreign assets are denominated in 
foreign currency. The US foreign liabilities are dominated by debt capital which accoun�
ted for 69% of total foreign liabilities in 2007. It is noteworthy that 90% of the US foreign 
liabilities are denominated in USD. The possibility of incurring debt in own currency is an 
expression of exorbitant privilege of the country issuing the reserve currency. The specific 
currency composition of the US net investment position means that falling value of USD 
has at the same time a stabilizing effect on the real value of US net external debt.

The analysis of US foreign assets and liabilities shows two interesting asymmetries:

 – short�term liabilities dominate in foreign liabilities, while long�term assets are domi�
nant in foreign assets,

 – the US public sector has little foreign assets, while the foreign public sector is an 
important holder of US liabilities [Teunissen, Akkerman 2006].

This asymmetry indicates that the US lacks liquid foreign assets that could be sold in 
a situation of sudden decline or withdrawal of foreign capital.

�oreign liabilities of developed countries are dominated by debt portfolio ca�
pital and bank loans. The negative net investment position of the US indicates that 
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the country uses other countries’ financial resources. In case of the US it is impor�
tant that the foreign public sector’s possession of US debt securities is growing2.

Impact of demand for reserves on fiscal policy of countries 
issuing the reserve currency

Growth of financial openness and exposure to volatility of capital flows resulted in an 
increase in the demand of the official sector for safe financial assets.

Increased demand for foreign currency reserves softens fiscal constraints in the fiscal 
policy of countries issuing the reserve currency. It creates a field for excessively expansi�
ve fiscal policy. Continuous increase of foreign net debt causes the phenomenon of  debt 
dilution, devaluation of existing debt. Excessive demand for USD reserves lowers interest 
rates on Treasury securities below the value corresponding to the level that would per�
sist if the demand for these securities was exhibited only by the private sector. This is due 
to the fact that the accumulation of foreign exchange reserves is insensitive to the rate 
of return on assets. The creditors do not treat the purchase of the reserve currency as an 
investment. They treat it rather as an instrument of protection against currency crises 
[Steiner 2012, p. 8].

Lower interest rate reduces the debt servicing costs and creates a field for increasing 
the deficit and public debt [Wojtyna 2013, p. 150]. Each additional unit of debt increases 
the probability of insolvency, which causes a negative externality for the entire foreign 
debt. The temptation to increase the budget deficit and the current account deficit lo�
wers the discipline of national economic policy [Daniel 2001, pp. 969–988].

The scale of concentration of the global CA deficit in the US is illustrated by the fact 
that the US current account deficit in 1996–2009 accounted for 56% of the global deficit 
[Steiner 2012, p. 7].

Table 2. Foreign-owned long-term US securitie

% foreign�owned III. 2000 VI.2005 XII. 2009
Equity 6.9 9.0 10.7
Treasury bonds 35.2 51.7 54.1
Government agency bonds 7.3 14.7 13.4
Corporate and other debt 13.0 18.4 19.0
Total long�term securities 9.8 15.0 17.7

Source: Warnock 2010.

2 The foreign official sector’s possession of US government bonds increased from 6% in the 1970s to 40% in 2009.
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�oreign investors had a growing share in the US securities in the last decade. They 
held more than a half of the US government bonds and almost 1/5 of the corporate debt 
market in 2009.

Most empirical studies confirm the significant impact of foreign accumulation of re�
serves on long�term interest on US Treasury securities.

Consequences of the increase in the level of public debt of 
countries issuing the reserve currency for the global economy

The high and increasing level of debt of developed countries is a source of risk for global 
macroeconomic stability. Excessive demand for reserves results not only in gradual loss of 
confidence in stable value of the reserve currency but also in lower valuation of risk by fi�
nancial intermediaries (and, as a consequence, in bubbles in asset markets). As interest rate 
on Treasury securities (as market risk�free assets) is a point of reference for the valuation of 
other financial assets, its reduction may encourage financial intermediaries to lower the 
valuation of all risks, which will result in the subsequent excessive credit expansion and fau�
lty allocation of capital in the country issuing the reserve currency [Wojtyna 2013, p. 150]. 
Easy availability of cheap credit may increase the volatility of capital flows. The increased 
demand for foreign exchange reserves also affects the issuer’s financial market by crea�
ting an international asymmetry in demand and supply of financial assets. According to 
Caballero, in response to increased foreign demand for safe financial assets, the US incre�
ased the supply of assets, which at the same time stimulated the creation of toxic assets 
[Caballero 2009]. The concentration of risky assets in the reserve currency issuer’s market 
contributes to global imbalances and also becomes a source of instability in the global 
financial system. It should be noted that the increased demand for foreign currency reser�
ves affected not only the US financial market but also the profitability of instruments in 
the United Kingdom, Japan and the euro area countries. According to the thesis regarding 
the occurrence of the so�called global portfolio effect, this impact concerned not only the 
profitability of Treasury bills, also of private issuances.

The implications of rising debt levels and concerns about their sustainability depend 
largely on whether they are financed by domestic savings or by foreign investors. In 
case of the US, foreign investors – both private and public – hold about half of the net 
government debt. This ratio is lower in case of the United Kingdom (about 1/3 of the net 
debt is maintained by foreign investors), and even lower in case of Japan (around 10%). 
In the US not only is the level of net debt increasing, but the level of debt maintained by 
foreign investors is growing as well. In the period 2008–2010, when net debt accumula�
tion increased to USD 1.3 trillion a year, foreign investors accumulated USD 695 billion, 
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which accounted for more than half of the total net debt issuance. Countries issuing 
the reserve currency (the US, Japan) benefited from issuing debt in their own currency, 
which allowed them to transfer foreign exchange risk to foreign investors.

A high level of debt in the US (and developed countries) can generate a crowding out 
effect – it can crowd out private investment and lower productivity growth in relation 
to emerging markets. This suggests that the currencies of emerging markets should be 
appreciated in relation to the currencies of developed countries, which in turn means 
the nominal wealth transfer in the national currency in the future. It creates a  risk of 
overborrowing and overinvestment for the reserve currency issuer country. �or the is�
suer country, excessive demand for the reserve currency may generate different crises:

 – financial crisis (banking or debt crisis),
 – currency crisis – if the deterioration of the net investment position is accompanied 

by currency devaluation.
In addition, easy availability of foreign financing inhibits launching of compensatory 

mechanisms in the budget deficit, but also in the current account balance.
As a consequence of changes in the structures of the investment positions of emer�

ging markets and in view of the high and growing level of public debt of developed 
countries, the balance risk of developing countries shifted from the liabilities side to 
the asset side. If the increase in foreign assets in the form of foreign exchange reserves 
triggers a price effect – that is: lowering interest rates in the country issuing the reserve 
currency – it is natural that central banks of the countries leading in the field of accu�
mulation policy should coordinate this policy (e.g. similarly to the coordinated sale of 
gold). However, this is not the case because, as A. Steiner points out, the opportunity 
cost of having reserves does not affect their size. Thus, the “automatic stabilizers effe�
ct” works [Steiner 2012].

However, there is a doubt whether the accumulated assets are still safe assets in the 
conditions of growing public debt of developed countries. �oreign exchange reserves 
are usually invested in debt instruments (or safe bank deposits). As Dang et al rightly put 
it, debt is a natural instrument of liquidity as long as it remains insensitive to information 
[Dang, Gorton, Holmstorm 2012].

The growth of debt in the long term raises concerns about maintaining the real value 
of reserve assets at a stable level. The question then arises: what can we consider as safe 
assets? In the opinion of J. Landau the ability of a country or financial system to provide 
liquidity ultimately depends on its ability to issue information�insensitive instruments, 
which is the very essence of the definition of safe asset [Landau 2013, p. 250]. In the past, 
private and public issuers complemented the creation of safe assets. Recent studies indi�
cate the existence of certain regularities:
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 – first, safe assets have a relatively constant share in total financial assets held in the 
economy,

 – second, financial and government liabilities are substitutes: fluctuations in the stock 
of public debt crowd in or crowd out money and debt issued by financial intermediary. 
Over the long run, the financial system seems to adjust so that the “constant share” law 
is respected. Will this trend persist?

The financial crisis undermined treating of assets provided by the private sector as 
safe assets. This may mean that only the public sector will be the supplier of safe assets 
as they are secured by the state’s ability to tax future generations. On the other hand, 
regulatory reforms implemented after the crisis will lead to an increase in the private 
sector’s demand for safe assets. This may suggest that countries accumulating reserves 
will have to compete with the private sector for access to the government debt of coun�
tries issuing the reserve currency.

On the other hand, expectations regarding depreciation of developed countries’ 
currencies or lowering of the real value of debt caused by inflation raise the risk of 
capital loss from accumulated reserves for their holders. This creates a  risk of rapid 
changes in the structure of foreign exchange reserves and may encourage diversifica�
tion of the portfolio.

However, it should be remembered that a  multi�currency global reserve portfolio 
may also generate instability. Substitution of reserve currencies leads to increased ex�
change rate volatility.

The fiscal dimension of the Triffin dilemma

The Triffin dilemma (also called the Triffin paradox) regarding the inconsistencies in IMS 
was described by R. Triffin in the 1960s. At present, the thesis is increasingly being formu�
lated that the current international monetary system conditions led to creation of a new 
form of the dilemma (the so�called Triffin Dilemma II).

The common features of Triffin Dilemma I and II are:
 – the dominant position of one reserve currency
 – immanent lack of resilience of both systems to loss of stability.
The Triffin dilemma arises when the increasing demand for reserve assets limits the 

issuer’s ability to deliver a safe quantity of assets while maintaining credibility and gua�
ranteeing a  stable asset value. In the traditional interpretation of the Triffin Dilemma 
I  the source of the instability of the system in the 1960s was the asymmetric increase 
in the demand for liquidity (reserves) and in supply. The Triffin paradox I was based on 
the observation that in order to provide a supply of risk�free global asset, the country 
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issuing the reserve currency must have a current account deficit, which in turn causes an 
increase in foreign debt. The increasing demand for reserve assets limits the issuer’s abi�
lity to deliver a safe quantity of assets, guaranteeing at the same time the stability of the 
value of assets. In the conditions of Triffin paradox I there was a limitation of the increase 
in USD supply in the form of USD convertibility into gold. The decrease in gold reserves 
in the US accompanied by increasing demand for reserves and the accepted convertibi�
lity of USD into gold at a fixed rate were the factors limiting the credibility of the system.

In the conditions of the Triffin paradox II, there is no problem of coverage of dollar liabi�
lities in gold, but there is still a conflict of interest between the US monetary policy and the 
long�term stability of IMS. In the current version of the paradox there is no doubt whether 
the US will have the right amount of gold to pay all its liabilities, but whether it will have eno�
ugh fiscal potential to regulate payments resulting from growing debt on an ongoing basis. 
Triffin paradox II is therefore its “subtler” version, because there is no guarantee of conver�
tibility of USD into gold. Increased demand for reserve currency assets leads to excessive 
indebtedness of households, enterprises, financial and government sectors, which may ul�
timately undermine the trust of foreign entities in sustainability of the debt. As in the classic 
paradox, also in its current form the global growth of reserves is maintained through defi�
cits, however – not balance of payments deficits, but through fiscal deficits [Obstfeld 2011].

According to M. Obstfeld, the essence of the Triffin paradox (in both forms: I and II) 
is not only the problem of credibility (paradox of credibility), but essentially the potential 
fiscal insolvency of the issuer country. Global economy needs a constant expansion of 
public debt as a measure of value, but this expansion threatens the debt’s ability to re�
main a safe asset.

Two asymmetries give dynamics to the new paradox:
 – faster development of emerging markets compared to developed countries, but
 – developed countries remain more reliable than emerging markets.
Both asymmetries cause that the demand for developed countries’ debt exceeds the 

supply of a safe level of public debt thus causing the loss of its credibility as a safe asset.
M. Obstfeld thus poses a fundamental question: how will the demand for reserves 

be met when developed countries achieve fiscal consolidation, which they aspire to? He 
observes several possible solutions:

1. directing the demand for reserves towards more risky assets such as sovereign 
wealth funds,
2. growth of the credibility of emerging markets, which would lead to lowering 
their demand for reserves and ultimately make them providers of reserve assets,
3. acceleration of growth in developed countries accompanied by slowdown in 
emerging markets.
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M. Obstfeld points out that the last two solutions are long�term ones but their imple�
mentation is inevitable. Otherwise, the new form of Triffin paradox will lead to instability 
of the international monetary system, as evidenced by recent experience – an increase in 
demand for gold in response to tensions in public indebtedness of developed countries.

Growing internationalization of other currencies (e.g. the Chinese RMB) can mean 
the reduced internationalization of USD. L. Goldberg points out that the reduction of 
demand for the debt of the official sector in the US may cause an increase in the cost of 
its financing, leading in consequence to a higher burden of fiscal debt and crowding out 
of domestic public and private sector expenditures. A  reduced demand for US assets 
may lead to the depreciation of USD [Goldberg 2011].

J. Landau points out that in the situation of increasing net demand for the reserve 
currency (of both the official and the private sector) and the trend of fiscal consolidation 
in the issuing countries, the problem of potential ex ante imbalance in the supply and 
demand for safe assets may be solved by:

1. shifting the definition of safe asset� lower quality assets can replace those of 
higher quality. He points out that such adjustments were observed during the recent 
financial crisis. It was an effective, though undoubtedly controversial, countercyclical 
liquidity supply instrument,
2. price adjustments – when the real risk�free rate adjusts to ensure a balance be�
tween supply and demand for safe assets,
3. deleveraging in the financial system and reducing the volume of private liqui�
dity [Landau 2013].
Which of the above presented mechanisms will prevail will determine the deve�

lopment of the global economy. The probability of realizing one of the scenarios de�
pends on the adopted definition of safe assets, which is still elusive and heterogeneous 
[Gourinchas, Jeanne 2012].

Final remarks

�rom the point of view of the US economy it is important that the USD retains the status 
of reserve currency, which brings economic benefits and an extraordinary privilege to 
the economy. Despite deteriorating fiscal indicators this status seems to be unchallenged 
today. US Treasury securities today find no substitute in satisfying the global demand for 
safe assets. This is confirmed by the stable (about 60%) share of USD reserves in the glo�
bal reserves structure as well as by the USD appreciation trend during the financial crisis.

However, taking into account lower interest rates in the US compared to countries 
exhibiting demand for safe assets, US debt and currency will be pressured to grow, pulling 
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at the same time down (safe) interest rates and inflation, thus bringing the global economy 
to the danger of Zero Lower Bound and liquidity trap [Caballero, �ahri, Gourinchas 2015]. 
Persistently low – especially long term – interest rates can lead to false market signals, 
especially if they are caused by distortions, such as quantitative easing policy or accumula�
tion policy of emerging markets. These signals, in turn, may lead to sudden price increases 
of other assets [Caruana, �riedman, King, Shirakawa 2015].

In the long run, the reform of the functioning of mechanisms of international mo�
netary system seems inevitable. This applies to influencing demand for reserves by 
reducing the so�called precautionary demand for reserves. �rom the US point of view, 
it seems necessary to review the use of borrowed financial resources, starting from fi�
nancing consumption to improving production capacity. If the debt is used to increase 
production, the debt�to�GDP ratio will remain stable, even at a large scale of borrowing.
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Mis-selling in Finance as an Effect of Excessive  
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Abstract: Mis�selling is an unethical behaviour on the part of sellers who mislead custo�

mers into buying products unsuited to their needs. Mis�selling is found in finances and ban�

king, which is a major research issue, considering the importance of financial transactions, 

the long�standing nature and sizes of financial obligations, as well as the degree of their 

complexity. This article focuses on mis�selling in finances. The authors, using the desk rese�

arch method, try to establish whether unfair commercial practices in the form of unethical 

sales of products unadjusted to consumers’ needs are linked with heavy concentration on 

selling services. The above issues are part of a larger debate on ethics in business. The article 

has three parts which focus respectively on: specific activities in the financial sector which 

are detrimental to consumers, the essence of mis�selling, and links between mis�selling and 

remuneration in banking. In the conclusions, changes are mentioned which result from 

amendments to the remuneration system and whose effects may diminish mis�selling.

Key words: mis�selling, finance ethics, bank, remuneration 

Introduction

The financial services market involves risks for consumers. There is no balance here be�
tween the two parties because consumers are weaker than financial service providers. In 
the literature on the subject, one can find explanations for the reasons for the lack of this 
balance. Explanations of this imbalance revolve around defects of the market [Chater 2010, 
p. 3], non�rational consumer behaviour [Muller, Devnani, Heys, Suter 2014, p. 30; Lissowska 
2010, p. 57; DeHart, �riedel, Lown, Odum 2016], but first and foremost irregularities on the 
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part of service providers. The abuse of advantage over customers and any resulting negative 
effects are named mis�selling. In particular, accusations of mis�selling have long been levelled 
against banks. Incidents of this nature have affected the public experience of banking in two 
ways: directly, in that a large number of customers were mis�sold products, and indirectly, in 
that the scandals entered the public consciousness. Considering the importance of financial 
transactions to clients, their long�standing nature, their sizes, the degree of complexity as 
well as the general belief that unethical practices by financial institutions are a fact, this article 
focuses on mis�selling in financial services. The authors, using the desk research method, try 
to establish whether unfair commercial practices in the form of unethical sales of products 
unsuited to clients’ needs are a result of heavy concentration of agents on selling products 
and services. These issues are part of a larger debate on ethics in business, especially in the 
relations between financial institutions and individual clients [Czechowska (ed.) 2016] and on 
the question of consumer protection on the financial service market.

Consumer detriment from relations with financial institutions 

IBE’s regular briefing provides information on ethical concerns and lapses which were 
described in the media in UK in 2017. This analysis focuses on lapses by sector. As the 
media reports in 2017 the highest number of ethical lapses was recorded in financial 
sector (figure 1). The financial sector and retail sector, and technology sector, collectively 
account for 31% of the total number of headlines. As the IBE reported in UK Most issues 
concerning the financial and banking sector and related to corporate culture and beha�
viour. Many of these cases concern mis�selling [Institute of Business Ethics 2018, pp.1–2].

Figure 1. Most reported ethical lapses in 2017 by sector. Number of reported lapses

Source: IBE 2018, p. 1.
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Problems with retail financial services have also been noted in EU studies. According 
to European Commission’s Consumer Scoreboard consumers gave the lowest ratings 
to such markets as real�estate services, mortgages and investment products, private 
pensions and securities [European Commission 2016, p. 18]. Transactions entered into 
on financial markets generate many problems for consumers. Part of them result from 
improper relations between financial institutions and consumers regarding e.g. selling 
products unsuited to consumers’ needs. Before we begin a discussion on mis�selling in 
finance, especially in banking, we briefly look at some existing definitions of “consumer”. 
The 1998 Directive on consumer protection in the indication of product prices gave the 
following definition of “consumer”: “Consumer shall mean any natural person who buys 
a product for purposes that do not fall within the sphere of his commercial or profes�
sional activity” [Directive 98/6/EC, art. 2, e]. �or example in another legal act Directive 
2008/48/EC on credit agreements for consumers, consumer means any natural person 
who, in transactions is acting for purposes which are outside his trade, business or pro�
fession (art.3.a). Sometimes the difference between word “consumer” and “customer” is 
discussed. In simplification the consumer is the “user” and the customer is the “buyer”. 
The subject of consumer protection action is the end�consumer (B2C). 

On the financial service market, consumers i.e. natural persons make decisions 
only indirectly linked with their commercial, professional or economic activity [Di�
rective 2013/11/EU, art. 4.1.a]. These decisions show different degrees of complexity 
and have different consequences: from managing one’s own income and expen�
ses to very complex long�term strategic investments which can totally destabilize 
a home budget. In defining financial services references are made to the catalogue 
of actions taken by financial institutions such as credit institutions, investment and 
insurance institutions, and payment institutions. In the 2011 Directive (art. 2.12) a fi�
nancial service is defined as a ‘service of a banking, credit, insurance, personal pen�
sion, investment or payment nature’.

On the financial market consumers may be faced with problems resulting from the 
activity of financial service providers who strive ruthlessly to increase their financial 
efficiency [Dembinski 2017, p. 147; Bonvin, Dembinski 2002]. Such activity is accompa�
nied with unfair commercial practices, frauds and manipulations. In such circumstances 
customers have problems drawing up, interpreting and executing contracts, as well as 
accessing information. �or example, a Eurobarometer study showed that when purcha�
sing various financial products respondents had not been informed about additional 
costs involving commission, bonus or other additional remuneration [European Com�
mission 2012, p. 52]. Therefore, actions are taken, regulated by law, whose purpose is to 
provide transparent and comparable information [Directive 2014/92/EU].
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In the literature, financial services unprofitable to consumers are tagged as disruptive 
services, consumer detritment, misleading customers or mis-selling. �inancial services are 
considered disruptive if an improper sale or a sale of services unnecessary to the custo�
mer may result in a serious financial loss [Muller, Devnani, Heys, Suter 2014, p. 24]. Defec�
tive business models, defective sales patterns and remuneration models lead to offering 
financial services to clients who do not need them or cannot afford them [Cyman 2017, 
p. 40; Cichorska 2017, pp. 19–22].

The 2017 European Banking Authority report named banking services which may be 
detrimental to consumers. The list included mortgage loans, deposits, payment acco�
unts, digital currency and consumer credits. The report also pointed out major issues 
regarding consumer protection in EU (i.e. areas of potential problems). These included 
excessive debt, credit score, bank charges, account fees and their comparability, credit 
costs, foreign�currency credits, transactions with alternative financial service providers 
or mis�selling [European Banking Authority 2017, p. 15].

Specificity of mis-selling

The sale of inappropriate products/services which are not useful enough to consumers – or 
simply mis�selling – has been a  major, recurring problem in the financial services indu�
stry. An interesting profile of the notion has been provided by J. Cichorska [2017, p. 19–22]. 
She points out that most definitions of mis�selling refer to unethical behaviour of the staff 
misleading consumers [Wojnowska, Gniadek 2015] and to sales of inappropriate products 
[Wyman 2015, s. 5] unsuited to consumers’ needs [Krasnodębska�Tomkiel 2016, p. 14; �i�
nancial Conduct Authority and �inancial Ombudsman Service, 2016 p. 14; �inancial Servi�
ces Authority 2013; Ustawa z dnia 5 sierpnia 2015 r., art. 24 ust. 2 pkt. 4].

�inancial service consumers are facing a growing risk related to insurance and bank 
products. The danger was noticed by the �inancial Services Authority. In 2000 it was 
noted that one in eight consumers in the United Kingdom who had bought a financial 
product in the past five years later regretted their choice [�inancial Services Autho�
rity 2000]. According to �CA 59% “of customer complaints to financial services firms 
related to mis�selling (including PPI) in 2014, compared to 25% in 2010 [�inancial Con�
duct Authority and �inancial Ombudsman Service 2016, p. 4].

Unethical treatment of customers is a  challenge for companies in many sectors. 
It takes the form of providing misleading information, whether in the marketing/ad�
vertising of products and services or in the sales practices of employees [IBE 2014, 
p. 1]. The essence of an irregularity in the presentation of information is the deliberate 
concealment or falsification of facts which, if known to the other party, could interrupt 
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or significantly change the basis of the contract or transaction [�ranke, Mosk, Schne�
bel 2016, p. 5]. There are several forms of irresponsible marketing that mislead custo�
mers [Institute of Business Ethics 2014, p. 1]:

 – �alse claims in adverts. This does not have to be wilful lying but could simply involve 
an exaggeration of the truth.

 – Stealth marketing is based on a deliberate intention to deceive whilst remaining wit�
hin the law. 

 – Use of small print in advertising or overly long terms and conditions, which are de�
signed to be overlooked [European Commission 2011, QA15; Bakos, Marotta�Wurgler, 
Trossen 2014, pp. 1–35]. 

The extreme form of mis�selling is slamming which is criminally liable and consists 
in forging a consumer’s signature in order to conclude a contract or drawing up a con�
tract in the form of an information questionnaire with a view to deceitfully obtaining 
a consumer’s signature.

Consumers are particularly susceptible to mis�selling of financial services because 
many of them have limited understanding of the products offered. This results from the 
complexity of those products and the uncertainty of profit. Therefore, it is essential that 
relevant regulations be implemented with the aim of protecting consumers in an unfa�
vourable position when entering transactions with financial service providers. The fac�
tors contributing to mis�selling include inappropriate behaviour of firms, specificity of 
a given market, mistakes on the part of the regulators, cultural norms, or lastly bonuses 
for employees for aggressive sale as a result of the pressure on managers to meet short�
term sales objectives [�inancial Conduct Authority, �inancial Ombudsman Service 2016, 
p. 14]. Mis�selling concerns bank accounts, consumer loans and insurances. Particularly 
important are cases of mass mis�selling, where a single product or a group of related 
products is sold to a large number of consumers. Endowment mortgages and personal 
pensions are examples of mass mis�selling given by �CA. Mis�selling may also happen 
to an individual client when their financial adviser recommends that they buy a product 
which is inappropriate for them [�inancial Conduct Authority and �inancial Ombudsman 
Service 2016, p. 14].

�igure 2 refers to the report of UK �inancial Ombudsman and presents complaints 
on mis�selling in the financial sector in 2014�2015. The list does not include payment 
protection insurance (PPI) which accounted for 92% of all mis�selling complaints. PPI was 
sold on a mass scale in 1990�2009 and became the main mis�selling problem. According 
to the report, until November 2015 over 16.5 million complaints of this type were con�
sidered and 75% were upheld [�inancial Conduct Authority and �inancial Ombudsman 
Service 2016, p. 15].
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Figure 2. Mis-selling across different financial products in 2014–2015. Number of cases 
resolved by the Ombudsman

Source: �inancial Ombudsman 2015, National Audit Office of the Ombudsman’s data.

Mis�selling is an unfavourable phenomenon in that it harms not only consumers 
but also the finance industry and economy in general. The existence of mis�selling me�
ans that consumers buy products which they do not need or with which they are not 
satisfied. Misleading customers can have serious consequences in terms of reputation 
for organisations through the erosion of trust, increased regulation, and financially 
in the forms of fines and compensation to affected customers. Dishonest sale under�
mines public trust in the financial services sector as a whole, in regulators and other 
public authorities, thus creating the risk of financial destabilization.

The ban on mis�selling as a practice harming collective interests of consumers was 
regulated and sanctioned by Art. 24 (2)(4) of the amended act on competition and 
consumer protection [Ustawa z  dnia 5 sierpnia 2015]. The justification of the amen�
dments highlighted the need for commercial honesty to consumers, especially on the 
high�risk financial services market. The amendments concern the high�risk investment 
financial instruments such as life insurance and endowment insurance with insurance 
capital fund, mortgage loans in foreign currency and payday loans. According to the 
act, the lender should offer financial services which meet consumer’s needs, taking 
into account personal information concerning the client’s age, health, experience and 
knowledge of the product, as well as their financial situation [Ganczar 2015, p. 3]. An 
interpretation problem is likely to arise regarding how such individual needs are to be 
established and assessed. Adherence to stereotypes whereby an elderly person is not 
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interested in a complicated and risky financial product may be unfair and raise accu�
sations of discrimination.

Compensation of employees and sales incentives

Misleading consumers may result from unrealistic sales targets and improper incentive 
systems may increase pressure on employees. Remuneration has incentivized miscon�
duct and excessive risk�taking, reinforcing a  culture where poor standards were often 
considered normal.

How the remuneration system affects mis�selling has been widely analyzed, also in the 
UK. A report assessing banking culture and standards in the context of the sector losing 
trust includes the following remark: ‘Senior management set incentive schemes for front�
line staff which provided high rewards for selling products and left staff who did not sell 
facing pressure, performance management and the risk of dismissal. …These remunera�
tion structures are ultimately not in the interests of banks themselves, still less of the custo�
mers they serve.’ [Parliamentary Commission on Banking Standards, 2013a]. As an example 
referring to unethical sales in finances Institute of Business Ethics (IBE) in cyclical studies, 
indicated Lloyd’s Banking Group, which in 2013 received a fine of GBP 28 million from the 
�inancial Conduct Authority (�CA) for the “sell or degrade” incentive plan, which according 
to �CA created “culture mis�selling sale”. As a part of this program, sales staff at Lloyds, 
Bank of Scotland and Halifax have been under pressure achieving their goals in order to 
avoid degradation, instead of targeting consumers’ needs. Mis�selling is particularly acute 
in relation to “sensitive” consumers, such as older people, young people or people who are 
unable to make informed decisions [Institute of Business Ethics 2014, p. 2].

The flawed approach to remuneration in banking affected consumers’ problems. 
The UK report pointed out that remuneration in this sector is higher than expected, con�
sidering the sector’s financial results. Investment banking incentives in leading banks 
are linked with inappropriate performance indicators which promote short�termism and 
distort the approach to risk management. Also, poorly constructed incentive schemes in 
retail banking encourage prompt inappropriate actions. The scale and form of variable 
remuneration paid to senior managers, especially in investment banking, encouraged 
them to take high risks for short�term returns [Parliamentary Commission on Banking 
Standards 2013b, pp. 377–394].

In 2017 European Banking Authority report it was stressed that sales incentives – 
regarding both commission and remuneration in sales departments – are still a serious 
issue in many EU countries. Sales methods influence directly consumers’ behaviour and 
their choice of services and products. �or example, an agent’s remuneration in the form 
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of provision based on the sales size may create a conflict of interest between the two 
parties. In this case, the consumer is likely to suffer a loss following wrong assessment 
of the products or their overvaluation. Consumers’ problems related to remuneration in 
this sector may have to do with insufficient information or downright misinformation on 
financial counsellors’ duties. Besides, remuneration practices are indicated which result 
from the assumed profit targets or sales targets. The consequence of this high result 
orientation backed by incentive schemes is lack of transparency of products offered. 
Staff members of financial institutions cannot manage the conflict of interest. Culture 
business is lacking which would prioritize the consumer’s interest and confidence in the 
banking sector is diminished [European Banking Authority 2017, pp. 23–24]. 

In order to solve problems related to remuneration of sales staff in 2016 EBA published 
guidelines on remuneration policy and sales practices in retail banking (EBA / GL / 2016/06) 
[European Banking Authority 2015]. The guidelines have been effective since January 2018 
and are intended to counteract undesirable effects of remuneration policy and practices 
which may lead to inappropriate staff behaviour and unauthorized sales of products. The 
guidelines apply to remuneration to employees of credit institutions, non�banking creditors, 
credit intermediaries, payment institutions, electronic money institutions, mortgage selling, 
personal loans, deposits, payment accounts, payment services and electronic money.

Considering the above, there is a general belief that mis�selling is a consequence 
of a bad remuneration system whereby managers set excessive sales targets to their 
staff [European Banking Authority 2014; European Banking Authority 2015a; Europe�
an Banking Authority 2016; Bank of England 2014; �inancial Conduct Authority 2014; 
UK �SA  2012]. The key examples are bancassurance products where bank products 
are sold together with insurance products, often unnecessarily. �CA reported that by 
end July 2015 (since January 2011) banks in Great Britain had paid out approximately 
EUR 27.8 billion in refunds and compensation as a  result of mis�selling of payment 
protection insurance. According to the same source, in the first half of 2015 almost 
740 000 new complaints were opened in relation to banking and credit card products 
[�inancial Conduct Authority 2015a; �inancial Conduct Authority 2015b]. Within a sales 
strategy the sales plan is monitored. The staff are obliged to complete a given number 
of contracts and reach a fixed sales level. In this way they are forced to act unethically 
and sell products inappropriate for the consumer and incomprehensible to staff mem�
bers themselves [Trzeciak 2017, p. 104]. A good illustration are competitions organized 
by financial institutions in which staff members are encouraged to achieve best results 
in a short time, for which they are rewarded financially and non�financially (career pro�
gression, health insurance, discounts or provision of car or mobile phone, generous 
expense accounts or seminars) [European Banking Authority 2016b].
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Implementation of a  sales plan in banking is linked with remuneration, especially 
variable remuneration. This issue was noticed and described in Directive CRD IV of 2013 
[Directive 2013/36/EU]. In connection with its implementation in Poland in 2017, the 
Minister of �inance and Economic Development enacted a  regulation relating to risk 
management, internal control system, remuneration policy and a detailed method of as�
sessment of banks’ internal capital [Rozporządzenie Ministra Rozwoju i �inansów 2017]. 
According to the act, a remuneration policy should determine both fixed and variable 
components for all bank employees. The variable pay component has been limited in 
relation to the fixed pay in that it cannot normally exceed 100% and can be exceptionally 
raised no higher than to 200%. Whenever the variable pay depends on results, the basis 
for remuneration must be assessment of a given person, of the relevant organization 
unit and of the outcomes of the national bank’s activity under that person’s responsi�
bility, with regard to the outcomes of the whole national bank. The appraisal covers at 
least 3 years. The payment of 40% to 60% of the variable remuneration (according to 
the amount) is subject to deferral over 3 to 5 years and may be limited or withheld in 
case of bank’s bad performance. The remuneration policy should define the criteria for 
fixed and variable remuneration components; the former should depend on professio�
nal experience and scope of responsibility; the latter should depend on balanced and 
risk�related outcomes or other factors specified in the policy [Rozporządzenie Ministra 
Rozwoju i �inansów 2017, chapter 3].

Summary

Ethical values in an organization, especially in the financial sector, are becoming an 
important factor in attracting and retaining clients. Consumers’ assessment of to what 
extent a bank and its staff adhere to ethical practices will play the main part in the de�
cision�making process. Consumers will not want a  relationship with a firm with a bad 
reputation and one accused of mis�selling practices. The benefits from discussions on 
business ethics and culture concern changes in the remuneration system. With the pre�
vious system, in which variable remuneration depended on fulfilling excessive objecti�
ves, it became increasingly easy to sell products which failed to meet consumers’ needs. 
The implementation of Directive CRD IV is aimed at changing the banking sector’s cul�
ture and values, both in the staff and the management – formerly a source of concern 
to consumers. The directive also means rewarding any activity and commitment on the 
part of the bank which is aimed at meeting consumers’ real needs to their satisfaction.
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Abstract: The paper discusses responsible corporate lobbying. �or this purpose, the essence 

of lobbying and the meaning of corporate lobbying were presented. In the paper the concept 

of responsible lobbying with six�step “Algorithm of Responsible Lobbying” was elaborated on. 

In the article, the authors formulated recommendations for contemporary enterprises.
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Introduction

Nowadays, lobbying is a recognized instrument, based on the civil right to be represen�
ted and heard by the authorities. The primary purpose of lobbying is to draw the autho�
rities’ attention to problems important for organizations and citizens, and thus provide 
adequate information affecting the making of decisions that best serve the public good. 
Corporate lobbying is developing strongly in Poland, which is used by international cor�
porations and large companies as well as by strong non�governmental organizations. 
Its goal is to restore corporate lobbying in a democratic system. �ocusing on such an 
activity, responsible corporate lobbying, which uses the instruments of corporate social 
responsibility (CSR), deserves emphasis. Responsible corporate lobbying conducted in 
accordance with theoretical assumptions of CSR works for the benefit of the social and 
natural environment. It has a strong social aspect and should comply with the ethical 
standards of corporate social responsibility. The aim of this article is to attempt to define 
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responsible corporate lobbying and specify its areas important for the functioning of 
modern enterprises, an analysis of responsible corporate lobbying and an indication of 
recommendations for contemporary enterprises.

The essence of the meaning of corporate lobbying

When starting an analysis of the definition of corporate lobbying, first the specificity 
and areas of its impact should be clarified. In Poland, lobbying is often perceived as an 
informal and illegal act. It is a complex phenomenon and valued differently. Lobbying 
is a process that fits into the deliberations of representatives of various disciplines and 
practitioners. In the management sciences, lobbying found its approach from the per�
spective of critical management studies (Critical Management Studies) [Sułkowski 2012, 
p. 221]. The phenomenon of lobbying has been defined in various ways and has found 
its authorized capacity in legal acts (Law of 7 July 2005 on lobbying in the law�making 
process [Dz. U. z 2005 r.  Nr 169, poz. 1414]. Lobbying is the activity of an organization of 
interest groups, which consists in providing, at the right time, in a specific place and in 
a chosen way, properly prepared information. This kind of undertaking is aimed at legal 
correction of the decision�making process, whose implementation will be favorable for 
the implementation of the group interests [Greer, Hogget 1999, p. 239]. 

The essence of lobbying is information that ensures that the decisions taken – which 
have an impact on the reality, on specific social and economic interests – are proper 
decisions. Lobbying is about providing reliable information to people who take politi�
cal or administrative decisions. When communicating information to decision�makers, it 
should be considered in four aspects: what information we communicate, what we talk 
about, who we talk to, whom we communicate, when we communicate the information 
and how we do it. These aspects need to be supplemented by one more important issue 
of the person communicating the information as well as the expected client relations. 
The aspects cited above demonstrate the complexity of processes and procedures rela�
ted to the authorization of lobbying [Grzenkowska, Mruk 2001, p. 42].

Lobbying activities may be carried out by organizations acting for their own interests 
and on their own behalf, as well as by entities that provide such services. The first group 
of entities includes interest groups that can be divided into [Jasiecki et al 2006, p. 179]:

 – business groups – for economic benefits such as large enterprises, corporations, em�
ployers and their associations, associations of importers and exporters, industry guilds 
and organizations, i.e.: chambers of producers and chambers of crafts,

 – profession related groups – trade unions, political parties, promotional parties, 
appointed for common goals and attitudes, e.g. ecological movements, consumer 
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organizations, economic associations, social organizations and associations, govern�
ment and its agencies, media, opinion forming groups and leaders of public opinion.

The second group of entities dealing with commissioned lobbying, i.e.: professional 
lobbying agencies, public relations agencies and “freelancers” of lobbying: generally 
well�known politicians and prominent parliamentarians with contacts and experience in 
lobbying activities [Grzenkowska, Mruk 2001, pp. 42–43]. 

The main objective of lobbying activities is to obtain the desired impact on key state 
decisions affecting the legislative solutions and administrative decisions regarding the 
political and economic sphere. Individuals, social groups and institutions can act as both 
entities and as addressees of lobbying activities. Their role is determined by actions un�
dertaken by them or towards them.

Nowadays, lobbying is a  recognized tool for exerting social influence. Complex 
lobbying activities are multi�faceted and include the spheres of: economics, politics 
and social sciences. Corporations treat lobbying as an important element of competi�
tiveness. Their strategy of expression often based on the ideas of systemic competi�
tiveness, competitive globalization and investor capitalism requires effective lobby�
ing. Building systemic competitiveness means that the economic capital is multiplied 
by the intellectual capital, which consists of an organizational, innovative and institu�
tional capital including lobbying [McPherson, Pike 2001, pp. 246–260]. Corporatisation 
of globalization is based on the necessity to become aware of the cooperative activity 
[Rosińska�Bukowska 2012, pp. 41–47]. The cooperative activity is made up of coopera�–47]. The cooperative activity is made up of coopera�47]. The cooperative activity is made up of coopera�
tion and competition [Cygler 2009]. The model of investor capitalism includes, in its 
concept, the development of stakeholders and building the social added value model, 
which requires credibility, transparency and co�operation [Rosińska�Bukowska 2009, 
pp. 258–270]. Thanks to this, corporations move exceptionally efficiently in the sphere 
of lobbying and, for this purpose, they can use various forms of interaction with the 
environment, i.e. the activities of Corporate Social Responsibility, cooperation with 
non�governmental organizations, think�tanks. The efficient management of such 
a system requires more and more intensive lobbying activities in relation to corpora�
tions. Corporate lobbying is particularly important in this context, i.e. lobbying carried 
out by companies, especially large corporations, as well as by strong non�governmen�
tal organizations [Lewicka�Strzałecka 2011, pp. 205–213]. 

Lobbying for corporations can be a good investment or a threat. Research done by 
the Dutch Center for Research on Multinational Corporations proved that some corpora�
tions are lobbying in contradiction to their policies [Lewicka�Strzałecka 2011, p. 207]. 
A  lot of large corporations do not reveal their lobbying policy. Often lobbying activi�
ties conducted individually by a company or a group of companies remain beyond the 
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public access, which is why it seems unlikely that corporate lobbying will comply with 
disclosure orders. In this direction, attempts have been made to regulate lobbying by 
means of legal instruments, or standards included in ethical codes. To a small extent, 
these changes concerned lobbying conducted by business. Some countries try to regu�
late corporate lobbying, for example on the basis of reports prepared by professional 
lobbyists, which, to some extent, increases transparency and counteracts unsuitable 
practices [Lewicka�Strzałecka 2011, p. 207]. The implementation of the initiative of re�
sponsible lobbying is one of such attempts. 

The concept of responsible lobbying

Discussing the subject of responsible lobbying, the essence of the category of respon�
sibility should be clarified, which is variously defined in the subject literature. This am�
biguity results, among other things, from the fact that responsibility refers to various 
areas of human activity in which its various aspects become more or less visible or 
significant.

According to B. Pogonowska, responsibility is an ethical norm, which means some 
readiness to bear the consequences of positive and negative results of own (individual 
or group) decisions [Pogonowska 2004, p. 223]. Thus, responsibility is a  notion which 
denotes aware and voluntary undertaking of acts consistent with generally approved 
rules and norms [Jabłoński et al 2010].

J. �ilek distinguishes three levels of responsibility: individual, enterprise and business. 
Responsibility of an enterprise should constitute the expansion of responsibility borne 
by individuals, and, at the same time, it should not be an excuse for not following the 
approved moral system [�ilek 2001]. 

According to A. Kisil, the responsibility of an organization (company, association, sta�
te, etc.) is its collective awareness of:

 – moral duty, 
 – legal responsibility for own and members’ acts,
 – bearing the consequences collectively and individually,

and following it, organizational culture and attitude of all the members, thanks to which 
other people believe that they can rely on a given organization [Kisil 2013].

P. �. Drucker also pointed to the necessity of realizing responsibility in the activity 
of enterprises, claiming that it can no longer be based on the assumption that the 
owner’s personal interest will lead him to the general good, or that the personal inter�
est and general good can be separated, treating them as categories that have nothing 
to do with each other. On the contrary, nowadays such activity requires the manager 
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to take on the responsibility for the general good, to subordinate his activities to ethi�
cal norms, limiting his own interest and power in case their execution interfered with 
the general good or the freedom of an individual [Drucker 1994, p. 408].

In business practice, three levels (areas) of responsibility can be distinguished: indi�
vidual responsibility (regarding the scope of activities of a specific person), responsibil�
ity of an enterprise and business responsibility as a whole. Individual responsibility is 
fundamental. Only its adoption allows to determine the responsibility of the company, 
and accepting the latter leads to the emergence of another level – the responsibility 
of business environments.  Responsibility of business as a whole seems to be the most 
important for the future of mankind. 

Responsible lobbying is not a well�established area in theoretical terms. The phe�
nomenon of lobbying is often defined as influencing the decisions in government in�
stitutions [Jasiecki et al 2006]. Influencing the decision�making processes of the public 
authority can occur via third parties who undertake such activities on their own behalf 
or on the behalf of their principals. The classification of the forms of influence of inter�
est groups on public authorities is not unambiguous. As an example, corporatism is 
one of the forms of institutional inclusion of groups of interest in the decision�making 
processes of the public authority. It is considered to be an alternative for lobbying or 
even its variation [Pawłowska 1998, pp. 37–38]. To show the difference between these 
phenomena one should refer to the level of their institutionalization. Corporatism is 
based on permanent and clear rules of participation of groups in the advisory bodies, 
while, through a low range of institutionalization, lobbying is characterized by more 
freedom and, primarily, it ensures the possibility of dynamic social change [Jakubiak�
�Mirończuk 2015, pp. 169–170]. Lobbying is primarily targeted at subjects responsible 
for making decisions, introduction of legal and administrative solutions. Lobbying ac�
tivity is aimed at observing of the fundamental human rights and following the law 
and rules of ethics. 

An attempt to define the notion of responsible lobbying leads to a few interpre�
tations of it. Initially responsibility should be explained, which is based on openness 
and transparency of the lobbying process itself. A  great emphasis is placed on the 
transparency of relations between lobbyists and politicians. The instruments that are 
to ensure this transparency are mandatory and voluntary registers of lobbying prowe�
ss, lobbying codes and open consultations with representatives of various stakeholder 
groups. Responsible lobbying is often equated with activities for the public good and 
social development. It should serve legitimate purposes and guarantee progress. The 
demands of responsible lobbying are addressed to entities appearing in the network 
of lobbying links, which include: companies, non�governmental organizations, trade 
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unions, professional lobbyists, media, citizens, officials, politicians and the academic 
community.

In practice the concept of lobbying and corporate social responsibility manifest clear 
connections. Similar activities: mature democratic systems striving to build social dia�
logue, the right legal infrastructure, and acceptance of the principles of business ethics 
have conditions for their development. It can be pointed out that the implementation 
of both concepts affects the micro� and macro�environment of an enterprise. One of 
the important elements differentiating both concepts is the following: the concept of 
corporate social responsibility is one of the principles of achieving business goals, while 
lobbying is one of the ways to achieve them [Sławik 2009, p. 17].

One of the initiatives aimed at restoring lobbying to the right place in the demo�
cratic system is an attempt to treat responsible lobbying as an instrument of corpo�
rate social responsibility (CSR). In order to meet these requirements, corporations 
undertook many activities giving them benefits through building strategies of CSR 
based on the standard ISO 26000 [Jonker et al 2011], the use of the think-tanks model 
[McGann 2007, pp. 12–26]. As a result, corporations have become legal participants 
in the legislative process, treating lobbying as an important instrument of competi�
tiveness. CSR is a kind of investment that should repay in the form of support within 
the commercial prowess of the company. The specificity of the CSR concept is that 
it is treated strategically and has tools to implement this strategy. In the concept of 
responsible lobbying, these activities are to be carried out systematically in a struc�
tured manner using professional tools such as: social campaigns, socially engaged 
marketing instruments, codes, training, ethics, employee volunteering, labeling, 
measuring and reporting, socially responsible investments, corporate supervision 
[Lewicka�Strzałecka 2011, p. 209]. The presented tools are methodically developed 
and verified, and the CSR policy begins to be treated by companies as one of the 
ways to gain a  competitive position on the market. It should be noted that often 
responsible lobbying is not taken into account in the CSR strategy. In practice, there 
are more and more social responsibility reports published by companies, but there 
is insufficient information on lobbying activities.

As it results from the areas presented above, it turns out that the concept of respon�
sible lobbying faces many difficulties and obstacles to implementation. It is difficult to 
define such standards of the lobbying process that would satisfy its subjects and parties. 
In addition, not all elements of the lobbying process, such as informal meetings or con�
tacts resulting from its very nature, are difficult to regulate.

An interesting solution to overcome the above difficulties was undertaken by re�
searchers from AccountAbility. In accordance with their definition, responsible lobbying 
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consists in the compliance of the company’s declarations and lobbying activities at all lev�
els and on the implementation and respect of principles and values in business practice. 
In this way, the responsibility of lobbying comes down to the verification of the compa�
ny’s strategy in the areas of its internal and external compliance. The internal compliance 
of the company refers to any declarations made, while external compliance means the 
company’s policy in accordance with recognized principles such as the Universal Declara�
tion of Human Rights. Lack of internal or external compliance may make the company’s 
lobbying perceived as irresponsible. Based on the experience and observation of vari�
ous corporate lobbying practices, the instrument of Algorithm of Responsible Lobbying has 
been created, which helps the company to evaluate lobbying policies and identify areas 
for change [MacGillivray 2005]. 

Table 1. Algorithm of Responsible Lobbying

Stage of Algorithm 
of Responsible Lobbying

Characteristics of stages

1. Unification of lobbying goals and 
activities with the company’s strategy 
and activities as well as with the 
prevailing principles and values

It consists in defining the goals of lobbying activities 
and their mutual relations with the company’s 
strategy. At this stage, it is also necessary to 
specify in what relationship the lobbying goals 
are towards the value of sustainable development 
that business should implement

2. Assessment of the importance of 
lobbying goals

At this stage, the key is to formulate the company’s 
lobbying strategy and determine the external 
conditions on which the achievement of the 
organization’s goals depends. Lobbying activity 
should be strictly focused on issues that are 
important for the company and its stakeholders.

3. Cooperation with stakeholders

Dialogue with stakeholders is the basis for 
determining the company’s adequate lobbying 
policy and identifying possible discrepancies 
between the individual goals and the company’s 
operations. The involvement of stakeholders in 
cooperation in implementing the social policy 
allows building a  wide range of clients at the 
national or even global level.
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Stage of Algorithm 
of Responsible Lobbying

Characteristics of stages

4. Disclosure of lobbying aims and 
activities 

Companies should increase the disclosure of 
key aspects of their lobbying activity to a  much 
greater extent. Global reporting standards based 
on GRI standards (G3 Guidelines for the Global 
Reporting Initiative, or AA1000 standards) define 
requirements and indicators that are intended to 
provide the following information:
So5: company’s position on social issues, 
participation in solving them and lobbying.
So6: general value of expenses for financing 
politicians and political parties.

5. Identification of entities involved in the 
lobbying activity

Companies should prepare a map of the networks 
and spheres of influence in which they are involved 
in the form of membership in trade associations, 
employing professional lobbyists, contacts with 
representatives of authority, politicians, and 
partnerships with various stakeholder groups. 
The map can be prepared with varying degrees 
of accuracy and cost. It should register informal 
meetings and information obtained on the basis 
of research.

6. Efficient management of lobbying 
activities

Companies should verify that lobbying activities 
are under control. It is also worth encouraging 
entities lobbying on behalf of the company to join 
national or international associations of a lobbying 
character and to comply with ethical standards.

Source: own study based on MacGillivray et al 2005, pp. 49–63.

Responsible lobbying consists in the compliance of strategies and activities with 
specific rules of an organization and commitments to stakeholders, and the support 
and implementation of universal principles and values (such as those contained in the 
UN Global Compact) in business practice [AccountAbility 2005, p. 14]. The Responsible 
Lobbying Algorithm presented above is an important tool aimed at supporting compa�
nies in determining the level of compliance and indicating directions of change.
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Contemporary challenges for responsible corporate lobbying

Responsible corporate lobbying, which, in the opinion of some authors, is considered 
to be a CSR instrument, allows building lasting and responsible relationships between 
organizations and their environment – especially the political and legal environment. 
However, for the implementation of responsible corporate lobbying to contribute to the 
construction of such relationships, enterprises should define transparent rules of coope�
ration with public sphere organizations and make reliable reporting of the subject and 
scope of this cooperation

D. Lascelles claims that there is an increasing business awareness of the need for 
well�established rules of support of political activity. He formulated the following re�
commendations for enterprises:

 – enterprises should have clear, open and feasible rules concerning the targets and 
practices of their political involvement;

 – if enterprises want to make political donations, they should get the shareholders’ 
approval of these activities and the acceptance of the budget; in addition, they should 
explain why and how these donations are transferred;

 – enterprises should provide in their annual reports details of the political donations 
they have made;

 – lobbying is an activity that must have its own set of standards and rules tailored to 
a given enterprise, which should be disclosed to the public;

 – in lobbying, enterprises should be open to their goals and create publicly available 
documents showing their consistency;

 – the lobbying activity of enterprises should be proportional to the non�selective in�
volvement, but resulting from the acceptance of rules and standards;

 – enterprises should guarantee that trade organizations and interest groups to which 
they belong operate on the same highest standards. Membership of enterprises in 
these organizations should be disclosed [Lascelles 2005].

The implementation of responsible lobbying encounters numerous difficulties. Re�
searchers from AccountAbility and the United Nations Global Compact have identified 
the following barriers and obstacles to responsible lobbying:

 – decision�makers and officials care about personal and political interests instead of 
the public order,

 – public affairs departments and industrial lobbyists are isolated from activities and 
policies of other departments,

 – lobbying focuses on the short�term costs of mitigation and avoidance of responsibi�
lity, not long�term business goals,
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 – authorities of states, regions and the governments adopt their own priorities, and 
sustainable development is not one of the highest priorities,

 – competitiveness hinders work on solving global problems,
 – governments lack commitment to sustainable development because they are in�

different to social interests and do not understand what sustainable development is 
all about,

 – enterprises perceive sustainable development as an obstacle to business suc�
cess and take a  defensive position against the proposed regulations [AccountAbi�
lity 2005, p. 43].

The barriers formulated above result mainly from the lack of a  holistic approach 
to the relationship between enterprises and public sphere entities. No understanding 
of the objectives and interests of individual entities results in their isolation from each 
other rather than in the cooperation. In addition, the concentration of the authorities of 
individual countries on the implementation of their own goals, lack of knowledge and 
awareness of the benefits of sustainable development make it difficult to implement 
responsible corporate lobbying on a global scale. To overcome the above barriers, Re�
searchers from AccountAbility and United Nations Global Compact have proposed the 
following paths to responsible lobbying:

 – clean governments, that is openness, transparency and anti�corruption policy,
 – a policy of clean lobbying, i.e. business principles and a lobbying code of conduct,
 – definition of strategic goals and consistent management of lobbying activities,
 – participation in international initiatives and partnerships,
 – a compromise between the governmental goals and cooperation for sustainable de�

velopment,
 – wide and cross�sectoral cooperation and public debate,
 – support for effective regulation in order to prevent lowering the adopted standards 

of sustainable development
 – democratic governments,
 – rigorous research, discussion and report on the problems and controversies of su�

stainable development,
 – approach based on the principle of responsible business, reconciliation of business 

operations with universal values [AccountAbility 2005, p. 43].
The proposed solutions concern three main aspects: legal regulations that will ensu�

re transparency of lobbying activities, transnational cooperation of enterprises and en�
tities in the public sphere and implementation of sustainable development principles 
in management processes in the public and business spheres. These recommendations 
are nowadays successively implemented at the European level through activities within 
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the European Union, however, the progress of the occurring changes makes it possible 
to believe that responsible corporate lobbying will remain a challenge, not a standard 
for the operation of modern organizations.

Conclusion

Responsible corporate lobbying consists in the compliance of lobbying activities carried 
out by corporations in accordance with their declared strategy and policy as well as their 
specific principles and values. The Responsible Lobbying Algorithm presented above is 
a tool enabling corporations to measure the level of this compliance and gives the op�
portunity to indicate the directions of modification.

Acceptance of the principles of corporate social responsibility by corporate lobby�
ing legitimizes the right of corporations to influence the decision�making process in 
the institutions of power, because corporations balancing the benefits of stakeholder 
groups represent the social interest and contribute to sustainable development. 

To sum up, it is worth pointing out that corporate lobbying in the aspect of 
corporate social responsibility is an element of a long�term organization manage�
ment strategy based on a proactive approach to the environment and managing 
relations with stakeholders. Among other things, lobbying in this dimension is ai�
med at promoting or developing specific consumer preferences. Corporate lob�
bying conducted in accordance with theoretical assumptions of CSR has a strong 
social character and should strictly comply with the principles of ethics of business 
social responsibility. In practice, it is important to divide all entities of the environ�
ment into internal and external stakeholders, because the strategies are aligned 
with the economic objective and the scope of the stakeholder’s impact on the 
company’s situation. On the basis of the science of managing the question, it is 
not: whether to conduct such an activity, but how to conduct it, and especially: 
how to do it most effectively?
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Greater Accountability?

Abstract: Sustainability reporting may be perceived as the expression of greater accoun�

tability, which is particularly important for banks in the aftermath of the 2007–2008 crisis. 

In this paper we analyze the practices of Polish banks disclosure on their sustainability 

performance. The aim of this study is to contribute to the understanding of sustainability 

reporting of banks in Poland in improving their accountability. As the research method in 

the theoretical part we use the literature review and the deduction method. In the empi�

rical part, based on the inductive reasoning, we conduct the content analysis of the su�

stainable reporting practices of banks in Poland in the period of 2012–2016. The authors’ 

research was designed to identify information on sustainable performance disclosure in 

regards to its diversity and intensity. This paper gives an overview of the development of 

sustainability science as a research field. The results of this research may have practical 

implications in management decisions concerning the sustainability reporting of banks.
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Introduction

Banks are important institutions on the market, contributing to the stability of eco�
nomies [�ijałkowska, Zyznarska�Dworczak 2017]. Moreover, banks make a part of very 
sensitive business activities: they trade money which represents other people’s securi�
ty and well�being. The worldwide financial crisis made many banks lose their credibi�
lity in the eyes of consumers and investors. In that background the enlarged scope of 
responsibilities and a  focus on sustainable performance as well as its disclosure has 
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been perceived as a remedy. It was also supposed to become a way of positive image 
reconstruction and a trust gaining tool that became especially important in the after�
math of the economic global crises of 2007–2008. According to Financial Times [2017], 
banks are pressed today to release more non�financial data: „banks will only regain 
the trust of customers and investors if they publish more data on the softer issues of 
conduct and culture”. 

Sustainability performance disclosure, in the form of corporate social responsibility 
reports, sustainability reports or integrated reports is also perceived as the expression of 
greater accountability. Sustainability reporting confirms the institutions’ responsible be�
haviors and legitimize their activities. It falls in line with the request of the new Directive 
(2014/95/EU), stating “companies are expected to disclose relevant information on their 
business model, including their strategy and objectives. Disclosures should provide in�
sight into the strategic approach to relevant non�financial issues; what a company does, 
how and why it does it. This does not prevent appropriate consideration of commercially� 
�sensitive information. Relevant information may be provided in broader terms that still 
convey useful information to investors and other stakeholders”. In case of banks the sta�
keholders are understood in a broad sense and are indicated in the non�financial reports 
disclosed by banks themselves. They usually comprise shareholders, employees, clients, 
suppliers, regulators and market supervisors, natural environment, auditors, media, stu�
dents, business organizations, financial analysts, NGOs, competition, CSR analysts, and 
public opinion [Millennium Bank CSR report 2017]. 

In this article we assume that the sustainability reporting of banks in Poland is 
a way of publicizing information about their sustainability performance, and therefore 
an approach towards increasing their accountability. The aim of this study is to con�
tribute to the understanding of sustainability reporting of banks in Poland in impro�
ving their accountability. As the research method we use the literature review, and the 
deduction method. In the empirical part, based on the inductive reasoning, we con�
duct the content analysis of the sustainable reporting practices of the biggest banks 
in Poland in the period of 2012–2016. The authors’ research was designed to identify 
information on sustainable performance disclosure in regards to their diversity and 
changes over time. 

This paper provides an overview of the current status of sustainability concept im�
plementation disclosed in the reporting of banks in Poland, highlighting in the same 
time sustainability reporting as a  step toward improved accountability of these insti�
tutions. The analysis of empirical part may have practical implications in management 
decisions concerning the sustainable reporting of banks. 
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The accountability and sustainability reporting – theoretical 
framework

The term “accountability” has many definitions and narratives and may have a multiply 
meanings. Edwards and Hulme [1995, p. 9] suggest that accountability is a complex 
and abstract concept. In a very wide sense, accountability as the act of rendering an 
account concerns the economic subject an obligation to demonstrate the reasonab�
leness of organizations’ actions to others [Arrington and �rancis 1993; Shearer 2002]. 
Accountability is understood as “answerability for performance”[Rozmek 2000, p. 22], 
“the obligation to give an account” [Perks 1993, p. 24], the obligation to report to 
others, to explain, to justify, to answer questions about how resources have been used, 
and to what effect” [Trow 1996, p. 310]. It could be interpreted as a synonym for being 
responsible, answerable, explicable, understandable, comprehensible and interpre�
table [Oxford American Dictionary and Thesaurus 1996, p. 12]. 

The concept of sustainability is seen by many researchers as a solution in order to 
attack the possible limitation of the economic growth due to the increasing environ�
mental load caused by the human community on the nature [Tomiyama 2001]. Su�
stainability reporting has been the central instrument by which companies that adopt 
sustainability codes of conduct show accountability to the outside world [Szejnwald 
Brown et al 2009]. The concept of sustainability is strictly related to social responsibi�
lity: both this notions have common assumptions [Hediger 2008]. Social responsibili�
ty may be understood as an obligation of entrepreneurs to contribute to sustainable 
socio�economic development [IBL� 2003]. Social responsibility is the responsibility of 
an organization for the impacts of its decisions and activities on society and the en�
vironment, through transparent and ethical behavior that contributes to sustainable 
development” [ISO 26000]. Sustainability has become a fundamental measure of or�
ganizations’ business success and public accountability [Bateh et al. 2014]. The growth 
of sustainability disclosure research is an answer to the needs of the management and 
accounting request in this field, confirming the necessity of the analysis to be carried 
out also in the context of Polish practices. This study is a step forward to a better un�
derstanding of the issues concerning the practice of Polish banks in the sustainability 
disclosure leading to higher accountability. 

Already in the 1970s, the concept of accountability was widely represented as one 
that implied a responsibility by the powerful to act in the interests of the common good 
and it demanded full disclosure of information in the interests of meaningful democracy 
[Shearer 2002]. �ollowing this notion, Medawar [1976] underlined that the corporate re�
ports should include a statement of policy and information on employment, consumer, 
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environmental and other social issues. This approach falls in line with the new Directive 
of European Commission 2014/95/EU [�ijałkowska 2016].  

Sustainability reporting can be treated as a process of change towards improved 
accountability and sustainability performance disclosure. According to the authors, 
this process takes place on two levels. The first level is related to the integration of 
sustainability issues into organizational planning and decision making that further 
facilitates the embedding of sustainability and accountability values [Adams and Mc�
Nicholas 2007, p. 397]. On this level the sustainability report and reporting process 
can be used as a “general plan” for action to improve accountability and sustainabi�
lity performance throughout the organization [Adams and McNicholas 2007, p. 386]. 
The second level of interaction between sustainability reporting and accountability 
is due to external legitimacy, i.e. sustainability reporting is treated “as a  response 
provided by accounting towards the need to legitimize the status of a  socially re�
sponsible company, expected by internal and external stakeholders” [Zyznarska� 
�Dworczak 2017, p. 146].

The loss of trust and a remedy search – banks after crisis 

Banks are commonly treated as institutions of public trust, responsible for the effec�
tive management of risks associated with their activities and, in particular, for secu�
ring return on resources entrusted to them by their depositors [Kopiński 2008, p. 13]. 
Banks perform several socially responsible functions. They are related to the efficient 
allocation of capital and the accumulation of savings. As Krasodomoska [2015, p. 405] 
underlines: “Banks are profit�oriented institutions. However, to make profit, they use 
resources entrusted to them by third parties, which means that their activity is based 
on the so�called public trust. This entails special obligations to society”. Their goal is 
acting for the “good” of the public, while executing their economic objectives. Banks 
were never perceived as particularly harmful or dangerous for the environment. Before 
the crisis banks were not extensively involved in CSR and in its disclosure [Novokmet, 
Rogošić 2016, p. 115]. Viganň and Nicolai [2009] indicate that generally European ban�
kers have been slow in considering issues of sustainability (strictly related to CSR). Ho�
wever, taking into account both the functions performed by the banks and the size of 
the sector, it can be assumed that they have a significant impact on society and play an 
important role in economic development [Djalilov, Piesse 2011]. Banks have a unique 
way of impacting the society, i.e. they can be engaged in CSR activities themselves 
and they can affect other businesses through financing the latter’s projects with social, 
ethical and environmental issues. 
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In the aftermath of the 2008 economic crisis, caused to a high extent by the irresponsible 
actions of banks and other financial institutions [Reinhart, Rogoff 2009], their image, repu�
tation and credibility was undermined [Roth 2009; Earle 2009; Skowron, Kristensen  2012; 
Teichert, Wagenführer 2012]. The financial crisis showed that the financial sector did not pur�
sue its business activities in ethically right ways, which made academics, practitioners and 
governments turn the critical lenses towards the overall financial scandals and global impact 
on employment and impoverishment [Lauesen 2013, p. 650]. 

Due to the financial crisis, which is often referred to as the crisis of values or the cri�
sis of confidence, the society’s expectations towards banks become higher than ever 
[Krasodomska 2015]. In face of the fact that credibility, accountability and reputation 
of financial sector is in its foundations and determines the stability of financial mar�
kets [Gaultier�Gaillard, Louisot 2006], banks all over the world got involved in the CSR 
actions and their disclosure. In the aftermath of the crisis the intense media and public 
scrutiny focused on the banking industry; therefore we may observe that banks are 
increasingly concentrating on protecting their reputational assets [Soana 2011] and 
image [Bravo et al 2012]. One of the main avenues for banks to improve their corporate 
image and re�engage with communities is via a corporate social responsibility (CSR) 
programme [Pomering, Dolnicar 2009]. Banks use CSR as a form of impression mana�
gement to shape public perceptions and to maintain or create organizational legiti�
macy [Perez, del Bosque 2013]. �or the financial sector, where customer involvement 
with the service is high, CSR not only positively influences perceptions of the bank, 
but also service evaluations [Bravo et al 2012]. Many consider bank CSR as a means of 
responding to criticism, rather than as part of a proactive stakeholder strategy [Reinig, 
Tilt 2009]. When examining CSR initiatives’ effect on consumers’ response to a crisis, 
Assiouras, Ozgen and Skourtis’ [2011] found that positively perceived CSR initiatives 
enhanced customers’ sympathy and moderated anger. The emphasis on CSR as part of 
a long�term strategy to regain lost reputation and reshape public perceptions accen�
tuates the potential value that may accrue from a review of research findings on CSR 
practiced by banks internationally [McDonald 2015]. These authors indicate also that 
the research confirm that an effective CSR strategy is a key tool for banks to mitiga�
te negative perceptions and regain consumer trust. Social responsibility engagement 
and its disclosure has been found to be a way for banks and other financial institutions 
to earn back their credibility.  
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Polish banks on the way to accountability after financial crisis

Polish banking sector is the biggest banking market in the Central and Eastern 
European region. According to report “CSR in Polish reality. Theory and Practi�
ce” [2015] banks go well when it comes to their interest and engagement in CSR. 
However this opinion is worked out based mainly on the activeness of the biggest 
banks in Poland. We can notice important, visible engagement of the banks like 
Millennium, Bank BPH S.A., mBank S.A., BGŻ BNP Paribas S.A. or BZWBK. This banks 
for several years now report on their sustainable performance, participate in va�
rious initiatives. In 2016 six banks were admitted into the RESPECT Index, inclu�
ding companies operating in accordance with the best management standards in 
corporate governance and investor relations as well as accountability concerning 
environmental, social and labor factors. 

However, it is important to notice, that the key part of banks practically remains 
completely not engaged in CSR activities therefore, neither in its disclosure. The ma�
jority of smaller banks does not disclose the information on sustainable performan�
ce; usually the only announcement published on their websites concerns donation or 
sponsoring actions, rarely some separate activities regarding ecology, local society 
or volunteering actions. Sustainability disclosure of these banks is rather occasional 
and cannot be understood as the manifestations of the regular sustainable business 
approach implemented into their strategy and practice. Therefore, in our study we 
focus on the disclosure practices of the biggest 11 banks in Poland in 2016. All of the 
banks in our sample were quoted on the stock exchange. The analysis was conducted 
based on data accessible in the whole period of analysis, covering years 2012–2016,  for 
all of the 11 top banks in Poland of our sample. We analyze the information disclosed 
by those banks in 21 different areas in their CSR/sustainability reports (whenever they 
were available), annual reports, and their websites. The items to be analyzed were de�
termined according to the Directive 2014/95/EU [European Union] and ISO 26,000 [ISO] 
and covered:

1. Corporate organizational governance;
2. Human rights;
3. Labor practices;
4. Environmental activities;
5. �air operating practices;
6. Clients issues;
7. Community involvement;
8. Business model;
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9. Risk management;
10. Efficiency in energy use/use of renewable energy;
11. CO2 emission; 
12. Water use;
13. Air pollution;
14. Gender equality/diversity;
15. Working conditions;
16. Health and safety at work;
17. The dialogue with local communities/stakeholders;
18. Corruption and bribery issues;
19. Codes of ethics;
20. Values;
21. Procedures against money laundering and terrorism financing (AML/CT�).
In order to create the indicator the analyzed areas are given weights according to the 

way/intensity of the information disclosure. We conducted content analysis following 
the approach proposed by Dumitru et al [2016] and applied also by Dyduch and Kraso�
domska [2017] as well as by �ijałkowska, Zyznarska�Dworczak and Garsztka [2018], which 
is based on the following scoring system:

0 – no presentation;
1 – narrative presentation;
2 – presentation using KPIs or other numerical data; and,
3 (1 + 2) – narrative and numerical presentation, at the same time.
Based on the approach described above, the overall extent and intensity of social, 

environmental, and ethical disclosures has been assessed. The weightings (0�3) appro�
priated to the disclosures allowed also to estimate the trend of changes. Table 1 presents 
the sum and the media value of indicators calculated for all the 21 areas for all the banks 
in the sample.
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Table 1. Sustainability reporting of 11 biggest Polish banks in 2012–2016 calculated 
for 21 sustainability disclosure area

Source: own elaboration.
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Table 1 shows that the sustainability disclosure level of bank reporting in Poland is quite 
low. At the same time it is not possible to indicate an unambiguous development trend of 
the disclosure. The decrease of the sum of values    assigned to all the disclosures areas that 
may be observed in 2013 compared to 2012 was followed by the decrease in 2014. Afterwar�
ds, in the next year again the increase may be observed. However, the consecutive year brou�
ght again a downturn. In 2016 the intensity of disclosure was only slightly higher than in 2012. 

At the same time, the analysis of 21 sustainability disclosure areas indicated large 
disproportions between individual areas of disclosures in the analyzed years. The per�
centage results of cumulative intensity of sustainable disclosure areas constitute the �i�
gure 1.  We assumed that all the disclosure in all the analyzed years, expressed via the 
indicator explained above, constitutes 100%. Then we assigned an appropriate percen�
tage to all the areas, indicating that way the intensity of disclosure in each of them.

Figure 1. Cumulative intensity of particular sustainability disclosure areas of banks in 
Poland

Source: own elaboration.
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In 2012–2016, the most frequent disclosures included “community involvement”,  
“corporate governance”, “risk management” and “consumer issues”, while banks did not 
publish information about “air pollution” (which may stem from their specificity), and at 
a very low level of disclosure on fair operating practices and business model (contrary to 
what may be expected). 

The tendency of changes in reporting of individual areas in the analyzed years is 
shown in �igure 2.

Figure 2. Changes of particular disclosure within 21 areas observed in sustainability 
reporting of banks in Poland in 2012–2016

Source: own elaboration.

�igure 2 presents changes in the scope of disclosures of the studied 21 areas. Ana�
lysis of changes does not allow to indicate a positive trend in any of the areas. Lack of 
unambiguous stable trend of changes in the sustainability reporting of individual are�
as can be explained by the absence of a unified strategy of actions for the sustainable 
development of the surveyed banks, the deficiency of an effective communication of 
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sustainability performance, the poor maturity of the capital market, which does not 
impose the pressure of the disclosure towards greater accountability.

The level of sustainability performance expressed by the majority of banks may be 
treated as the explanation to the research results of �ijałkowska, Zyznarska�Dworczak 
and Garsztka [2017] indicating that in regard to financial institutions being socially re�
sponsible is not reflected in their bottom line. Polish market and the public are reluctant 
in considering the CSR importance and the CSR engagement is not rewarded, probably 
because of the moderated or, in many cases, low sustainability disclosure level. Still there 
are not many banks publishing CSR report as a special satellite document or a non�finan�
cial information document integrated with the financial report. The website disclosure 
is poor and covers only few areas, concerning mainly community involvement refers in 
many cases mainly to bragging about the involvement in relief, charity activities. 

Conclusions

The 2008 financial crisis drew attention to the necessity of CSR in the bank sector: it un�
derlined the need and role of trust, as well as responsibility, accountability and transpa�
rency of banks’ activities. Sustainable reporting may be one of the crucial approaches in 
accomplishing these objectives. However, in our study we demonstrate that wide range 
of banks in Poland do not disclose the information on their sustainable performance. It 
seems that the activities of banks are driven mainly by the profit�driven motives derived 
from the �riedman’s [1970] attitude to the business. Only a sub�set of banks has more 
altruistic motivation and sees the importance of the sustainable performance disclosure. 
This small group of banks however is very active in their social performance engage�
ment. Those banks are among leaders of the Polish banking sector. They actively disclose 
their activeness in all fields researched; we observe that they announce the alignment of 
CSR engagement with theirs strategic goals. However, for the majority of banks still the 
sustainable performance disclosure is a challenge that they need to face in order to keep 
up with the request of greater accountability.  
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Abstract: The business model is one of the organizational management constructions 

available for expanding competitive commercial advantage in unstable market conditions. 

Since the advantages of the business model are frequently debated on in the increasing 

discussion of gaining sources for increasing market�share, it is imperative to develop tools 

for analyzing and reporting information regarding said business model. The chosen and 

effected business model should determine the accounting method applied on the basis of 

management accounting by every commercial interest. The objective of this study is to pre�

sent the possibilities of taking advantage of target costing and kaizen costing in a business 

model based on lean management.
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Introduction

A  business model, a  concept establishing how a  business functions, gains significance 
under the present conditions of market globalization, changing information and commu�
nication technologies, and rising competition. A factor shaping a business model is con�
centration on the commercial goals and areas which are beneficial sources for a company, 
and at the same time, disregarding factors recognized as secondary. This is why detailing 
a business model occurs more often when considering sources for increasing commercial 
advantage. Management currently requires gaining multidimensional cost data suppor�
ting taking decisions and the business model, as a company’s functional scheme, should in�
fluence the accounting method applied regarding management accounting. The business 
model is the fundamental inspiration for researchers of accounting in opening new areas 
of developing accounting systems, their changes affected by technological revolution and 
novel solutions in the area of generated value and its measurement.
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The objective of this study is to present the possibilities of taking advantage of target 
costing and kaizen costing in a business model based on lean management. In order to at�
tain said objective, a number of considerations are weighed regarding the application of 
management accounting to business models, then through reasoning the study thesis 
is justified that a business model based on lean management taking advantage of tar�
get and kaizen costing gives rise to the opportunity of directing controlling activities of 
structural and development costs, and improving the adopted business model as well. 

Literature Review Regarding Substance of a Business Model

Pertinent literature offers a multitude of definitions for ‘business model’ and their con�
tents and range evolve as the concept develops. According to J. Michalak, a  business 
model is the reflection of a management’s hypotheses concerned with the functioning 
of their company – what they want and how to get it, how to organize processes to best 
satisfy clients’ needs, for clients’ to pay for received value, and at the same time, for the 
business concern to generate profits [Michalak 2012, pp. 133–142]. T. �alencikowski de�
fines ‘business model’ as a multi�concept entity describing leading a business by des�
cribing the logic of creating value for a client and claiming part of that value through 
the company [�alencikowski  2013, p. 37]. K. Obłój suggests the model is the melding 
of the company’s strategy and its practical realization through technology; understood 
as building a values chain enabling effective exploitation and renewal of resources and 
skills [Obłój 2002, p. 98]. J. Richardson defines ‘business model’ as the method by which 
a business creates, maintains and delivers economic, social, and other values to clients, 
encourages these clients to pay for these values, and converts said payments into profit. 
The business model is the driving force for the basic business activity of a company; tying 
strategy, management style, and realizing the activity and prospects [Richardson 2008, 
pp. 133–144]. In turn, A. Afuah defines the model as a collection of activities which lead 
a company, methods and ways of leading said activities, as well as time to affect same 
in order to deliver the clientele benefits and assure profits for the company [Afuah 2004, 
p. 2]. A. Osterwalder and Y. Pineur conclude that ‘business model’ describes conditions 
behind which an organization produces and delivers value [or goods] and draws profit 
from said value [Osterwalder, Pineur 2010, p. 14].

A popular method for constructing a business model is the concept of business model 
schemes ‘Business Model Canvas’ (BMC) [Osterwalder, Pineur 2010]. The authors of BMC have 
separated company activities, which form relations and ties, into the following categories:

 – customer segments (CS), which indicate various groups of people and potential 
clients for whom the company will generate value,
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 – value proposition (VP), which determines services or products that generate value 
for customers,

 – channels (CH), indicating how products get to the customers, how the company con�
tacts its clientele to consume the generated value,

 – customer relationships (CR), which characterize the relations and market segment 
between company and clients,

 – revenue streams (RS), indicating the revenue sources from company activity,
 – key resources (KR), indicating fundamental resources needed to make a business work,
 – key activities (KA), indicating essential action in the company to make the business 

plan efficient,
 – key partnerships (KP), showing strategic suppliers and business partners upon which 

efficient activity is dependent, and
 – cost structure (CS), showing all spending – fixed and variable – which the business 

model generates [Ćwiertniak 2015].
A strong factor in shaping a business plan is concentration on goals and areas of acti�

vity which are beneficial sources for a company, and at the same time, ignoring factors 
recognized as secondary. Consequently, the BMC categories simplify a complex reality 
and depend on the fundamental factors for generating profit, producing value, con�
cepts of relations with surroundings, the prevalent market strategy, management styles, 
competition models, etc. [Afuah, Tucci 2003, p. 86]. Effective business model factors are: 
systemic approach and – from the perspective strategic planning – appropriate infor�
mation/decision system organization, properly formatted system for human resources 
management, etc. [Rosińska�Bukowska 2011, p. 12]. It remains to accept the observation 
that a business model is effective when it enables a complex commercial organization to 
function efficiently [Rosińska�Bukowska 2011, p. 12].

The analysis of the business model alone will not reveal all aspects of prospects; ho�
wever, the knowledge invested in the business model will certainly improve the business 
analysis and understanding finance data [Rutowicz 2013]. The adopted business model 
without the support of management accounting tools will not offer a definitive answer 
whether company generated revenues originate from its primary activities, or are the 
result of other circumstances. 

Management Accounting and Business Model

Management Accounting, also known as Managerial Accounting, is an accounting sub�
system directly tied into the processes of company management whose function is pro�
viding data to internal company units for decision making [Szczypa 2011, p. 12].
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Management accounting does not depend on any formal criteria resulting from ini�
tial conditions; a sequence of processing delivered information. Its purposes are gene�
rally established, indicating what they include:

a) generating information regarding service, products and other costs of interest to 
management,
b) generating information for planning, monitoring, assessment and constant impro�
vement, and
c) generating needed information for undertaking decisions [Hansen, Mowen 2003, p. 4].

Literature on the business model concept in management accounting is considered more 
frequently at present. C. Ittner and D. Larcker [2003, pp. 88–89] indicate that empirical studies 
show that businesses which described and verified their business models in the management 
accounting scheme returned higher levels of assets return as compared to businesses which 
did not. A business model should map the sub�systems of management accounting i.e. cost 
balance and accomplishment assessment system. L. M. Walther [2010] stresses that one of 
the elementary tasks of management accounting specialists is to project the business model 
of a given entity to check whether the chosen model will produce the expected profitability. 
B. Maskell and B. Baggaley [2004, pp. 2–9] warn that applying traditional methods of mana�
gement accounting in a lean business, such as standard cost accounting, may lead to faulty 
decisions. They refer to the example of modifying a production process which produced lo�
wer production time, lowering the volume of manufactured units, and gaining lowered mean 
production costs in the value stream. The business model itself, and its modifications, necess�
itate changing the assessment method and the cost�effectiveness analysis, as well as adjust�
ing the instruments of management accounting used by the company [Kozarkiewicz 2013, 
p. 325]. The business model should influence the selection of calculation methods used in 
management accounting since applying methods not adjusted to said business model may 
have consequences of distorted information and faulty decisions [Michalak 2012, p. 40].

Selected and applied by every commercial interest, the business model should determi�
ne the choice method of applied accounting on the basis of management accounting. Wit�
hin the framework of management accounting, as a complementary tool with regard to the 
process of strategic management and optimizing the business model, it is noticeable that 
strategic and operational accountings are separated. According to E. Nowak [2013], strategic 
management accounting is a division of management accounting which is sub�ordinate 
to the process of corporate strategic management. Operational management accounting 
supports management units at a lower level of decision making [Rutowicz 2013].

Analyzing the relationship between the business model and the development of 
management accounting, it appears the attention should be directed on three key ap�
proaches with which to examine their mutual conditions:
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1. The business model is the inspirational essence for those researching the acco�
unting realm which open new areas of analysis pertaining to the development of 
accounting systems, their changes resulting from the technological revolution and 
innovative solutions in the area of producing value and said measurement. 
2. New solutions in the area of forming a component business model construct the 
system of management accounting which requires new principles of measurement 
and effectiveness and performance analysis of said new development directions. 
3. A business model, as a projection of corporate activity, provokes choices of applied ma�
nagement accounting instruments within said company [Kozarkiewicz 2013, pp. 323–331].
The present basic and essentially only information source regarding the business 

model is the activity report (table 1). The most frequently noted informational elements 
tied to a business model are basic products, goods or services, sales markets and supply 
sources, key resources, key internal processes, community relations (with specific refe�
rence to issues of environment and people) [Karwowski 2016, p. 146].

Table 1. Essential Information for Appropriate Business Model Comprehension

Legal Basis Specific Law Contained Information
Accounting Law Article 49, Section 3 Information pertaining to issues of natural 

environment and employment
National Accounting 
Standards – No. 9

Article 6.14, 6.15, 6.19 
and 6.31

Presentation of products, goods and services 
(indicating main assortment position and their 
description enabling – among others – position 
assessment and unit results, development potential 
and risk) – Key internal process descriptions whose 
objective is the presentation of product production 
processes and delivering service or sales (indicating 
methods a channels of delivering products, goods 
or services to clients and description of applied 
innovations) – Key unit resources: physical, personnel, 
financial and in�kind, essentials for smooth activity 
and development and the method choice for 
uninterrupted production and the method choice 
of exploitation for reaching fundamental goals 
(especially important is the description of resources 
which are not reported in the balance report) – 
Presentation of environmental activity report, 
among others (impact on natural environment), 
developmental scope, and especially helpful are the 
issues concerning responsibility to the community 
and environmental protection
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Legal Basis Specific Law Contained Information
IASB position 
regarding 
management 
commentary

Article 26, 30 and 33 The commercial sector in which the company works 
– Main goods and services – Main business processes 
and distribution methods – Company structure and 
method of generating value – Critical financial and 
non�financial reserves available to company – Method 
of exploiting resources in attaining established goals 
of the company – The company’s significant relations 
with the area and their impact on company activity 
and value and how these relations are managed

�inance Ministry 
Directives

Article 91, Section 6, 
Clause 1 and 2

Information about primary products, goods or 
services – Information about sales markets taking 
into consideration domestic and foreign markets and 
information about supply sources for production, 
goods and services

Source: Karwowski 2016, pp. 144–146.

Various categories in the activity report may be generated on the information 
base originating from management accounting; however usually tied into informa�
tion forwarded by the financial accounting system and other sources [Karwowski 2016, 
p. 146]. In order to fully represent the business model in the report, information sho�
uld be included regarding inter�relations within the company and their impact on the 
economic results. Additionally, supplemented by indicators and financial information 
originating from management accounting, the report clearly shows how effective the 
management’s business model has been [Rutowicz 2015]. 

The realization of every business model requires utilizing determined resources, effec�
ting processes and activities, as well as maintaining external relations which all tie into carried 
costs. Costs appear in every business model having lesser or greater weight, and it appears 
that clearly every business model strives to minimize said costs [Osterwalder, Pigneur 2010]. 
With the goal of completing the internal tasks cost calculations in the business plan manage�
ment, it is important to choose appropriate accounting models and principles within the fra�
mework of management accounting which reflect the selected method of leading a business.

‘Activity�Based Management’ (ABM) is based on the premise that the efficiency of the 
total commercial process undertaken in a company depends on numerous combined acti�
vities [Nowak 2011, p. 209]. The concept ABM focuses on the production process to identify 
and eliminate from the business model worthless activities which do not add to value gro�
wth, commercial effect quality and improving low activity effectiveness [Nowak 2011, p. 318]. 
The calculation of a product’s life�cycle enables revenue and cost analysis of all the elements 
involved in a particular business model. The life�cycle cost calculation makes it possible to 
develop alternative projects as well as induces management to monitor market dynamics 
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and the changes thereof and interpretation of consequences of decisions possibly made at 
an inappropriate time.

Variable Costs calculation makes useful information available for managing the ad�
opted business model. Information from this calculation makes making economic de�
cisions concerning response to market dynamics and changes more effective. Dividing 
costs into fixed and variable classifications influences the cost structure of the business 
model. This separation is not definitive and should be calculated when taking into acco�
unt the conditions forming cost in the chosen business model [Michalak 2016, p. 138].

Another especially helpful management accounting tool for mapping the business 
model is the ‘Strategy Map’; part of the ‘Balanced Scorecard’ concept [Michalak 2016, 
p. 144]. The ‘strategy map’ serves in diagraming the cause and effect dependency con�
tained in said strategy [Michalak 2012, pp. 133–142]. The ‘strategy map’ enables the iden�
tification of missing elements of the business model and strategy.

Innovations, entrepreneurship and inclination to cooperation are basic mainstays of 
new company competitive concepts. An increasing number of economic undertakings 
are realized as a  result of cooperation between companies and other organizations 
[Mikołajek�Gocejna 2011, pp. 332–349]. An essential characteristic of inter�organizatio�
nal relations is the occurrence of external entity personnel having access to accounting 
information. They do not have comprehensive access to company records, only to in�
formation viewed on the basis of delivered data [Łada 2015, pp. 93–101]. Making inter�
nal management accounting system information available to external partners is a key 
element of mutual information systems, but not exclusively [Łada 2015, pp. 93–101]. An 
important goal of cooperation measurement is the determination of every partner’s 
influence with regard to mutually reached benefits. The issue of dividing commercial 
benefits and costs of said cooperative formation among partners is an aspect requiring 
financial assessment. To affect this type of task, an inter�organizational management 
accounting is ordered, which is defined as: A voluntarily formed accounting information 
system – applying the activity quantification method to numerous cooperatively tied 
economic units – which supports involved management or the created commercial en�
tity in the effort to improve cooperative effectiveness.” [Łada (ed.) 2014, p. 10].

Linking Target and Kaizen Costing in Improving the Business 
Model Based on Lean Management

The system of lean management surfaced between the 1940’s and 50’s. The key origina�
tor of the concept was a production engineer at Toyota – Taiichi Ohno [Sobczyk 2006]. 
The concept of the Japanese manufacturer was to categorically improve the company’s 
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returns by enhancing every employee’s performance; from the laborer, to the foreman, 
to the management personnel [Kamela�Sowińska 2010]. The primary consideration of 
the lean management concept was to accurately identify the values of the clientele 
and to view operational and support processes as a value producing process from the 
viewpoint of said client(s) [�liegner 2016, pp. 105–17]. Adopting the lean management 
business model for a business concern carries with it the application of specific mana�
gement accounting methods which are in accord with the type of business under con�
sideration such as: target costing, product life cycle costing, cost stream, value stream 
costing, and product improvement stream costing [Sobańska 2010].

‘Target costing’ focuses on determining costs at the product project and development 
phase for future monitoring and assessment during production to assure appropriate, an�
ticipated profitability from the perspective of the total life cycle [Dudziak et al 2012]. In the 
case of introducing new products which will compete with existing products in the mar�
ket, sales prices should be established by taking into account market prices. Of additional 
key importance may be projected sales and differentiated sales network, and, in the case 
of implementing a business plan, changes dictated by corporate structure modifications. 
Management accounting personnel establish planned sales prices and project sales volu�
me and project and draw�up various budgets. Regarding the production phase, manage�
ment accounting specialists compare actual production costs with the intended product 
and its component costs establishing any deviations and bringing to the attention of ma�
nagement areas where cost reduction potential exists [Jaruga et al 2010, p. 653].

The word ‘kaizen’ is a Japanese word meaning ‘continuous improvement’ [Liker 2005, 
p. 226]. It is important to note that this ‘improvement’ is understood as introducing small 
changes or enhancements as a permanent function, as opposed to innovation which is 
seen as quick, potentially major production changes. Kaizen costing is understood to be 
an effectiveness measurement system regarding continuous unit production improve�
ment for ready product or sub�assembly, or performed services [Jaruga, Kabalski, Szych�
ta 2010, p. 649], which enables insuring long term economic durability of the business 
model and reaching the established strategic goals [Sobańska et al 2009, pp. 438–443].

The task of cost reduction accounting is to frequently assess costs and improve�
ment costs to eliminate gaps between projected profits and real profits in current con�
ditions [Sobańska 2013, p. 85]. The first method of utilizing kaizen cost reduction are 
efforts three months after a product or service is introduced into a market when kaizen 
projected costs are not met [Nowak 2013]. The second kaizen method is introduced 
as systematic and continuous activities with the intention of meeting intended profit 
margins and projected cost reductions [Nowak et al. 2004]. In the production phase, 
where the application of kaizen costing takes place, management accounting requires 
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technical expertise data produced by lower managerial levels delivered to accounting 
departments where multiple calculations are undertaken. Results of these calculations 
are forwarded to management accounting specialists who generate financial and inter�
nal reports to the owners of the company.

The benefit of linking the two methods guiding the monitoring activities at the costs 
structure and development, as well as raising the awareness of all personnel to the place 
role that costs play in the adopted business model. Reaching the client’s value – a long�term 
profit – identified goal cost accounting, effectively supports cost reduction. Goal costs and 
cost reduction together are reflected in all phases of product life cycle.

In a company utilizing a traditional business model there is no need to use ‘lean accounting’ 
techniques, and conversely, in an entity taking advantage of the ‘lean company’ model, the 
techniques of traditional management accounting have little application. To fully understand 
the ‘lean company’ business model by the employees and other interested parties, it is essen�
tial to apply appropriate methods for said model such as linking target and kaizen costing.

Conclusion

Possessing complete and current information regarding commercial interest accom�
plishments has become essential for undertaking rational economic decisions. Contem�
porary companies competing in global markets are modifying their views to company 
organization, production processes, assessing costs and organizational culture. Planning 
a  company’s future, management should possess a  wide range of data of the entity’s 
environment, its resources, and skills. This information may be gained through strategic 
analysis which is essential for generating a business model. Said business model sho�
uld influence the selection process of a management accounting system, since a poor, 
or inappropriate choice can effect detrimental decisions. Each business model operates 
under specific circumstances, all of which variously impact on a company’s performance. 
A proper commercial business model requires vision and should be generated by ma�
nagement accounting experts and the application of suitable management accounting 
tools for a particular business model. A business model supported by management acco�
unting tools helps answer the question whether the capital generated by a company is 
a result of primary commercial activity or other conditions. 

The chosen and applied business model of every commercial enterprise should de�
termine the applicable accounting method as indicated by management accounting. 
The lean company model and its modifications force changes in assessment and the 
performance of the model and further require adjustment of existing accounting tech�
niques in management accounting. The business model should influence the choices 
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of management accounting methods to be used and utilizing methods not adjusted 
to the business model may engender consequences such as distorted data and poorly 
made decisions.
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Abstract: Poland has long been faced with the problem of municipal waste. Because the waste 

management system in place did not perform as expected, failing to contribute to the constru�

ction of waste�handling facilities, to reduce landfill waste volumes and improve the rates of re�

covered waste materials, in 2011 the Polish Parliament amended the act on maintaining clean�

liness and order in municipalities drawing on the experiences of other European countries. The 

amendment reformed the municipal waste management system and imposed the responsibility 

for collecting and managing local waste and for financing relevant projects on municipalities.

This article is a review of options for funding waste management in Polish municipalities, 

including dedicated programmes and the possibilities of financial engineering.

The present financial perspective has provided local governments with access to various sou�

rces of environmental funding. These are mostly EU�funded grants and loans offered through 

the National and Voivodeship �unds for Environmental Protection and Water Management, 

Bank Ochrony Środowiska and Bank Gospodarstwa Krajowego. An interesting option is public� 

�private partnerships promoted by the European Commission and Polish government, which 

can be combined with EU structural funds into so�called hybrid solutions.

Key words: waste management, local government units, sources of funding 

Introduction

In Poland, the problem of handling municipal waste is a  long�standing one. Because the 
previous waste management system failed to produce the expected results such as the con�
struction of waste handling infrastructure, less municipal waste ending up in landfills and 
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more efficient recovery of raw materials, on 1 July 2011 it was reformed by the Parliament’s 
act amending the act on maintaining cleanliness and order in municipalities and some other 
acts [Act of 1996]. The amendment drew on the experiences of other European countries. 
The new law made municipalities responsible for collecting and managing waste, but also 
granted them the right to decide how local waste should be handled and to raise funding 
for environmental projects.

This article is a  review of waste management funding options available to Polish 
municipalities, including dedicated programmes and hybrid solutions. A hypothesis is 
tested that municipalities’ tight budgets will make them consider financial engineering 
as a vehicle for financing waste management projects. 

In preparing the article waste management laws and studies on municipal waste 
management and financing were used. Other source materials include the publications 
of the Central Statistical Office (GUS), the Ministry of Development and Investment, the 
National �und for Environmental Protection and Water Management, Bank Ochrony Śro�
dowiska and Bank Gospodarstwa Krajowego. 

Legal factors in municipal waste management

By becoming an EU Member State, Poland agreed to comply with the Community’s 
legislation, including environmental protection laws. The latter require countries to 
monitor pollution levels, reduce waste volumes and ensure that waste materials are 
recycled and safely disposed of [the Treaty on the �unctioning of the European Union, 
2012/C326/01]. The fundamental law directly applying to municipal waste manage�
ment is directive 2008/98/EC of the European Parliament and of the Council [Direc�
tive 2008], which sets out what legal measures need to be taken to support the idea 
of “a recycling society” and enable the reduction of waste. In Poland, municipal waste 
management is additionally regulated by the act on maintaining cleanliness and or�
der in municipalities [Act of 1996] and the act on waste [Act of 2012]. The latter lays 
out the responsibilities of entities that generate waste and manage or trade in waste 
(including intermediaries), as well as the duties of the public administration organs. It 
also defines the eligibility criteria for the providers of waste collection and treatment 
services and the applicable licensing system [Burzyńska 2012, p. 113].

The amendment to the act on maintaining cleanliness and order in municipalities 
[Act of 1996] passed in 2011 made deep changes to the waste management system, 
shifting the responsibility for managing waste from landlords to local authorities. As 
of 1 July 2013, municipalities became responsible for providing all residents with ac�
cess to the waste collection system, for enabling the functioning of selective waste 
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handling and collection systems, for the construction, maintenance and operation of 
their own, or shared with other municipalities, waste recovery and disposal plants and 
facilities, and for taking measures to reduce the volume of biodegradable waste [Sed�
ler, Herbut 2012, p. 3].

The act on waste made it mandatory for the national government and regional go�
vernments to prepare waste management programmes termed the National Waste Ma�
nagement Plan 2022 (Kpgo2022) [Resolution of the Council of Ministers 2016, p. 7] and 
Voivodeship Waste Management Plans (Wpgo) [Act of 2012, chapter III]. 

The Kpgo2022 regulates issues relating to municipal waste, hazardous waste, packa�
ge waste and waste in the marine environment. The Wpgo distribute the responsibility 
for waste management to regions and municipalities and designate the sites and num�
ber of regional waste treatment facilities (RIPOK) and back�up facilities.

The act on waste also establishes that waste management programmes be reviewed 
not less than once every 6 years to ensure that their compliance with the rules of apply�
ing for EU aid funds in the financial perspective 2014–2020.

The provisions of Kpgo2022 and Wpgo define the responsibilities of entities mana�
ging waste and define the waste handling hierarchy.

The market for municipal waste collection services in Poland

The law has also granted municipalities the power to shape local waste markets by se�
lecting service providers through competitive tendering. The range of organisations col�
lecting and managing local waste in Poland includes municipal units, private domestic 
providers and foreign providers that operate independently or through consortia with 
Polish firms. 

The Polish waste market, estimated at PLN 1.7 billion, is tightly regulated or even 
restricted to licensed providers [Instytut Sobieskiego 2016]. The legislative changes 
introduced several years ago to solve problems with waste management have proved 
successful – following the introduction of the act on maintaining cleanliness and or�
der in municipalities the amount of mixed waste fell from 2012 to 2013 by 4.4%. The 
trend continued until 2016 when the volume of mixed waste increased over its 2015 level 
[GUS 2017, p. 3]. To protect the system from being abused, municipalities monitor waste 
collection contracts signed by residents. 

As far as selected waste is concerned, as much as 90% of it is generated by house�
holds, 2% by municipal services (the cleaning of squares, streets and cemeteries), and 
the remaining 8% comes from retailers, small business, offices and institutions. Waste 
handling hierarchy laid out in the law requires that waste be recycled, treated thermally 
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or using other processes (biological treatment), and disposed of (deposited in landfills) 
(figures 1 and 2). 

Figure 1. Mixed waste management in Poland, years 2012–2016

Source: GUS (2017), Zmiana systemu gospodarki odpadami komunalnymi w  Polsce w  latach 2012–2016, 

Warszawa, p. 6.

Figure 2. Selective waste management in Poland, years 2013–2016

Source: GUS (2017), Zmiana systemu gospodarki odpadami komunalnymi w  Polsce w  latach 2012–2016, 

Warszawa, p. 7.

The volume of municipal mixed waste recycled in 2016 was four times bigger than 
in 2012. The volume of thermally�treated waste increased as much as forty two times 
[GUS 2017], as a result of new incineration facilities becoming operational. In the same 
period, the amount of recycled selected waste increased more than three times and of 
selected biodegradable waste designated for composting almost fourfold. 
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Funding sources for municipal waste management

There are three sources of funding available to municipalities that need to finance waste 
management projects. The first of them is their own budgets and the budgets of the na�
tional government, voivodeships and counties. The second option is funds that investors 
(entrepreneurs or natural persons) have accumulated or borrowed, including preferen�
tial loans offered by Bank Ochrony Środowiska (BOŚ), Bank Gospodarstwa Krajowego 
(BGK) and commercial banks [Kłos 2015, p. 130]. A special category of environmental fun�
ding providers is institutions established specifically to support environmental projects: 
the National �und for Environmental Protection and Water Management (N�EPWM) and 
Voivodeship �unds for Environmental Protection and Water Management (V�EPWM). 
The third possibility is foreign funds offered by the EU and other foreign organisations. 

An interesting solution is public�private partnerships that the EC recommends [Mo�
bilizing private and public investments, EC 2009] as one of the key vehicles for the exe�
cution of public projects, including those aimed at waste management.

Budget funds

The primary and most cost�effective way to fund waste management projects is munici�
palities’ own funds that partly come from waste collection fees charged under the amen�
ded act on maintaining cleanliness and order in municipalities [Act of 1996]. The funds 
can be used to finance the establishment and operation of selective waste collection 
points (e.g. the cost of providing householders with waste containers or waste bags and 
of keeping them clean, tidy and in a good state of repair), to pay for administrative ser�
vicing of the waste management system, and to sponsor activities rising the awareness 
of environmentally�safe handling of municipal waste. The law does not allow waste fees 
to be spent on projects other than related to waste management [Zielińska 2017, p. 43]. 
According to the Supreme Audit Office report [NIK 2015, p. 82], in almost half of the au�
dited municipalities waste collection fees did not cover the system’s operating costs. This 
effectively means that municipalities are short of funds and consequently need other 
sources of finance to carry out their tasks. 

One of them is transfers from the budget (block grants and specific grants), the 
purpose of which is to equalize municipalities’ revenues and the amounts they spent 
on their own and delegated tasks [Burzyńska 2012, p. 267; Shah 1994]. Block grants are 
mandatory under various statutory laws and are calculated in an objective, non�discri�
minatory manner. Their special feature is that local governments can expend them as 
they deem appropriate [Sochacka�Krysiak 2006, p. 191]. �rom the waste management 
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perspective, specific grants that A. Hanusz, A. Niezgoda and P. Czerski [2009, p. 241] 
define as a form of non�repayable and cost�free financial aid are more important. Mu�
nicipalities can use them to finance their own tasks or capital projects. As opposed 
to block grants, specific grants are not mandatory. They are discretionary in nature 
and are payable on the basis of agreements concluded between government agencies 
and local authorities [Borodo 2016, p. 21]. A specific grant may not exceed 50% of the 
estimate costs of a capital project [Act of 2009, art. 127, item 1]. Another restriction is 
that specific grants can only be used for projects related to local governments’ tasks, 
so waste management projects are eligible too. The system of specific grants is pro�
tected from abuse by a  sanctioning mechanism activated by breach of contractual 
provisions. The range of penalties includes the suspension of grant payment, an order 
to return it, and a ban on applying for grants in the next years. Block grants and speci�
fic grants are an important but not critical source of funding for municipalities’ current 
activities and capital projects.

Private funds

Waste management systems in municipalities are mostly funded by waste fees paid by 
households. In the municipalities audited by the NIK, the revenue yielded by the systems 
between 1 July 2013 and 30 Sept. 2014 totalled PLN 515,659m, of which 99.4% came 
from waste fees. At the same time, the operating costs (i.e. necessary to collect, transport, 
recycle and dispose of waste) were PLN 573,104m (87.2% of total costs). The NIK also de�
termined that as a result of municipalities calculating waste fees based on the number of 
household members, household area or simply per household (Krakow) households are 
charged with different fees.

Waste management funding can also be obtained from the National �und for Envi�
ronmental Protection and Water Management and Voivodeship �unds for Environmen�
tal Protection and Water Management established by the act amending the act on the 
protection and shaping of the environment and the Water Law [Act of 1989]. The mission 
of both these �unds and their tasks are set out in the environmental protection act [Act 
of 2001, art. 400]. 

The �unds’ budgets mainly consist of environmental fees, administrative fines levied 
pursuant to the environmental protection act and other charges. As the law stands, the 
�unds are responsible to ensure the full use of EU grants allocated environmental pro�
tection and water management projects. 

The types of financial support available from the N�EPWM include [Act of 2001, 
art. 411, item 1]:
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 · loans – to secure the financial liquidity of projects co�funded by the EU;
 · grants – to subsidise interest�bearing bank loans, the repayment of bank loans, and 

the disassembly of motor vehicles;
 · equity financing – to acquire stocks and interests in existing companies to improve 

environmental performance.
In connection with the present financial perspective, the N�EPWM has set up 

within Activity 2.2 of the Operational Programme Infrastructure and Environment 
2014–2020 (OPIE) a priority programme Rational Waste Management. The programme 
has five modules, two of which, “Selective collection and prevention of waste” and 
“Waste management facilities”, are intended for local governments. The first module 
has a budget of PLN 1,771,191m that can be used to prevent the generation of waste, 
to facilitate the establishment and operation of selective waste collection systems, 
to enable the establishment and operation of integrated networks of waste mana�
gement facilities, to curb illegal cross�border transportation of waste, to promote the 
collection and legal end�of�life disassembly of vehicles, and to raise the environmental 
awareness of the public. 

Local authorities that seek funding for their projects may apply for grants or loans. 
A municipality can receive a grant of PLN 3,874,17m  to finance:

 · up to 100% of the eligible costs of projects intended to develop technical infrastru�
cture necessary for logistic processes acquiring, storing and distributing unsold or un�
consumed foods to prevent food waste,
 · up to 30% of the eligible costs of projects intended to develop pilot systems enab�

ling selective collection of biodegradable waste from householders or pilot systems 
for selective collection of waste from multi�family buildings.

The total loan budget is PLN 1,383,774m. Loans bearing interest of not less than 1% 
p.a. (tied to WIBOR 3M) can be granted for a period of 15 years and finance up to 90% of 
the project’s costs.

The second module will be active between 2015 and 2023. As scheduled, contracts 
will be signed until 2020 and lending activity will end 2023. Loans of up to 75% of the 
eligible costs of a project will be available for the following activities [N�OŚiGW]: 

 · the construction of new regional and supra�regional facilities treating municipal 
waste (RIPOK and PIPOK, respectively) and the modernisation or extension of the 
existing ones;
 · the extension or modernisation of waste recycling facilities to upgrade them to the 

RIPOK or PIPOK status;
 · the construction of new waste recycling facilities, including facilities handling selec�

ted municipal waste, or the modernisation or extension of the existing ones;
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 · the construction and extension and modernisation of existing waste recycling faci�
lities (including facilities recycling waste other than municipal and disposing of non�
municipal waste using processes other than landfilling) to reduce the volume of waste 
other than municipal.

Loan applications can be submitted on an ongoing basis. The cost of a loan is calcu�
lated as WIBOR 3M+50 base points, but not less than 2% p.a. The start and end points of 
a lending period of up to 15 years is the date of the first loan instalment and the date of 
payment of the last repayment.

Most loan applications submitted to the N�EPWM in 2017 in relation to activity 
2.2. Rational Waste Management sought funding for projects involving the constru�
ction of selective waste collection points (PSZOK). After they were reviewed and eva�
luated, the N�EPWM signed 6 agreements totalling PLN 33,400,000. Currently, eight 
projects unrelated to PSZOK which are worth PLN 142,900,000 are undergoing the 2nd 
stage evaluations [N�OŚiGW].

Another important source of funding for municipalities undertaking waste mana�
gement projects is banks that provide intermediation services between a beneficiary 
and the N�EPWM, the V�EPWM or international financial institutions. In many cases the 
N�EPWM or the V�EPWM distribute banks’ own funds. The key lenders supporting en�
vironmental projects are Bank Ochrony Środowiska SA (BOŚ) that cooperates with both 
�unds and the European  Investment Bank. In 2017, the European Investment Bank made 
to BOŚ a loan of € 75m for environmental projects undertaken by small and medium�
sized companies, municipal companies and local governments. The eligible projects are 
those aimed to reduce or eliminate greenhouse gas emissions, utilise renewable energy 
sources, improve energy efficiency, or enhance the sustainability of waste transport and 
management. The BOŚ and N�EPWM have already granted preferential loans to bene�
ficiaries in the Mazowieckie, Opolskie, Warmińsko�Mazurskie, Śląskie and Kujawsko�Po�
morskie voivodeships [BOŚ 2017].

The BGK owes its strong position to its active support for government’s economic 
projects and the fact that it has been entrusted with the management of funds in pos�
session of the N�OŚiG, W�OŚiG and government programmes. The BGK is also a major 
provider of environmental funding. One of the five pillars of its 2017–2020 strategy is su�
pport for local governments’ key projects in areas such as transport, housing, heat distri�
bution networks, water and sewer infrastructure, municipal waste management, health�
care and public benefit facilities [BGK 2017]. The BGK is now in the process of developing 
action plans for its strategy. The bank’s standard products for local governments include 
working capital loans and investment loans, revenue and municipal bonds, bank gua�
rantees, debt redemption services, loans from the Rural Area Development Programme 
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and the EBI. The type of a product and lending terms and conditions are in each case 
tailored to the needs of the applying municipality.

To fund waste management projects, local governments can also issue municipal 
bonds, which have the status of public debt intended for capital projects. Municipal 
bonds are one of the safest financial instruments, because their repayment is guaran�
teed by a public authority [Bień 2010, p. 11]. �rom the municipality’s perspective, this 
debt instrument has the advantage of being flexible, meaning that their terms and con�
ditions, including redemption, can be adjusted to the issuing municipality’s financial si�
tuation and demand for funding. Even so, municipal bonds only account for 20% of the 
funds borrowed by local governments.

Foreign funds

Most funding for environmental projects in Poland comes from the EU. With a view to 
making the full use of funds available under the 2014�2020 financial perspective, 6 natio�
nal operational programmes (run by the Ministry of Development) and 16 regional ope�
rational programmes (ROP; managed by Marshal’s Offices) were established. The main 
beneficiary of EU funds (with an allocation of € 27.4 bn) is the Operational Programme 
Infrastructure and Environment (OPIE), which has been set up to promote low�emission 
economy, environmental protection, the construction of technical infrastructure and 
energy security. The purpose of the regional programmes (with a total budget of € 31 
bn) is to improve voivodeships’ competitiveness and the inhabitants’ quality of life by su�
pporting entrepreneurship, education, employment, social inclusion, ICT, environmental 
protection, energy and transport infrastructure. Because voivodeships are at different 
levels of development and have distinct needs, they can define main development chal�
lenges and targets in their regions on their own [Ministry of Investment and Develop�
ment]. The regional operational programmes emphasise environmentally�friendly proje�
cts, including solutions intended for municipal waste management. The latter category 
of projects has been earmarked funding in excess of PLN 4.7 bn. Graph 3 illustrates the 
distribution of funds between OPIE and Regional Operational Programmes (ROP) in the 
years 2014–2020.
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Figure 3. OPIE and ROP budgets for the waste management sector in 2014–2020 (PLN 
million)

Source: Styś T., �oks R. (2014), Rynek gospodarowania odpadami komunalnymi w Polsce. Perspektywa 2030, 

Instytut Sobieskiego, Warszawa, p. 44. 

In the period 2014–2020, the ROP will spend most of its funding on waste manage�
ment projects aimed to:

 · reduce the volume of landfill waste;
 · improve the effectiveness of municipal waste management systems;
 · increase the rates of recovered, recycled and reused municipal waste.

The OPIE goals and operational priorities for municipal waste management are sum�
marised in table 2. 

Table 2. OPIE goals and operational priorities for the waste management sector 
in 2014–2020

Goal Operational priority 

� to secure and improve environmental quality 
through sustainable use of resources 

� infrastructure enabling comprehensive waste 
management in the region, including selective 
waste collection systems

� to improve residents’ access to environmental 
infrastructure

� facilities for the thermal treatment of mixed 
municipal waste and combustive fractions from 
municipal waste with energy recovery;
� absorption of technologies, including 
innovative solutions, increasing the material 
efficiency of production processes 
� rationalization of entrepreneurs’ waste 
management processes (incl. hazardous waste), 

Source: Styś T., �oks R. (2014), Rynek gospodarowania odpadami komunalnymi w Polsce. Perspektywa 2030, 

Instytut Sobieskiego, Warszawa, s. 43.
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With the availability of EU’s structural aid funds it has become possible for local gover�
nments to launch more projects aimed at improving local waste management processes. 
This activity is crucial to meeting the targets of Directive 2008/98/EC that requires muni�
cipalities do cut the volume of biodegradable municipal waste designated for landfilling: 

 ·  to 50% of its current total mass by 16 July 2013;
 ·  to not more than 35% of its current total mass by 16 July 2020.

Another deadline that municipalities will have to meet is 31 Dec. 2020. By that time, 
they will have to achieve the recycling and re�use levels for paper, metals, plastics and 
glass of at least 50% (by weight); as regards recycling and preparation for re�use of con�
struction and demolition waste, the target is 70% minimum (by weight).

These legal requirements call for placing the construction of modern waste treat�
ment and recovery facilities at the top of the agenda, particularly that the activity may 
also help Poland fully absorb structural funds offered by the EU. 

Public-private partnerships for municipal waste 
management 

Municipalities’ swelling problems with raising capital for their contribution to projects 
and the caps on municipal debt make public�private partnerships (PPP) a very interesting 
options for local governments considering capital projects in this financial perspective.

The PPP model assumes a cooperative agreement between an authority intending 
to carry out a public�benefit project and a private partner. Under the agreement, the 
private partner undertakes to design, construct and operate a piece of infrastructure, 
and to raise funding necessary to deliver it. The project�related tasks and risks are shared 
between the partners in such a way that they become the responsibility of the more ex�
perienced partner. Pursuant to regulation 1303/2013 of the European Parliament and of 
the Council, the PPP projects are eligible for EU funding (such projects are called ‘hybrid 
solutions’) [Ministry of Investment and Development 2014, p. 23]. When local budgets 
are tight, the PPP formula becomes a chance for local municipalities to meet their waste 
management responsibilities, including the construction of regional waste handling fa�
cilities that require substantially amounts of funding to be completed. 

A meaningful example of how the PPP model can support the execution of a waste 
management project is the incineration facility constructed as a  joint undertaking by 
the city of Poznań and SITA Zielona Energia. The facility is intended as an element of 
a waste management system that will be operated by Poznań and the contiguous mu�
nicipalities. The project has a ‘hybrid’ budget in excess of PLN 1 bn, to which Poznań has 
contributed PLN 352m (33.80%) provided by the Cohesion �und and the private partner 
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another PLN 640m (61.48%) from a 22�year loan granted by a consortium of banks made 
up of BGK, PKO BP and Pekao SA [PPP database]. The remaining almost PLN 50m (4.72%) 
will be paid from the city’s budget. The partnership agreement has been signed for a pe�
riod of 25 years [Ministry of Investment and Development, PPP database]. 

The incineration facility is the largest project that the city of Poznań has yet under�
taken and the first PPP project of this scale carried out by a local government in Poland. 

Conclusion

The amendment of the act on maintaining cleanliness and order in municipalities on 
1 July 2013 reformed the municipal waste management system in Poland. The new law 
gave municipalities full control but also responsibility for organising and operating wa�
ste management systems, making waste handling decisions and ensuring that munici�
pal spaces are clean and tidy. Municipalities are also responsible for creating conditions 
enabling the achievement of these goals, including the construction of costly facilities 
for recovering and disposing of waste. Struggling with tight budgets and having insuf�
ficient waste fee revenues to cover the costs of operating waste management systems, 
local authorities have to seek the possibilities of financial engineering. In this financial 
perspective, the most important sources of environmental funding are EU�funded grants 
and loans offered by the National and Voivodeship Environmental Protection and Water 
Management �unds, Bank Ochrony Środowiska and Bank Gospodarstwa Krajowego. The 
European Commission and the Polish government promote public�private partnerships 
supported by EU’s structural funds as a vehicle for waste management projects. Local 
governments are very familiar with grants and loans and have developed appropriate 
procedures for applying for them, but a combination of PPP and EU funding (a hybrid 
solution) is a new approach. The enabling climate created for such partnerships by the 
European Union and the Polish has already brought the first hybrid project serving the 
purposes of waste management, which has been undertaken by the city of Poznań. The 
project can become a learning opportunity leading to a greater number of hybrid pro�
jects in the future.

References

BGK (2017), Rola BGK w finansowaniu rozwoju JST [online], https://webcache.googleusercontent.

com/search?q=cache:NARdNP8IaDAJ:https://www.mswia.gov.pl/download/1/32016/PrezentacjaRola�

BGKwfinansowaniu.pdf+&cd=1&hl=pl&ct=clnk&gl=pl&client=firefox�b�ab, access date: 12.02.2018.



87

Funding Sources for Waste Management in Poland in Amended Legislation

Bień E. (2010), Źródła finansowania gospodarki odpadami w  gminach województwa śląskiego, 

“Inżynieria i ochrona środowiska”, Vol. 13, No. 1. 

Borodo A. (2016), Procedury prawne w  zakresie wydatków budżetu państwa (procedury wy-

datkowe), “Prawo budżetowe państwa i samorządu” [online], No. 1(4), http://apcz.umk.pl/cza�

sopisma/index.php/PBPS/article/view/PBPS.2016.001/8261, access date: 20.01.2018.

BOŚ (2017), notatka prasowa, [online], https://www.bosbank.pl/files/file_322/13062017.pdf, ac�

cess date: 12.02.2018.

Burzyńska D. (2012), Rola inwestycji ekologicznych w zrównoważonym rozwoju gmin w Polsce, 

Wydawnictwo Uniwersytetu Łódzkiego, Łódź.

Centrum PPP (2013), Partnerstwo publiczno-prywatne w gospodarce odpadami, Warszawa.

Dyrektywa Parlamentu Europejskiego i Rady 2008/98/We z 19.11.208 r w sprawie odpadów oraz 

uchylająca niektóre dyrektywy, Dz. Urz. L 312/3.

GUS (2017), Zmiana systemu gospodarki odpadami komunalnymi w Polsce w latach 2012–2016, 

Warszawa.

Hanusz A., Niezgoda A., Czerski P. (2009), Dochody budżetu jednostek samorządu terytorial-

nego, Wolters Kluwer Polska, Warszawa.

Instytut Sobieskiego (2016), Czas otworzyć rynek gospodarki odpadami w Polsce [online], http://

biznesalert.pl/instytut�sobieskiego�czas�otworzyc�rynek�gospodarki�odpadami�w�polsce/, ac�

cess date: 10.02.2018.

Kłos L. (2015), Źródła finansowania ochrony środowiska w Polsce [in:] G. Borys, R. Kurek, Finanse 

i  rachunkowość na rzecz zrównoważonego rozwoju – odpowiedzialność, etyka, stabilność finan-

sowa, Tom 1. Finanse, “Prace Naukowe Uniwersytetu Ekonomicznego we Wrocławiu”, No. 395, 

Wrocław.

Komisja do Parlamentu Europejskiego, Rady Europejskiego Komitetu Ekonomiczno�Społeczne�

go oraz Komitetu Regionów (2009), Wspieranie inwestycji publiczno-prywatnych krokiem w kie-

runku naprawy gospodarki i  długoterminowej zmiany strukturalnej: zwiększanie znaczenia part-

nerstw publiczno-prywatnych – komunikat, Bruksela.



88

Dagmara Hajdys, Magdalena Kogut-Jaworska

Ministerstwo Inwestycji i Rozwoju (2014), Fundusze Europejskie w Polsce, Warszawa.

Ministerstwo Inwestycji i Rozwoju, Fundusze Europejskie, [online], http://www.miir.gov.pl/stro�

ny/zadania/fundusze�europejskie/, access date: 12.02.2018.

N�OŚiGW, Racjonalna gospodarka odpadami [online], https://nfosigw.gov.pl/oferta�finanso�

wania/srodki�krajowe/programy�priorytetowe/racjonalna�gospodarka�odpadami/#c1, access 

date: 10.02.2018.

NIK (2015), Wdrożenie w gminach nowego systemu gospodarki odpadami komunalnymi, Warszawa.

Rozporządzenie Ministra Środowiska z dnia 14 grudnia 2016 r. w sprawie poziomów recyklingu, 

przygotowania do ponownego użycia oraz odzysku innymi metodami niektórych frakcji odpadów 

komunalnych, Dz. U. z 2016 r., poz. 2167.

Rozporządzenie Ministra Środowiska z dnia 17 czerwca 2016 r., w sprawie wzorów sprawozdań 

o odebranych i zebranych odpadach komunalnych, odebranych nieczystościach ciekłych oraz real-

izacji zadań z zakresu gospodarki odpadami komunalnymi, Dz. U. z 2016 r., poz. 934.

Rozporządzenie Ministra Środowiska z dnia 25 maja 2012 r. w sprawie poziomów ograniczania 

masy odpadów komunalnych ulegających biodegradacji przekazywanych do składowania oraz 

sposobu obliczania poziomu ograniczenia masy tych odpadów, Dz. U. z 2012 r., poz. 676.

Rozporządzenie Ministra Środowiska z dnia 29 grudnia 2016 r. w sprawie szczegółowego sposobu 

selektywnego zbierania wybranych frakcji odpadów, Dz. U. 2017 r., poz. 19.

Sedler B., Herbut H. (2012), Finansowanie gospodarki odpadami komunalnymi, Fundacja Nauko-

wo-Techniczna “Gdańsk”, Gdańsk.

Shah A. (1994), The Reform of Intergovermental Fiscal Relations in Developing and Emerging Mar-

ket Economies, “Word Bank Washington” [online], http://citeseerx.ist.psu.edu/viewdoc/downloa

d?doi=10.1.1.469.275&rep=rep1&type=pdf, access date: 30.01.2018. 

Sochacka-Krysiak H. (red.) (2006), Zarządzanie gospodarką i finansami gminy, Szkoła Główna 

Handlowa w Warszawie, Warszawa.



89

Funding Sources for Waste Management in Poland in Amended Legislation

Styś T., Foks R. (2014), Rynek gospodarowania odpadami komunalnymi w Polsce. Perspektywa 

2030, Instytut Sobieskiego, Warszawa.

Traktat o funkcjonowaniu Unii Europejskiej, Dz. Urz. 2012/C326/01.

Ustawa z dnia 13 września 1996 r. o utrzymaniu czystości i porządku w gminach, Dz. U. z 2017 r., 

poz. 2422.

Ustawa z dnia 14 grudnia 2012 r. o odpadach – tekst jednolity, Dz. U. z 2013 r., poz. 21 z późn. zm.

Ustawa z dnia 27 kwietnia 2001 r. Prawo ochrony środowiska, Dz. U. z 2018 r., poz. 88.

Ustawa z dnia 27 sierpnia 2009 r. o finansach publicznych, Dz. U. nr 157, poz. 1240 z poźn. zm. 

Ustawy z dnia 27 kwietnia 1989 r. o zmianie ustawy o ochronie i kształtowaniu środowiska i us-

tawy – Prawo wodne, Dz. U. nr 26, poz. 139 z późn. zm.

Zielińska A. (2017), Funkcjonowanie systemu finansowania gospodarki odpadami w  polskich 

gminach [online], http://elartu.tntu.edu.ua/bitstream/lib/20942/2/DSESES_2017_Zielinska_A�

�unkcjonowanie_systemu_41�43.pdf, access date: 30.01.2018.





Piotr Kasprzak | pkasprzak@zie.pg.gda.pl

Gdańsk University of Technology, �aculty of Management and Economics, Department of 

Economic Analysis and �inance 

Examples of Taxation on Real Estate Properties as an 
Long-term Investment Asset. Description of Situation  
in Selected European Countries

Abstract: Real estate properties have become the alternative asset for long�term savings and in�

vestments. Such investment however is strictly related to risk inter alia taxation policy. The follo�

wing article describes and discusses both theoretical and practical aspects of long�term investment 

taxation imposed on real estate market in selected European countries. The article presents the 

analyses of the taxes including its functions, mechanisms and in particular income, real estate and 

indirect taxes on investments such real estate properties. The author analysed the literature both hi�

storical and modern to research the topic. The idea of investment taxation has been present in mo�

dern tax system for several decades including its positive and negative consequences. The research 

method includes data, literature and professional reports analyses. The analyses leads to the con�

clusion of the level, aim and the overall base of properties’ taxation in selected European countries.

Key words: real estate properties, tax system, progressive taxation, flat taxation, Europe

Introduction

The major research purpose of the following article is to present theoretical aspects of 
the investment in real estate properties with the particular regard to income tax imposed 
on real state properties. The author has analysed the literature and data from selected 
European countries. The main hypothesis of the following paper is that investing in real 
estate assets causes the creation of income, which is a result of income tax obligation in 
most European countries. The final results as well as conclusion could be treated as the 
base for further research for the topic. 

One of the long�term problems of both individuals and companies is the efficient 
allocation of the possessed assets. In the case of companies, the basic condition for 
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securing position and expansion in the market is not only the way of managing the 
company’s business activity but also the decisions concerning its development and so�
urces of financing [Sierpińska, Jachna 2004]. What is more, the foundation of prosperity 
for both households and businesses are investments [Mandziuk, Nawra, Ossowska 2016].

The concept of investment is a matter of one of economic terms. It has a very bro�
ad sense of importance [Michalak 2007]. Investments cover different scope and forms. 
Therefore, in the literature there are many definitions and criteria defining the concept of 
investment activity. Nevertheless, the concept of investment is inseparably related with 
three elements: spending money, expecting future benefits and the level of potential risk 
[Szczęsny, Śliwa 2010].

The investment can be realized within fixed assets (buildings, machinery, equipment, 
stock), financial assets (capital) related to financial instruments (shares, bonds) as well as 
intangible assets (patents, know�how) [Wieprow 2013]. One of the objects of the invest�
ment can be real estate properties, both for the purpose of allocating financial resources 
(in order to sell assets at a higher price in the future) and to achieve steady rental income.

One of the definitions of investments is that they “are long�term, risk�weighted al�
locations of economic resources (capital expenditures) to achieve future benefits” [Ro�
gowski  2013]. As noted by Wiśniewski [2008], the universal characteristics of material 
investments (e.g. real estate) are both benefits (defined as anticipated positive effects of in�
vestment implementation), time and effort required. However, there is a crucial concept of 
risk that should be mentioned as the possibility of deviations of planned expenditures as 
well as benefits from the period of capital involvement and investment life cycle can occur.

It should therefore be noted that the concept of investment is inextricably related 
to risk. One of the risk elements, characterized as uncertainty in the conditions of ma�
nagement, is the taxation. It appears that the tax system can affect multidirectional 
enterprise’s activity, both small, medium and large [Uchman 2014].

Theoretical aspects – investment

The level of investment in the company as well as in the household is determined by 
various factors. Most often in the literature, the expected rate of return is underlined. In 
the case of high level of economic activity, good macroeconomic and macroeconomic 
condition, as well as private and public investment, the importance of tax burdens im�
posed on investments is rather abandoned. Only at the moment of declining economic 
activity, its downturn, and as a consequence decreasing level of investment, authorities 
are affected by the subject and amount of taxation and thus proceed actions to expand 
preferences and tax reliefs [Uchman 2014].
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The issue of land rent tax (understood today as rental income) was firstly analysed 
and discussed in the 19th century by Ricardo [Piketty 2015]. Nonetheless taxes have been 
present in the public consciousness as a broadly known concept, defined as the necessi�
ty to transfer certain amount of money to the state or local governments to achieve par�
ticular goals [Krajewska 2004]. The principle of fiscal neutrality, formulated by A. Smith, 
states that the tax (as well as the broad concept of tax system) should not significantly af�
fect the behaviour and choices of market players. Hence tax should not affect the level of 
revenues and costs, thus significantly determine the market mechanism. As it is known, 
in the practice of economic life, this principle does not work in reality. 

Almost all European tax systems had changed over the time, however their current 
character had adopted towards today’s model that is widely used in almost all countries 
of the world. Generally, nowadays the taxation of property, income and consumption 
(also identified as expenditures) could be distinguished. In most tax systems, different 
ways of obtaining financial resources are used i.e. from taxes, fees and duties, as well as 
social security contributions. 

Taxes on income are a crucial part of nowadays’ tax systems. Their impact and the 
meaning is held by numerous societies, groups and scientists, but without a doubt their 
presence is common. Nonetheless income taxes (both personal and corporate) are 
not a major source of budget revenue in most countries1. However, they are present in 
practically all tax systems of Europe and across the world.

The financial crisis of 2008 has caused a number of changes in the investment of both 
companies and individuals. One of the widely invested assets became the real estate mar�
ket. The decline in real estate prices was noted in 2009 and 2012–2014. The highest dec�
rease in property prices was indicated in Bulgaria, Ireland, Lithuania, Latvia, Slovakia and 
Estonia. Property prices, despite the crisis, increased however in Belgium and Germany. On 
average, property prices in the EU declined by 4.4% in 2009, 1.9% in 2012 and 1.2% in 2013. 
The following cumulative data for all EU member states is presented in table 1. 

The real estate market, has been an attractive investment destination for two rea�
sons: firstly, real estate has always been considered a  safe investment (excluding, the 
acquisition on credit, which has become paradoxically the cause of the 2008 crisis), se�
condly the economy has been caused by significant fluctuations in the level of interest 
rates (in most European countries, they are at a level close to zero, which in fact means 
that they are negative when including the impact of inflation).

1 �or instance in Poland, the budget’s revenues from income taxes was in 2015 (both CIT and PIT) at the level 
36,1%. The main source of revenue was noted from VAT (41,8%) and excise tax (20,7%).



94

Piotr Kasprzak

Table 1. Annual growth of House price index in European Union in 2006–2017 (in %, 
2017 – only Q1 and Q2)

Source: Eurostat.

Table 2. Distribution of population by tenure status, 2015 (% of population)

Country
Ownership (no 

mortgage or 
housing loan)

Ownership 
(with 

mortgage or 
loan)

Tenant 
(market price)

Tenant (reduced 
price or free)

EU�28 42,5 26,9 19,7 10,9
Romania 95,6 0,9 1,2 2,4
Croatia 85,2 5,3 2,0 7,6

Lithuania 81,3 8,1 1,4 9,2
Bulgaria 79,5 2,8 3,1 14,6
Slovakia 77,9 11,3 9,2 1,5
Poland 72,8 10,9 4,5 11,8
Latvia 70,4 9,8 8,7 11,2

Hungary 67,6 18,7 4,8 8,9
Slovenia 65,4 10,8 4,8 19,0
Estonia 62,1 19,4 3,7 14,7
Greece 61,0 14,1 19,8 5,1
Malta 60,3 20,4 2,4 16,8

Czech Republic 59,8 18,2 16,4 5,6
Italy 56,1 16,8 15,4 11,7

Cyprus 52,9 20,1 12,7 14,3
Spain 47,0 31,2 12,7 9,1

Portugal 38,3 36,5 12,7 12,5
Ireland 36,3 33,7 14,7 15,3
�rance 33,0 31,1 19,8 16,1

Luxembourg 30,4 42,8 21,7 5,1
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Country
Ownership (no 

mortgage or 
housing loan)

Ownership 
(with 

mortgage or 
loan)

Tenant 
(market price)

Tenant (reduced 
price or free)

�inland 30,3 42,4 12,0 15,3
Austria 30,0 25,7 29,6 14,7

Belgium 29,0 42,4 19,7 8,9
United Kingdom 27,5 36,1 18,2 18,3

Germany 25,6 26,2 39,9 8,2
Denmark 14,1 48,6 37,3 0,1

Netherlands 7,7 60,1 31,7 0,5
Sweden 7,2 63,4 29,1 0,3

Source: Eurostat.

Another factor affecting the attractiveness of property market in terms of investment, 
especially of housing, is the ratio of the number of dwellings owned by the population. The 
following detailed data is presented in table 2 above. In 2015, more than a quarter (26.9%) of 
the EU population lived in their own housing with credit or mortgages, while over 42% occu�
pied their own residential units without credit or mortgages. According to data, almost 70% of 
individuals in the EU lived in their own dwellings, while 19.7% of the population rented apart�
ments at market prices, and 10.9% used rent�reduced or free�of�charge accommodation.

More than half of the population in each of the Member States lives in their own 
dwellings i.e. from 51.8% in Germany to 96.5% in Romania. In none of EU countries, the 
percentage of tenants did not exceed the percentage of people occupying their own 
dwellings. However for instance in Switzerland, in 2014 more people rented apartments 
(about 55.5% of the population) than lived in the own possessed ones. 

In 2015, the percentage of people occupying rented apartments at market prices in 
the 11 EU Member States was less than 10.0%. Almost 40% of the population in Germa�
ny and Denmark rented apartments at market price, as did about 30% of people in the 
Netherlands (31.7%), Austria (29.6%) and Sweden (29.1%). In all EU Member States and six 
non�EU countries reporting data, the proportion of residents using rent�reduced accom�
modation or free accommodation did not exceed 20%. Thus the group of tenants who 
rent flats with the market prices are the potential customers for investors considering 
purchasing flats as the asset to gain monthly rental income. 

Theoretical aspects – taxation

This section provides an overview of the most important literary aspects of history and 
the subject of the income tax. Taxes have always been problematic and complicated is�
sue. Therefore, the concept of “one tax idea” [Wyrzykowski 2008] has never been realized. 
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In most countries tax systems have a number of functions, and there are several types of 
taxation.

The beginning of the income tax can be noted already in the eighteenth century in 
England, several decades later in �rance, Germany and the United States [Wyrzykow�
ski 2003]. Currently, only a few countries do not have income taxes in their systems e.g. 
Qatar, Saudi Arabia, United Arab Emirates [KPMG 2017]. Taxes generally, in modern ti�
mes, have three basic functions:

 · �iscal,
 · Redistributive,
 · Stimulating.

The fiscal function is derived from the essence of the tax, i.e. the necessity to collect 
the resources to maintain the institutions and mechanisms of the state. It is indicated 
that this is the most important function of taxes [Wolański 2004].

The redistribution function is related to the role of tax as a tool to control the processes 
of sharing the Gross Domestic Product (the GDP). It is therefore an instrument for shifting 
income between different social groups. It is indicated that this mechanism provides the 
possibility to make changes in the distribution of national income. Due to the division of 
tax revenues, the state is also able to realize social functions by providing education, heal�
th, defence system or social welfare services. The redistribution function, by its very nature, 
is one of the most acceptable socio�political in democratic countries [Wyrzykowski 2008].

The stimulus function is used to inhibit and eliminate economic phenomena in the 
economy [Wojtowicz 2009]. Its role is to influence such areas as unemployment, demand 
or supply both in positive and negative aspects e.g. to increase or decrease the level of 
alcohol or tobacco consumption in the society. Appropriate usage of the tax system allows 
to stimulate and create taxpayers’ expectation and behaviour [Wyrzykowski 2008].

Besides describing the functions of taxes, the classification of particular  taxes has 
also been described in the literature, taking into account various criteria. Due to the tax 
collection several techniques are divided into [Wolański 2004]:

 · Direct taxes – i.e. paid directly by the obliged parties. Examples of such taxes are 
income taxes, donation and inheritance taxes, property taxes.
 · Indirect taxes – i.e. paid by entities not directly obligated to pay them. Examples of 

such taxes are consumer taxes (VAT and excise taxes). In these taxes the ultimate payer 
are consumers who pay the tax included in the price of the goods or services, however 
technically the money is transferred to the tax authority by the entrepreneur.  

With regard to the purpose and scope of this paper, it is also necessary to divide di�
rect taxes (that are represented mainly by income taxes), which in principle are derived 
into [Wolański 2004]:
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 · Revenue taxes – paid on revenue. This construction belongs to the oldest in tax sy�
stems and does not include the so�called “deductible costs”.
 · Income taxes – where the subject of the tax is income, that is revenue subtracted by 

the costs (so�called “deductible costs”).
 · Property taxes – related to the right of possession of certain goods or rights e.g. real 

estate, vehicle.
In each tax one can distinguish the rates. Tax rates and scales are concepts that de�

termine the relationship between the tax base and the taxed amount as well as the list 
of increasing or decreasing rates (tax scale) and determine the final amount of tax paid 
[Wyrzykowski 2008].

The rates most often are referred in amounts (e.g. real estate tax or motor vehicles 
tax). They can also be expressed as a percentage, for example in the case of excise or VAT. 
Less often they can be measured in a fractional or multiparty form.

In the case of tax scales, they are divided into proportional (e.g. constant interest rate) 
and disproportionate as progressive, regressive and degressive. The progressive rate is pre�
sent in most common modern tax systems. It is assumed that this type of solution is one 
of the best distributing tax burden in the case of personal income tax [Krajewska 2004].

In most countries, income tax is levied on both corporates (Corporate Income Tax – 
CIT) and individuals (Personal Income Tax – PIT).

The author observed the significant lack of research conducted in the following area. 
There is, however, number of literature units tackling the issue of Comparative analysis 
of property taxation within European Union [Ciprian 2015] or Taxes in Real Estate [Weller, 
Shapack 2001], but they do not cover the subject of real estate market and its importan�
ce as an investments assets or are quite out of date (year 2001). 

Methodological aspects

Possession of a property investment is associated with paying taxes. In most cases, real 
estate is purchased for future rental or resale with profit. In these cases, in most European 
countries, there occurs a necessity to pay both direct and indirect taxes. These include 
income taxes (PIT and CIT), Value Added Tax, and local and central property taxes. The 
level of taxes and imposed burdens undoubtedly affect the intensity of investment ex�
penditures undertaken by entrepreneurs and individual entities.

The following part contains an analysis of taxes paid by entities (both individuals and 
companies) that are based on income from holding, selling and renting real estate as�
sets. The countries were selected due to the data availability with the particular empha�
sis on EU and European OECD members. 
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Table 3. Personal Income Tax on Income from Renting the Real Estate Property in  
selected European Countries (2015)

Country Brackets Rates Additional 
Taxes/Fees Deductions

Austria

€0–€11.000
€10.000–€25.000
€25.000–€6.000

more than €60.000

0%
36,5%

43,21%
50%

No Repair cost;
Renovation cost

Belgium

€0–€8.350
€8.350–€11.890

€11.890–€19.810
€19.810–€36.300

more than €36.300

25%
30%
40%
45%
50%

Local income 
tax

Each spouse or single person: 
€6.430;

Additional deductions for children  
up to €12.750;

Additional deductions for 
protected person (older than 65 

years old) €2.730

Bulgaria �lat tax 10% No
No tax on agricultural land rental;
Deduction up to 10% of the rental 

income for eligible cost

Cyprus

€0–€19.500
€19.500–€28.000
€28.000–€36.300
€36.300–€60.000

more than €60.000

0%
20%
25%
30%
35%

3%

Expenditure for the maintenance of 
buildings;

20% of gross rental income 
depreciation

Czech 
Republic �lat tax 15% Maintenance and repairs

Denmark �lat tax 24,6% 8% (Health 
tax) No

�inland �lat tax

30�32% 
(depending 

on the 
region)

Part of interest in case of the 
mortgage;

Renovation costs

�rance

€0–€5.963
€5.963–€11.896

€11.896–€26.420
€26.420–€70.830

€70.830–€150.000
more than €150.000

0%
5,5%
14%
30%
41%
45%

16,6% Insurance and administration of 
rented premises

Greece €0–€12.000
more than €12.000

10%
33% 1–4% No

Hungary �lat tax 16% No No

Ireland €0–32.800
more than €32.800

20%
41% 2–7%

Single person: €1.650;
Married couple: €3.300;

One�parent family: €1.650 
(additional);

Loan interests
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Country Brackets Rates Additional 
Taxes/Fees Deductions

Italy �lat tax

15�21% 
(depending 

on the 
region)

1,23–2,03% 30% for the lease contract with rent 
agreement

Norway �lat tax 28%
Income from a house where owner 
lives is tax�exempted if the area is 
less than 50% of total house area

Poland

€0–€735
€735–€20.362

more than €20.362
or

Revenue Tax

0%
18%
32%

8,5%

Maintenance expenses;
Municipal property tax;

Interests on loan (up to certain 
limit);

Construction and renovation costs

In case of Revenue Tax – No 
deductions possible

Portugal

€0–€7.000
€7.000–€20.000

€20.000–€40.000
€40.000–€80.000

€80.000–€250.000
more than €250.000

14,5%
28,5%
37%
45%

48%+2,5%
48%+5%

No

Maintenance expenses;
Municipal property tax;

Interests on loan (up to certain 
limit);

Construction and renovation costs

Romania �lat tax 16% No No

Slovakia €0–34.402
more than €34.402

19%
25% No Maintenance expenses

Slovenia

€0–2.800
€2.800–€7.188

€7.188–€14.375
more than €14.375

0%
16%
27%
41%

No

General deduction rules;
�or dependent family members: 

€2.066–€8.246;
�or taxpayers over 65 years of age: 

€1.250 (max 13.5% of pension)

Spain

€0–€17.707
€17.707–€33.007
€33.007–€53.407

€53.407–€120.000
€120.000–€175000
€175.000–€300.000
more than €300.000

24,75%
30%
40%
47%
49%
51%
52%

Yes No

Sweden �lat tax 30% No

Switzerland

€0–€14.471
€14.471–€25.772
€25.772–€33.659
€33.659–€44.959
€44.959–€58.943
€58.943–€63.577
€63.577–€84.309

€84.309–€109.512
€109.512–€1431.717
€143.171–€914.065
more than €641.065

0%
0,77%
0,88%
2,64%
2,97%
5,94%
6,60%
8,80%
11%

11,5%
13,2%

Yes

Loan interest;
Maintenance costs;

Administration costs;
Environmental or energy savings 

payments



100

Piotr Kasprzak

Country Brackets Rates Additional 
Taxes/Fees Deductions

United 
Kingdom

€0–€38.421
€38.421–€180.041

more than €180.041

20%
40%
45%

No

Advertising;
Repairs and related services;

Administration and insurance;
Loan interests

Source: Union Internationale De La Propriete Immobiliere.

As shown in the table 3, in most of the analysed countries, the income tax from 
a rental income is progressive. The highest number of rates were recorded in Switzer�
land – 11, the smallest in Slovakia and Greece – 2. Nine countries applied one rate i.e. 
the flat tax rate. The level of tax rate also varies widely. �or example, in some countries 
up to a certain limit, the tax rate may be 0%, while in some the highest threshold is 
more than 50%.

Since it is the income (not revenue) tax, most countries allow deduction from the 
base, in particular the costs of maintaining, renovating and financing real estate. In ad�
dition, selected states introduced the deductions for children and joint settlement with 
the spouse, thereby reducing the tax base, thereby reducing the risk of exceeding the 
higher income threshold.

Table 4. Corporate Income Tax on Income from Renting the Real Estate Property in 
selected European Countries (2015)

Country Brackets Rates Additional 
Taxes/Fees Deductions

Austria �lat tax 25% No Repair cost;
Renovation cost

Belgium

€0–€25.000
€25.000–€90.000

€90.000–€322.500
More than €36.300

24,98%
31,93%
33,54%
33,99%

No No

Bulgaria �lat tax 10% No
No tax on agricultural land rental;
Deduction up to 10% of the rental 

income for eligible cost
Cyprus �lat tax 12,5% 3% Maintenance of buildings
Czech 

Republic �lat tax 19% No Maintenance and repairs

Denmark �lat tax 25% No

�inland �lat tax
30–32% 

(depending on 
the region)

No
Part of interest in case of the 

mortgage;
Renovation costs

�rance �lat tax 33,33% 16,6% Insurance and administration of 
rented premises
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Country Brackets Rates Additional 
Taxes/Fees Deductions

Greece Personal companies
Capital companies

20%
26%

1,5%–3%
3,5%

No

Hungary 10–19% No No

Ireland �lat tax 12,5% 2–7% Loan interests
Italy �lat tax 27,5% 1,23–2,03% No

Norway �lat tax 28% No No

Poland

�lat tax (Depends 
on the scope 

and size of the 
company)

15%/19% No

Maintenance expenses;
Municipal property tax;

Interests on loan (up to certain 
limit);

Construction and renovation costs

In case of Revenue Tax – No 
deductions possible

Portugal �lat tax 25% 1,5%

Maintenance expenses;
municipal property tax;

Interests on loan (up to certain 
limit);

Romania �lat tax 16% No No
Slovakia �lat tax 23% No Maintenance expenses
Slovenia �lat tax 18% No No

Spain �lat tax 30% No No
Sweden �lat tax 30% No No

Switzerland �lat tax 8,5% No

Loan interest;
Maintenance costs;

Administration costs;
Environmental or energy savings 

payments

United 
Kingdom �lat tax

21–28% 
(depending on 

the region)
No

Advertising;
Repairs and related services;

Administration and insurance;
Loan interests

Source: Union Internationale De La Propriete Immobiliere.

In the event that the owner of the property is an enterprise organized within a legal 
entity, the tax settlement will be based on CIT. In this case, in most states, as opposed to 
PIT, tax rates are linear. Among the analysed countries only one applies tax progression. 
In other cases, tax rates range differs from 8% to 33%. The CIT rates for selected EU coun�
tries are presented above, in table 4.

As in the case of the PIT, most countries allow the reduction of the tax base by de�
ducting the costs associated with the daily operation of the property. The possible de�
ductions are presented below, in table 5.
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Table 5. Annual Real Estate Property Tax in selected European Countries (2015)

Country Type of Real 
Estate Property Tax Base Rate Exemption

Austria Any type Assessed Value 1,5–2‰ No
Belgium Any type Assessed Revenue 40–50% Yes
Bulgaria Any Type Assessed Value 0,1–4,5‰ €856

Cyprus
Any Type (State) Assessed Value 0,6–1,9‰ No
Any Type (Local) Assessed Value 0–1% No

Czech 
Republic

Arable land Assessed Value 0,75% No
Grasslands and 

�orests Assessed Value 0,25% No

Built�up area Square Meter €0,008/m2 No
Houses, 

apartments Square Meter €0,08–0,4/m2 No

Commercial and 
Industry Square Meter €0,4–2,0/m2 No

Denmark
Any Type Assessed Value 1–3% Yes

Land Assessed Value 3,4% No

�inland
Land Assessed Value 0,6–1,3% Yes

Buildings Assessed Value 0,32–0,75% Tax Relief for old 
buildings

�rance

Land
80% of the assessed 

rental value 0–10% (2,3% on 
average) No

Buildings or 
premises

50% of the assessed 
rental value 4,5%–29,26% 

(17,04% on average) Yes

�urnished 
accommodation

80% of the assessed 
rental value 4,5%–29,26% No

Any Type Market Value 0,50–1,50% €800000

Greece

Urban property – 
tax related to 
electric power 

system

Square Meter €2,55–17/m2 No

Urban property 
(State) Assessed Value 0,2–2% €200000

Urban property 
(Local) Assessed Value 0,025–0,035‰ No

Hungary
Land Square Meter €0,67/m2 No

Buildings Square Meter €3,68/ m2 No

Ireland Commercial 
properties Assessed Value 0,18–1% No

Italy Any Type Assessed Value 0,2–1,9% �irst house is not 
subject to the tax
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Country Type of Real 
Estate Property Tax Base Rate Exemption

Norway
Any type (State)

Market Value: 25% 
in case of one 

house, 60% in case 
of any additional

1,1% €105.455

Any type (Local) 10–100% of market 
value 0–0,7% Up to €145.455

Poland

Buildings (for 
living purposes) Square Meter Max €0,18/m2 Yes

Buildings 
(for business 

purposes)
Square Meter Max €0,22/m2 No

Portugal

Land Assessed Value 0,8% No
Buildings Assessed Value 0,3–0,8% No

Vacant buildings 
and ruins Assessed Value Triple of the last 

used rate No

Buildings that 
belong to 

residents in tax 
heavens

Assessed Value 7,5% No

Houses of value 
over 1000000 Assessed Value 1% No

Romania Any type Assessed Value
1% (individuals); 
0,25–1,5% (legal 

persons)
Yes

Slovakia
Land Assessed Value 0,25% No

Buildings Square Meter €0,033/ m2 No

Spain Any Property 0,3–1,1% No

Sweden
Detached houses Assessed Value 0,75% of the 75% 

value Max €792/year

Condominiums Assessed Value 0,4% Max €135/year

United 
Kingdom No 21–28% No

Advertising;
Repairs and related 

services;
Administration and 

insurance;
Loan interests

Source: Union Internationale De La Propriete Immobiliere.

Another common tax in European countries is real estate tax. It can be paid at both 
regional and central levels. It should also be noted that the differentiated method of 
calculating this tax can be distinguished.

�irst, the amount of tax may be differentiated by the type of property. The most com�
mon are the rates for residential buildings, commercial buildings and land. Secondly, the 
tax may be charged differently. The basis may be the area, market value or potential rental 
income. In the case of value or potential income, rates are expressed in percentages in the 
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analysed countries. In addition, some systems use a number of redundancies and reliefs, 
most often for the least earning owners.

What is important, is the fact, that the duty of paying the tax is not related to the 
actual income. Therefore it must be paid even when the property does not create any 
economic advantage.

An important element to consider when analyzing the tax risk associated with the 
acquisition and maintenance of real estate is also VAT. Its height is affected by the final 
gross price. Although it may be, under circumstances, deducted by the business enti�
ties (principle of neutrality of VAT), it does, however, affect the gross price for individual 
purchasers. The rates of VAT imposed on real estate assets as well services related to real 
estate properties are presented below, in table 6.

Table 6. Value Added Tax on acquisitions and services related to Real Estate Properties 
in selected European countries (2015)

Country Construction 
services

Renovation 
services

Acquiring (from 
constructors) Rental Income

Austria 20% 25% 0% or 20% 10% (residential); 0% or 
20% (commercial)

Belgium 21% 6% 21% (new buildings) No

Bulgaria 20% 20% 20% (new buildings) 20%

Cyprus 18% 18% 18% No

Czech Republic 15–21% 15–21% 21% (new buildings) No

Denmark 25% 25% No 25% (optional for VAT 
payers)

�inland 24% 24% No 10% (commercial 
properties)

�rance 19,6% 7–19,6% 19,6% No

Greece 23% 23% 23% (new buildings) No
Hungary 27% 27% 27% No
Ireland 13,5% 13,5% 13,5% No

Italy 10% 10% 10% No

Norway 25% 25% No 25% (optional for VAT 
payers)

Poland 8% 8% 23% Additional VAT for 
renting possible (23%)

Portugal 23% 23% No No
Romania 19% 19% No No
Slovakia 20% 20% 20% No
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Country Construction 
services

Renovation 
services

Acquiring (from 
constructors) Rental Income

Slovenia 20% 20% 20% 20% (commercial 
properties)

Spain 21% 21% 21% 21% (commercial 
properties)

Sweden 25% 25% No No
Switzerland 8% 8% No 8% (optional)

United 
Kingdom 20% 5% No No

Source: Union Internationale De La Propriete Immobiliere.

Value Added Tax is included in the price of goods and services purchased by consumers. 
Thus as the general deterioration in the market, it influences the structure and level of de�
mand and supply, the revenue from this tax is changing – which influence is closely related 
to the general economic situation, and more precisely to consumption [Krajewska 2004].

Conclusions

Acquisition of real estate property in order to obtain economic benefits, as any investment 
is risky. The article describes and presents tax risks. It should be noted that the possession 
of real estate involves the necessity to pay the tax, even when no economic advantage is 
created. On the other hand, the rental income is related to the payment of income taxes 
(both PIT and CIT) and in the case of companies adding to the rental price of VAT.

Taxes naturally diminish the amount of income. Their universality and inevitability 
of payment make the tax system an additional risk and economic cost for the entities 
deciding on this type of investment. Therefore, in the final calculation of the investment 
profitability taxes should be included as any other cost. 

This article can be considered as a basis for further research that could be extended 
to non�European countries. What is more, the further direction of research could assu�
me the conclusions resulting from the presented statistics and refer to the causality of 
observed phenomena and the consequences resulting from the presented solutions for 
the effectiveness of investments on the real estate market.
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Abstract: The effect of business cycle on innovation activity of economic entities is ambigu�

ous. There are both studies confirming pro�cyclical and as well as counter�cyclical pattern of 

innovation activity input, while the output of innovation activity is mainly considered pro�

cyclical. This study aims to analyze the impact of business cycle phases on input and output 

of innovation activity of economic agents. It uses the data for 26 EU countries and Norway 

in 2002�2016. The research applies panel data models for input and output of innovation 

activity with the business cycle indicators as explanatory variables. The findings confirm 

the complex relationship between innovation performance and business cycles, and they 

mostly support the pro�cyclical nature of R&D expenditures and patent grants.
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Introduction

The economic agents adjust the scale and intensity of their operations to the internal and 
external conditions. One of the most important factors affecting decisions taken by enterpri�
ses and other institutions is the current economic situation of the country. The business cycle 
determines the level of production and other economic indicators. These cyclical fluctuations 
affect the attitude of producers and consumers, and consequently influence their decisions. 

Entities in the economy behave differently during the economic recovery than du�
ring the recession. It results in multidirectional changes in economic variables. Some 
of them change in line with the direction of aggregate production fluctuation, and the 
others change in a way that is opposite to fluctuations in the level of production. The 
first ones are called pro�cyclical and the second ones are known as counter�cyclical. The 
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first group of variables includes investment, which is one of the most important factors 
determining the development potential of companies and other entities. A special case 
of investment is  innovation activity. It determines the competitiveness of the national 
economy and its development in the future.

In contrary to investment activity, which is considered pro�cyclical, the relationship 
between innovation activity and the overall state of the economy is ambiguous. In the 
line with one approach, the crisis and the accompanying bad financial results motivate 
entrepreneurs to undertake innovation  activity [Schumpeter 1939; Stiglitz 1993]. Accor�
ding to different approach, in the period of declining economic conditions, the business 
entities reduce costs, including the costs of implementing innovations [Himmelberg, 
Petersen 1994]. It causes that the impact of phases of the business cycle on innovation 
activity is difficult to determine.

The aim of article is to examine the inputs and outputs of innovation activity of en�
terprises during the phases of business cycle in the countries of EU. We study the rela�
tionship between economic fluctuations and innovation activity of economic entities on 
the sample of 26 EU countries and Norway. It allows for verification the directions of the 
impact of the business cycle phases on the inputs and outputs of innovation activities in 
countries with different developmental conditions.

The paper is organized as follows. Section 2 briefly reviews the literature on innova�
tion activity during the business cycle. Section 3 describes the data and the methods 
applied for verification of the impact of business cycle phases on innovation activity. 
Section 4 presents the results of the study on the inputs and outputs of innovation acti�
vities during business cycle in UE countries. Section 5 contains the conclusions.

Innovation activity and business cycle

The discussion on the relationship between innovation activity and business cycles 
should be conducted in two directions. It is useful to make a basic distinction between 
business cycle effects on innovation input and innovation output [Peters et al 2014]. Pe�
ters et al point out that studies on the relationship between business cycles and the 
effects of innovation activities are rare in contrast to expenditure on innovation.

As said before, the literature on the connection between innovation activity and 
economic fluctuations is mostly focused on innovation input. Among the theories on 
the cyclicality of innovation input both trends can be found: explaining their counter�
cyclical and pro�cyclical pattern.

The research trend of counter�cyclical nature of innovation expenditures refers to the 
approach of Schumpeter [1939], which treats the crisis period as an impulse to implement 
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changes in the enterprise. During crisis, there are revisions of goals, changes in organiza�
tion and management that allow not only for surviving a difficult period, but also may 
decide on the long�term position of the company. This process was described by Schum�
peter as the so�called creative destruction, that points to the destructive and at the same 
time creative power of crises. Companies that have survived a difficult time of crisis are 
changed and become more effective. The investments in new technological inventions 
are a key factor leading to this goal. Counter�cyclical pattern of innovation expenditures is 
also explained by the lower cost of long�term innovative investment than short�term capi�
tal investment during recessions [Gali, Hammour 1991; Aghion, Saint�Paul 1998]. 

The recent empirical studies mostly indicate pro�cyclical nature of innovation ex�
penditures, like the other investment outlays. In the expansionary phase firms increase 
the access to internal and external resources for innovation activity. They can rely on 
internal resources, such as cash flows or retained earnings, and external resources, such 
as capital market funds, subsidies from public sector, which make them more willing 
to undertake investments, including investments in innovations [Himmelberg, Peter�
sen  1994; Ouyang  2011]. The improving market situation is the basis for positive mo�
ods of entrepreneurs and optimistic expectations about future profits, which transla�
te into growing research and development (R&D) expenditures [Cohen 2010]. In turn, 
Barlevy [2007] explains the lower innovation activity during the recession by prudential 
thinking of entrepreneurs who postpone the implementation of innovations to periods 
of high demand. The rival firms can adapt and improve innovations, so benefits from 
the original innovation may go to innovators for only short period of time. Waiting with 
product commercialization for the recovery allows innovators to capture higher profits. 

Aghion et al [2012] study the role of credit constraints in the cyclical behavior of in�
vestment expenditures. Companies with limited access to credit show higher share of 
R&D investments during periods of growing sales, while enterprises, that are not credit�
constrained, reveal counter�cyclical behavior, i.e. they invest more in R&D during reces�
sion. Bovha�Padilla, Damijan and Konings [2009] examine the impact of other financial 
conditions on the cyclicality of research and development. They indicate that there is no 
significant effect of foreign capital, government subsidies or a high level of asset endow�
ment in the enterprise on pro� and counter�cyclical R&D behavior.

The empirical studies on relationship between output of innovation activity and 
business cycles are less frequently conducted. In the economic literature, the belief about 
the pro�cyclical pattern of the effects of innovation activity prevails. In the recovery period, 
strong demand growth reduces competitive pressure on the market [Schumpeter 1911], 
encourages entrepreneurs to introduce new products [Judd 1985] or allows the implemen�
tation of innovations developed during the recession phase [�rancois, Lloyd�Ellis 2003].
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The studies on effects of business cycle on innovation use different measures of in�
novation activity. R&D expenditure is a main measure of innovation input, and patent 
is a main measure of innovation output. Raffterty and �unk [2008], for example, show 
that R&D for companies operating in U.S. manufacturing industry are pro�cyclical, while 
Lopez�Garcia et al [2012] find R&D for Spanish firms to be counter�cyclical. In turn, Hin�
gley and Park [2017] examine the influence of business cycle on patenting. They confirm 
that patent filings are strongly pro�cyclical.

Data and methods

Our study on the effect of business cycle on the innovation activity in UE countries uses 
data from Passport database. Passport is a global statistical and marketing database of 
Euromonitor International. It contains broad business and statistical information about 
countries, markets, consumers and business trends. It offers access to international stati�
stics, market reports, international corporation profiles and a detailed analysis of consu�
mer and industrial markets from around the world.

We conduct the research for 26 EU countries (Austria, Belgium, Bulgaria, Croatia, 
Czech Republic, Denmark, Estonia, �inland, �rance, Germany, Greece, Hungry, Ireland, 
Italy, Latvia, Lithuania, Luxemburg, Netherlands, Poland, Portugal, Romania, Slovakia, 
Slovenia, Spain, Sweden, United Kingdom) and Norway. Due to the size of the country, 
2 EU countries are excluded: Cyprus and Malta.

The analysis deals with time series quarterly data of GDP for the period 2002Q1–2016Q4. 
The choice of time frame takes into account the availability of comparable statistical data for 
all countries. Seasonally adjusted using the TRAMO/SEATS method and the logarithmized 
GDP time series is decomposed with the Cristiano��itzgerald filter. It allows to extract cycli�
cal component from GDP series. Then cyclical component is used for an identification of 
recovery and recession periods. We apply the classic approach to determine the phases of 
the business cycle. It treats the recovery as the period between the lower and upper turning 
point, while the recession is regarded as the time between the peak and the bottom. Thus, 
the increase in the value of the cyclical component indicates a period of recovery in business 
cycle, and the decrease in its value denotes the recession period.

We measure innovation activity using input and output variables and we employ an�
nual data on them. Input variables contain the following indicators:

 – expenditure on R&D as % of GDP,
 – business enterprise funds expenditure on R&D as % of expenditure on R&D,
 – government funds expenditure on R&D as % of expenditure on R&D,
 – higher education funds expenditure on R&D as % of expenditure on R&D,
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 – funds from abroad expenditure on R&D as % of expenditure on R&D.
Output variables include following measures:

 – patent grants at National Patent Office,
 – patent grants at the European Patent Office (EPO).
In order to examine the effect of business cycle on innovation activity, we employ 

panel data models for innovation activity variables. The study is divided into two parts. 
In the first part we verify the effect of business cycle phase on innovation input variables. 
In the second part we test the influence of business cycle on innovation output variab�
les. The indicators of business cycle phase are the explanatory variables in these models. 
We use dummy variable for periods of recovery and recession. If the value of the cyclical 
component increases in the given year, the variable takes the value 1, while in the pe�
riods of decline it takes the value 0.

Study results

In the first part of the study we analyze the indicator of expenditure on R&D in GDP (in %) 
and shares of business enterprise  expenditure on R&D (BR&D), government  expenditure 
on R&D (GR&D), higher education expenditure on R&D (ER&D) and abroad expenditure 
on R&D (AR&D) in total expenditure on R&D (in %). The results are presented in table 1. 
There are estimates of parameters of panel models with fixed effects and there are the 
deviations of individual effects from the mean effect for 5 countries with highest devia�
tions and 5 countries with lowest deviations. We choose the fixed effects model because 
we focus on a specific set of 27 countries [Baltagi 2013].



114

Arkadiusz Kijek, Anna Szymańska

Table 1. Parameter estimates of panel models for R&D expenditures 

R&D BR&D GR&D ER&D AR&D

const 1.526*** 45.726*** 39.885*** 1.336*** 11.288***

phase 0.048*** −0.061 −1.20997* −0.099 1.12613

co
un

tr
ie

s 
w

ith
 h

ig
he

st
 d

ev
ia

tio
ns
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n Sweden Germany Poland Spain Latvia

1.822 20.68 15.567 2.735 20.062

�inland �inland Romania Croatia Bulgaria

1.785 18.849 13.467 1.711 14.151

Denmark Sweden Greece Portugal Lithuania

1.202 16.073 12.374 1.482 9.947

Germany Slovenia Portugal Poland United Kingdom

1.102 15.433 9.661 1.362 6.338

Austria Denmark Lithuania Lithuania Austria

1.082 14.127 9.334 0.99 5.491

co
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 m
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n

Romania Bulgaria Belgium Hungary Denmark

−1.088 −20.847 −13.853 −1.285 −11.889

Bulgaria Lithuania �inland Denmark Germany

−0.978 −18.524 −13.446 −1.278 −11.889

Latvia Greece Sweden Germany Hungary

−0.965 −14.737 −12.899 −1.278 −11.813

Greece Latvia Denmark �inland Portugal

−0.868 −14.721 −10.952 −1.072 −6.902

Slovakia Poland Ireland Netherlands Spain

−0.865 −13.077 −10.079 −1.018 −5.32

* p < 0.1, ** p < 0.05, *** p < 0.01.

Source: own calculations.

The share of expenditures on R&D in GDP in UE countries is significantly higher (p 
<0.01) during periods of recovery than in the recession by around 0.05 pp. It confirms 
the pro�cyclical nature of expenditure on R&D and this outcome coincides with Raf�
ferty and �unk [2008], Barlevy [2007]. Individual effects, resulting from country spe�
cific conditions for undertaking innovation activity, indicate Scandinavian countries 
(Sweden, �inland, Denmark) and Western European countries (Germany, Austria) to 
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have the highest R&D expenditure in relation to GDP. In turn, the countries with the lo�
west level of R&D expenditures are the Eastern European countries (Romania, Bulgaria, 
Latvia, Slovakia) and Greece. In the subjective structure of expenditure on R & D only 
government expenditures have significantly higher share in total expenditure on R&D 
(p<0.1) during the recession than the recovery. It means that governments increase 
the intensity of support for research and development during the crisis. In Western and 
Northern Europe business enterprise expenditures on R&D are predominant, while in 
Eastern Europe, Greece and Portugal the share of government expenditures are higher 
than in other countries.

In the second part of the study we investigate the effect of business cycle phase 
on innovation activity output. We use number of patent grants at the European Patent 
Office (EPO) and at National Patent Offices (NPO) as the measure of output. The research 
takes into account the time delay between the patent application and its grant, resulting 
from the patent procedure. In order to adjust the phase of the cycle in which innovation 
activity related to the implementation of invention is carried out, we include the indica�
tors of business cycle phase for previous years (up to 3 years) in the models. The results 
are shown in table 2.

Table 2. Parameter estimates of panel models for number of patent grants at EPO and NPO

EPO NPO

const 1046.86*** 2293.42***

phase(�1) 108.948** −159.309

phase(�2) 45.896 −61.617

phase(�3) 12.689 22.88
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ns

 fr
om

 m
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n Germany Germany

12377 13028

�rance �rance

3620 9391

Italy Italy

1182 6222

United Kingdom United Kingdom

910 4127

Netherlands Poland

786 802
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EPO NPO

co
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Bulgaria Lithuania

−1119 −2097

Latvia Luxembourg

−1117 −2086

Croatia Estonia

−1117 −2073

Lithuania Croatia

−1111 −2056

Estonia Portugal

−1110 −2042

* p < 0.1, ** p < 0.05, *** p < 0.01.

Source: own calculations.

As expected, the number of patents granted by patent offices (EPO and NPO) is 
higher in Western European countries than in Eastern European countries. The number 
of patents granted by national patent offices as a result of innovation activity does not 
depend on the cycle phase. In the case of patents granted by the EPO, there is a minor 
advantage of the number of patents granted as a result of innovation activity in the re�
covery over the number of patents during the recession. Thus, it confirms the hypothesis 
that the economic agents wait for the period of better prosperity with the introduction 
of new products and the implementation of more risky innovative projects [Schumpe�
ter 1911; Judd 1985; �rancois, Lloyd�Ellis 2003].

Conclusions

This study examines the effect of business cycle on input and output of innovation acti�
vity. We consider the direction of this relationship using the data on UE countries and 
Norway. According to the approaches presented in the literature, there are the motiva�
tions of economic agents both in good times and in bad times which support the growth 
and decrease of investment in innovation. The research, based on panel data models, pro�
ves the pro�cyclical pattern of R&D expenditures. They are significantly higher during the 
recovery than the recession phase. In turn, share of the government expenditures in total 
expenditures on R&D is higher during the recession. It means, that during bad economic 
times the government increases its support for research and development activities.
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The results of innovation activity measured by the number of patents granted by 
national patent offices are similar in both the recession and the recovery phases. There 
is a minor difference in the number of patents granted by the EPO. There is the modest 
increase in the number of patents granted for innovation activity during the recovery 
compared to the recession period.

Our approach uses the business cycle indicators in panel data models for input and 
output of innovation activity to verify the impact of the cycle phase on innovation per�
formance. This approach can be the basis for future, more detailed analysis of innovation 
activity during business cycle.
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Behavioural Economics, Finance and Accounting – 
Problems with Defining the Subject of Research

Abstract: The article presents the research subject of three new sub�disciplines that are 

representatives of the behavioral trend in the field of economic sciences, (i.e. behavioral 

economics, behavioral finance and behavioral accounting) based on their definitions in the 

academic literature on the subject. Problem related to the classification of their mother 

disciplines (economics, finance and accounting) shapes the background of this work . The 

paper is based on the literature study (source analysis), mainly of international journals or 

books. The carried out analysis provides the basis for stating that the processes of creating 

autonomy and in consequence identity of these sub�disciplines are in the early phase of ad�

vancement. The question remains open to what extent they will be subject to the processes 

of specialization or integration of science.

Key words: behavioural economics, behavioural finance, behavioural accounting, defini�

tions, discipline’s identity

Introduction

The issue of the interdisciplinary nature, its causes, manifestations, forms and variations 
has been vastly discussed in the scientific literature over the recent years [Dudziak 2013]. 
Setting aside the debate on the need and significance of fragmentation and integration 
of scientific knowledge, the development of the interdisciplinary approach causes sub�
stantial problems in terms of classification of disciplines, which is vital for institutional 
decisions, research funding or protection of scientists’ interests. Scholars might be faced 
with the dilemma of choosing the field of interests, selection of researched subjects, in�
dividual career paths and promotion. The tendency to construct descriptions of reality, 
taking into account perspectives of multiple disciplines, embraced economic sciences as 
well. The undermining of the main paradigm of homo oeconomicus caused growing in�
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terest into the notions and methodology of psychology and sociology. The dynamically 
developing behavioural trend (which comprises behavioural economics, behavioural 
finance and behavioural accounting) is an expression of these divergent quests. Within 
this trend, so called neuroscience (e.g. neuroeconomics, neurofinance, neuroaccoun�
ting, neuromarketing) also appeared. Branches of neuroscience draw profusely from 
methods used in biology, medicine or chemistry (e.g. magnetic resonance imaging, 
electroencephalography or positron emission tomography) [Artienwicz 2015]. Yet, 
they will not be relevant herein.

The origins or the essence of behavioural economics, finance or accounting could be 
found in the academic literature. Yet, they are mostly treated separately [Zalega 2015; 
Korzeniowska 2016; Zielonka 2003], though behavioral finance is quite often regarded as 
the element, component or school within behavioral economics [Zygan 2013]. However, 
there is a dearth of studies presenting the subject of those three (sub�)disciplines from 
the point of view of shaping their identity and also classification challenges mentioned 
above (“putting science in order”). Both can be seen in the way how research or didactics 
are organized, in scientific advancement cases where the professional estimation of 
achievements must be carried out by a qualified reviewer [Gorynia 2016], or in resear�
chers’ sense of belonging to the particular scientific discipline. The paper is an attempt 
to fill in the gap in this field. Its objective is to present and analyze definitions of behavio�
ral economics, behavioral finance and behavioral accounting. Their quality is treated as 
an indicator of the level of self�reflection of the research community functioning in these 
fields in terms of what these subdisciplines are, what they deal with and as one of the 
determinants of separateness versus similarities, convergences, or integration of these 
problems. This reflection will be presented against the background of quandaries over 
classification of their mother disciplines, namely economics, finance and accounting. It 
needs mentioning that the subject of behavioral sub�disciplines can also be shown by 
the analysis of the empirical research fields conducted within their scope. However, due 
to the volume of the article, it is not possible to describe it in both ways. 

Neither will this paper continue the reflection on behaviorism (as a direction in scien�
tific psychology) in economic sciences, which lay at the basis of these three areas, as 
it has already been comprehensively presented by other authors [Zalega 2015; Sulik� 
�Górecka, Strojek��ilus 2015], nor the legitimacy of using the cognomen “behavioral” for 
the three analyzed subdisciplines [Nowak 2015]. The issue of assuming the irrationality 
of human choices, which delimits behavioral economics, finances and accounting from 
their traditional versions, will not be taken either. It has been already covered by No�
wak [2007], Brzezicka and Wiśniewski [2014].
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Problems with the classification of disciplines in the field of 
mainstream economics

When it comes to the mother disciplines of behavioral economics, behavioral finance, 
and behavioral accounting, in accordance with Polish Regulation of the Minister of Scien�
ce and Higher Education of 8.08.2011 on the areas of knowledge, science and art, and 
scientific and artistic disciplines [Dz. U. 2011.179.1065] four disciplines are distinguis�
hed in the area of social sciences and within the field of economic sciences. These are: 
economics, finance, management sciences and commodity science. The reason for the 
discernible absence of the accounting, that has not yet been acclaimed as the separate 
discipline in Poland, is extensively analyzed in works of various scholars i.e. Bąk [2013], 
Szychta [2015], Sobczak [2016]. However, there is a point that “research and scientific the�
ories referring to the system of accounting, form the unified core of knowledge deman�
ding institutional recognition in Poland as a separate scientific discipline” [Szychta 2015, 
p. 26]. Interestingly enough, such problems remain unknown in the Western world whe�
re accounting is recognized as a separate science [Szychta 2015].

In Poland, academic degrees may be awarded in the field of economics and finance 
(in case of finance only from 2010 [Resolution of the Central Commission for Degrees 
and Titles of April 23, 2010 amending the Resolution on defining the areas of science 
and art, published in 2010 in “Monitor Polski” no. 46 item 636], but such degrees are 
inexistent in the field of accounting.

Other division of areas of interest in economics was established on the basis of Journal 
of Economic Literature [Gorynia 2016]. There are twenty general categories: General Eco�
nomics and Teaching, History of Economic Thought, Methodology, and Heterodox Appro�
aches, Mathematical and Quantitative Methods, Microeconomics, Macroeconomics and 
Monetary Economics, International Economics, �inancial Economics, Public Economics, 
Health, Education, and Welfare, Labor and Demographic Economics, Law and Economics, 
Industrial Organization, Business Administration and Business Economics, Marketing, 
Accounting, Personnel Economics, Economic History, Economic Development, Innovation, 
Technological Change and Growth, Economic Systems, Agricultural and Natural Resource 
Economics, Environmental and Ecological Economics, Urban, Rural, Regional, Real Estate 
and Transportation Economics, Miscellaneous Categories and Other Special Topics. Conse�
quently, “economics” incorporates the concepts of finance and accounting. “Accounting” 
was mentioned by name, yet “finance” could be found in Macroeconomics and Monetary 
Economics, �inancial Economics or Mathematical and Quantitive Methods.

Taking into account the latest proposals for changes in the division of scientific disci�
plines in Poland [Gutowski 2018], OECD classification must be evoked as it will constitute 
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the basis for a new order. It assumes that the field of social sciences and the “economics 
and business” sub�discipline include: economics and econometrics, industrial relations, 
and business and management. It means that the nomenclature “finance” and “acco�
unting” is not even mentioned. �urthermore, observing the trend to limit the amount 
of separate disciplines, it is highly possible that there will be no room for independent 
classification of finance and accounting.

In short, it is difficult to discern a consistent approach that would clearly prove the 
“independence” of finance and especially accounting, from economics. Hence, ascribing 
behaviourally profiled analyses (in particular those devoted to financial and accounting 
phenomena) to relevant sub�disciplines, is complicated and highly subjective. It de�
pends on the scholar, since his decisions may be a result of adopting legal solutions, or 
they can be the reflection of his views on the specialization or integration of sciences, 
including his support for creating an independent discipline (what can be the case espe�
cially for behavioral accounting).

Ways of defining behavioral economics, finance and 
accounting

The term “behavioral economics” was mentioned for the first time in 1958, in the work 
of K. Boulding. It was indicated that there is a need for studying human imagination 
or emotional and cognitive structures that impact economic decisions [Angner, Lo�
ewenstein 2006, p. 658]. Thus, the idea of acquiring knowledge of psychosocial fun�
ctioning of a man that would allow to explain the economic phenomena occurred. 
That is how the definition of Cartwright [2011] specifies the core of behavioral eco�
nomics. He determines it as the science that applies conclusions from laboratory ex�
periments, psychology and various social sciences in economics. Obviously, in many 
presentations it is underlined that “behavioral economics increase the explanatory 
power of economics by providing it with more realistic psychological foundations” 
[Camerer, Loewenstein 2004, p. 3]. It can be illustrated by Maital’s [1986] definition 
which states that “behavioral economy aims to enrich analytical economics by incre�
asing their relevance”. In the approach proposed by Polish authors, the subject’s de�
signata of behavioral economics is narrowed down from the point of view of the 
scale of using the findings on human behavior. In their opinion, it tries to construct 
more realistic models of thinking and of economical behavior which, by using the 
achievements of psychology that is equipped with appropriate descriptive theories, 
helps to explain human imperfections, limitations and insufficient rationality [Brze�
ziński, Gorynia, Hockuba 2008, pp. 217–218].
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Just [2014, p. 1] proposes another approach, inspired by economical knowledge. If 
economics is science that examines in what way limited resources are allocated against 
unlimited needs, then behavioral economics studies how limited decision resources are 
allocated. Behavioral economists, as he states, focus frequently on how people regularly 
do not take decisions which are compatible with the homo oeconomicus model. It is, the�
refore, a description of human conduct in the process of allocation of limited decision 
resources. By this, behavioral economics constantly refers to standard economic model 
and presents behavioral anomalies (occurrences that are scientifically hard to explain 
or are its contradiction). This is how Brzezicka and Wiśniewski [2014, p. 354] describe 
behavioral economics: “behavioral economics is an experimental science that uses the 
scientific approach to test and better understand economic theories. (…) Behavioral 
economics combines various fields of study, often unrelated, that are unified by a com�
mon goal, namely, an attempt to explain anomalies in mainstream economics”.

The aforementioned definitions and descriptions of what behavioral economics deal 
with, demonstrate that its core is seen from different angles. On the one hand, it includes 
all applications of psychosocial knowledge within the scope of economic phenomena, 
on the other hand, there are occasionally endeavors to clarify their descriptions, such as 
the above mentioned definition of Brzezicka and Wiśniewski. 

If it comes to behavioral finance, two following components of its defining are vi�
tal: behaviour of investors and financial markets. It is presumably the result of ongoing 
discussion on hypotheses regarding the efficiency of markets and the rationality of 
decisions made by investors [Park, Sohn 2013]. Depending on the approach adopted 
in this field, we encounter various definitions of this sub�discipline. If there is an im�
pact on behavior of investors, following definitions can be provided: a) behavioral fi�
nance is “study of how human interprets and act on information to make informed 
investment decisions” [Lintner 1998], b) behavioral finance “attempts to explain and 
increase understanding of the reasoning patterns of investors, including the emotio�
nal processes involved and the degree to which they influence the decision�making 
process. Essentially, behavioral finance attempts to explain the what, why, and how of 
finance and investing, from a human perspective” [Ricciardi, Simon 2000, p. 2], c) “be�
havioral finances deal with studying investors’ behaviours in financial markets with the 
use of psychological aspects” [Zielonka 2003], d) “the core of behavioral approach to 
finances is (…) searching for psychological mechanisms of behavior of financial market 
participants” [Tyszka 2003].

If we put emphasis on reactions of financial market, we can cite the following defini�
tions: a) behavioral finance “seeks to understand and predict systematic financial market 
implications of psychological decision process” [Olsen 1997, pp. 62–66] b) “behavioral 
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finance provides insight into why and how market can be inefficient due to irrationality 
in human behaviour” [Sewell 2007].

There are also definitions that apparently do not draw attention to the behavior of 
neither investors nor the financial market itself. Examples of this approach are: behavio�
ral finances are a) “a specific combination of individual behavior and market phenomena 
and apply the knowledge from both psychology and the finance theory” [Weber, Came�
rer 1998, pp. 167–185], b) “behavioral finance closely combines individual behavior and 
market phenomena and uses knowledge taken from both the psychological field and fi�
nancial theory” [�romlet 2001], c) “behavioral finance is the study of how psychology affe�
cts financial decision making and financial markets” [Shefrin 2001], d) “behavioral finance 
is new approach to financial markets that argues that some financial phenomena can be 
understood by using models where some agents are not fully rational” [�orbes 2009].

Several authors define behavioral finance as a part of behavioral economy: “Beha�
vioral finance, as a part of behavioral economics, is that branch of finance that, with 
the help of theories from other behavioral sciences, particularly psychology and so�
ciology, tries to discover and explain phenomena inconsistent with the paradigm of 
expected utility of wealth and narrowly defined rational behaviour” [�rankfurter, Mc�
Goun 2002]. Gilovich [1999] proposes a similar approach.

Irrespectively of which element of the approach is highlighted, the aforementio�
ned quotations indicate that behavioral finance is most often defined in quite a narrow 
way. The subject of finance (mainstream) also deals with other entities than investors, 
its range is much wider (i.e. public finance, bank finance, insurance finance, corporate 
finance, household finances) and it does not restrain exclusively to financial markets. 
The definition of Nofsinger [2006, p. 21] can be perceived as an attempt to capture the 
subject of behavioral finances from a  greater perspective: “Behaviourism in finance 
examines what people’s relation towards their own finances. To be more precise, it 
studies the impact of psyche on financial decisions of society, corporations and whole 
markets”. �lejterski [2007, p. 115] points out that behavioral finance study how people 
behave in relation to their own finances and, to be more exact, they examine how psy�
che influences each financial decision”.

The process of defining the subject of behavioral accounting is at its beginning stage. It is 
often generalized and viewed as “the multidisciplinary field that draws from the theoretical 
constructs of the behavioral sciences” [Lord 1989, pp. 124–149] or it is said that “behavioral 
accounting is an offspring from the union of accounting and behavioral science (Report of 
The Commitee 127). It represents the application of the method and outlook of behavioral 
science to accounting problems”. Its fundamental assumption is to predict human behavior 
in all possible accounting aspects [Belkaoui 1989]. Siegel, Ramanauskas�Marconi [1999] add 
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that it is the dimension of accounting related to human conduct and its relation to planning, 
construction and use of effective system of accounting. Cieciura [2015, p. 36] presents similar 
thesis: “It deals with issues that concern behavior of people involved in accounting system”. 
Belkaoui clarifies that “behavioral accounting emphasizes the relevance of accounting infor�
mation to decision making as well as the individual and group behavior cause by the com�
munication of this information”, what is more, “its purpose is to influence action or behavior 
directly through the information content of the message conveyed and indirectly through 
the behavior of accountants” [Belkaoui 1989, preface]. He also draws attention to group be�
havior, including behavior of accountants.

Hence, it can be concluded that behavioral accounting includes in its concept three 
dimensions of analysis: impact of accounting functions on behavior, behavior of acco�
untants and the influence of accounting information on its addressee (including non�
accountants) [Hofstedt, Kinard 1970, p. 43].

Having analyzed above definitions concerning three behavioral sub�disciplines, it 
should be reckoned that they are very general and seem to look as initial conceptualiza�
tions or even drafts. In fact, one may say that their definitions can be paraphrased that 
they are the application of behavioral sciences in economics, finance and accounting 
respectively. At the same time, there is no clear basis to determine whether a scholar 
referring to the term “accounting” means just a part of economics, or whether he under�
stands it as an independent discipline. It also remains unclear if the author who refers 
to the term “economics” embraces in its meaning finance and accounting or not. Defini�
tions quoted above fail to clarify it. Taking into account numerous attempts to define the 
subject of behavioral disciplines, it proves to be a challenge to unambiguously define 
their conceptual scope. It can only be presumed that possible conflict of interests regar�
ding the independence of mother disciplines is transferred to the field of defining the 
subject of their behavioral counterparts. Only behavioral finance are in a different posi�
tion. As mentioned above, the vast majority of authors present them explicitly as one of 
the schools within the scope of behavioral economics. That is because behavioral finan�
ce, in agreement with the most common approach in literature, refer entirely to financial 
markets (without any doubt, financial markets are within mainstream finance [�lejeter�
ski 2007]). Issues related to taxes or insurance (that in the classical approach also belong 
to finance [ibid]) were absorbed by behavioral economics. It is therefore questionable if 
a broad view on behavioral finance (as it was presented by several academics) would be 
more consistent from the point of view of the (still binding) distinction between “mother 
disciplines”. It would also open a much wider field for the study on various types of fi�
nancial behavior. �ollowing this logic, taxes, insurance, banking and corporate finance 
should be classified as representatives of behavioral finance. Some steps in this direction 
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can already be noted in the academic literature (i.e. Behavioral �inance in Enterprises 
[Gajdka 2013], Behavioral Public �inance [McCaffery, Slemrod 2006], Behavioral �inance 
for Private Banking [Bachmann, De Giorgi, Hens 2018], Behavioral �inance Concepts for 
Actuaries [Stark 2014], Behavioral insurance: Theory and experiments [Richter, Schiller, 
Schlesinger 2014]).

If the definition of behavioral economics is taken from a broader perspective, it can 
be stated that behavioral economics incorporates not only behavioral finance but also 
captures the concept of behavioral accounting. It should be considered whether the no�
tion of “behavioral economics” ought to include all phenomena in the field of economic 
sciences or rather only those related to the discipline of economics. In the first case, both 
behavioral finance and behavioral accounting are to be considered as schools that fun�
ction within the scope of behavioral economics. Such an approach is not propagated in 
the academic literature, though. Behavioral accountants tend to put emphasis on their 
independence. Historical reasons are indicative of their own autonomy. Despite the fact 
that in the roots of the three (or two, if behavioral finance constitutes a part of behavioral 
economics) sub�disciplines, the achievements of the same scholars (i.e. Smith, Bentham, 
Edgeworth) are enumerated, significant items of the academic literature on behavioral 
economics came out in the fifties of the twentieth century with the bounded rationality 
concept by Simon [1955] and study on the influence of budgeting on behavior by Argy�
ris [1952]. �or behavioral finance we can talk rather about the seventies, when there was 
an ongoing discussion about the efficiency and predictability of the market, the criticism 
of the CAPM model etc. [Zielonka 2003].

Conclusion

The analysis of the aforementioned definitions of the three representatives of the beha�
vioral field in economic sciences allows to conclude that their definiens is predominantly 
presented in general terms, that is why it is difficult to determine what they are actually 
concerned with. In reviewing the literature on this subject, that are mostly research out�
comes, one can get the impression that definitions included there are formulated ad hoc 
and their aim is rather to assign the study to one of the sub�disciplines discussed in this 
paper than to deliberate on their independence. �or these reasons, at this point, a survey 
of areas for exploration seems to be a better method to outline their subject. Yet this is 
a topic for another study. Scholars who work in the behavioral field of economical scien�
ces seem to focus predominantly on their empirical aspects, namely extensive research 
activities and the distribution of the results. In the literature on this subject, there is no 
mention of discourse on the autonomy and identity of sub�disciplines functioning within 
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its scope. It is hard to predict what direction it will take in the future. There is a possibility 
that a “behavioral sciences of economics” sub�discipline will arise or “mother disciplines” 
will take over the achievements of their behavioral “daughters” and the adjustment of the 
actual paradigm will take place. 
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Abstract: The aim of this article is to present the theoretical and empirical aspects of the mana�

gement of public services in the field of transport on the example of a company dealing with a 

service which is the collective transport of people in the city of Łódź. In the theoretical part, the 

paper presents a transport service as a part of logistic services – defined the notion of service 

and its features, and then determined what the logistic service is (with particular focus on the 

transport service). The empirical part of the work presents the characteristics of Miejskie Przed�

siębiorstwo Komunikacyjne – Łódź Sp. z o.o. (MPK Łódź Sp. z o.o.) and compared the results of 

two surveys conducted in August – October 2017 and December 2017 – �ebruary 2018, addres�

sed to residents and users of public transport in Łódź. The research objective was defined as: 

assessment of the transport system of the city of Łódź regarding the level of delivery of public 

transport services after the introduction of a new transport system in the city.
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Introduction

Transport services are an area of the economy that is characterized by extremely dy�
namic development. Transport activity contributes to the effective functioning of every 
sector of the national economy and, together with the socio�economic development of 
individual regions and countries, is a factor intensifying development.

Transportation of a public utility character is “a commonly available public transport 
service performed by the public mass transport operator, in order to provide current and 
uninterrupted satisfaction of the transport needs of the community in a given area” [Ustawa 
z dnia 16 grudnia 2010 o publicznym transporcie zbiorowym].
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Urban public transport is considered to be efficient when in a complete and correct 
consignment meets the needs of residents and the optimal use of technical measures. 
In order to achieve such a state, urban transport must be ready both in terms of the 
organization, technical and economic experience of comprehensive transport services 
[Nowińska, Kut 2016, p. 1643].

The aim of this article is to present the theoretical and empirical aspects of the mana�
gement of public services in the field of transport on the example of a company dealing 
with a service which is the collective transport of people in the city of Łódź. In the theo�
retical part of the paper presents a transport service as part of logistic services. The em�
pirical part of the work presents the characteristics of Miejskie Przedsiębiorstwo Komu�
nikacyjne – Łódź Sp. z o.o. and comparison of the results of two surveys, the purpose of 
which was defined as: assessment of the transport system of the city of Łódź regarding 
the level of delivery of public transport services after the introduction of a new transport 
system in the city. �or the study, a scientific hypothesis adopted the following: the level 
of implementation of public transport services in Lodz has improved significantly after 
the introduction of the new transport system.

Attempt to approximate the above issues have been taken due to their important, cur�
rent and attractive character – especially from the perspective of the local level. The study 
presented in the article gives the opportunity to formulate conclusions regarding aspects 
of public transport management, important from the point of view of the effectiveness 
of public services at local level. The conclusions from the study can be considered as an 
interesting complement to the research conducted in the field of the presented issues.

Transport service as part of a logistics service – theoretical 
aspect

The condition for defining a transport service (one of the elements of a logistics service) 
is the separation of objects of service activity (definition, main features).

The service can be defined as “a separate activity providing certain benefits to pur�
chasers, not necessarily related to the sale of products or other services. �or the pro�
duction of services can be used in material goods, without the possibility of changing 
their owner” [Rydzkowski 2011, p. 9]. Another definition describes the service as “not 
material activity, provide a specific advantage and that directly affects the client, the 
subject, the property in his possession” [Wyród�Wróbel, Weisiok 2010, p. 35].

The main features of services are so�called 5N services: immateriality (cannot be 
seen, no physical features), impermanence (no possibility of the service outside the pla�
ce of its production), inseparability of the service with the contractor (direct contact of 
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the service provider with the buyer), inseparability of production and consumption pro�
cesses (convergence of place , service time with the place and time of consumption), 
heterogeneity (diversity depending on the place, time of production, skills and indivi�
dual predispositions of the service provider) and inability to acquire ownership (only the 
buyer has access to a given service activity) [Kadłubek 2010, p. 1518].

Considering logistic services, there are a number of definitions in the subject literatu�
re that differ in their degree of detail. The most popular concept was proposed by E. Go�
łembska describing the logistic service as “a logistic product, constituting a set of wis�
hes and expectations of the client. The logistics service is provided by means of logistic 
management (the process of planning and performing the service, including analysis of 
the needs, possibilities and ways of providing this service, throughout the entire supply 
chain, from the producer to the consumer)” [Kadłubek 2010, p. 1519].

�our groups of logistic services can be distinguished [�ajczak�Kowalska, Kowal�
ska 2017a, pp. 42–43]:

 · transport services (a set of activities related to the movement of material goods and 
people using appropriate means);
 · forwarding services (organization of cargo transport and performance of related 

activities);
 · warehouse services (activities related to inventory management in warehouses, 

e.g. storage, receipt, and dispatch of goods);
 · additional services (activities not falling into the above categories, e.g. adding instru�

ctions, warranty cards to goods, labelling).
The subject of this article is a transport service in relation to public, collective passen�

ger transport within the city “(publicly available regular transport of people carried out 
at specified intervals and on a specific communication line, communication lines or com�
munication network), that is carriage of a public utility character – a commonly available 
public transport service performed by the public mass transport operator, in order to 
provide current and uninterrupted satisfaction of the transport needs of the community 
in a given area” [Ustawa z dnia 16 grudnia 2010 o publicznym transporcie zbiorowym].

The organizer of public transport may be a local government unit or a minister com�
petent for transport, while public utility transport itself may be carried out by public 
transport operators as well as carriers fulfilling certain conditions to undertake activities 
related to the transport of passengers [Sipa 2014, p. 191]. Public transport service is ba�Public transport service is ba�
sed on [Ustawa z dnia 16 grudnia 2010 o publicznym transporcie zbiorowym]:

 · contracts for the provision of public mass transport services;
 · confirmation of the transport declaration;
 · decisions on granting open access.
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The management of public transport by the organizer of collective public transport 
includes tasks such as [Ustawa z dnia 15 listopada 1984 r. Prawo przewozowe]:

 · negotiating and approving changes in the contract with the operator;
 · analysis and satisfaction of transport needs resulting from the performance of trans�

port on the basis of a contract for the provision of services;
 · changes in the course of existing communication lines;
 · cooperation in updating schedules and approving them;
 · updating timetables in case of transport performed on the basis of confirmation of 

a transport declaration;
 · administering the passenger information system.

Communication company – MPK Łódź Sp. z o. o. – 
characteristics of the company

Miejskie Przedsiębiorstwo Komunikacyjne – Łódź Sp. z o.o. (MPK Łódź Sp. z o. o.) operates 
on the basis of an agreement concluded with Łódź for the provision of public services wit�
hin the framework of local public transport. Since April 2002, the Company has a license 
entitling it to transport in public transport for the next 50 years [MPK Łódź Sp. z o.o.].

The main areas of the Company’s activity are, according to the Polish Classification of 
Activities – section H – transport and storage, division 49 – land transport and pipeline 
transport, group 49.31 – land, passenger, city and suburban land transport [Gofin 2018]. 
The scope of services of MPK Łódź includes [�ajczak�Kowalska, Kowalska 2017, pp. 20–21]:

1) provision of transport services:
a) trams,
b) buses, consisting of:
 · day and night communication,
 · recreational and occasional transport,
 ·  transport performed by means of replacement communication;

2) carriage of disabled people in the door to door system;
3) publishing timetables, 24�hour organization and traffic supervision;
4) preparation of timetables, preparation of timetables at the request of the Road 
and Transport Administration;
5) maintaining and renovating the current track and network infrastructure in the 
area of the city of Łódź;
6) distribution and control of tickets along with the provision of passenger services.
MPK Łódź is a company whose main and the only shareholder is the city of Łódź. 

The provision of transport services by means of public transport is carried out by four 
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communication plants (2 tramway communication plants, 2 bus service plants). The 
company’s rolling stock consists of 22 tram lines – 489 tram carriages and 80 bus lines – 
409 buses [MPK Łódź Sp. z o. o.].

The main goal of Miejskie Przedsiębiorstwo Komunikacyjne – Łódź Sp. z o.o. is to meet 
the needs of residents, not to maximize profits as in standard enterprises. Nevertheless, 
it should be taken into account that the Company’s activities are subject to market acti�
vities. In 2015, MPK Łódź recorded a net profit of PLN 12 777 161 (�PLN 27 412 603 – net 
loss for 2014), and net sales revenues in 2015 amounted to PLN 668 240 335, compared 
to 2014 (PLN 534 308 915), net income from sales increased by 22,77%.

The MPK Łódź company introduced a new transport system on 2nd April, 2017, the 
purpose of which is to use public transport more efficiently. The MPK Łódź has imple�
mented solutions improving:

 · directness of bus and tramway journeys (among others: ensuring transfer conve�
nience, avoiding collision with vehicle traffic, minimizing the length of transitions be�
tween stops),
 · frequency of buses and trams (on main communication routes and key interchanges 

ensuring or maintaining high frequency of public transport vehicles),
 · accessibility (among others: increasing the share of low�floor tram rolling stock),
 · comfort (among others: equipping vehicles with passenger compartment air con�

ditioning in all vehicles, vehicle monitoring and important stops),
 · information (among others: voice announcement of stops in vehicles, dynamic 

message boards informing about the location of the vehicle, subsequent stops on the 
route and switching possibilities).

Assessment of the transport system of the city of Łódź
Purpose and methodology of the study

Due to the availability and timeliness of the data, the study was conducted on the basis 
of MPK Łódź.

On 2nd April, 2017, MPK Łódź introduced a new transport system, the task of which 
was to be more effective use of public transport in Łódź. In the period August–October 
2017, a survey was conducted, targeting residents and users of public transport in Łódź. 
In the period December 2017 – �ebruary 2018, the survey was carried out again. The 
results obtained were compared with each other in this article.

The aim of the survey was to assess the transport system of the city of Łódź regarding 
the level of transport services implementation after the introduction of a new transport 
system in the city.
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�or the study, a scientific hypothesis adopted the following: the level of implementa�
tion of public transport services in Lodz has improved significantly after the introduction 
of the new transport system.

The survey was divided into three parts. The first part was aimed at gathering basic 
information about the respondents (gender, age, occupational situation). The second 
part of the questionnaire referred to the preferences of the respondents in terms of the 
choice of the means of transport. At this stage, questionnaires were considered for furt�
her research, in which public mass transport measures were defined as being used most 
often for everyday movements (August�October – 236 out of 425 questionnaires, De�
cember–�ebruary – 315 out of 508 questionnaires). In the second part of the survey, the 
motivation for traveling by public transport and the reasons for choosing public trans�
port by public transport were also examined. The third part of the study directly referred 
to the assessment of the quality of public mass transport after the introduction of a new 
transport system in the city in terms of: immediacy, frequency, availability, punctuality, 
price of transport service, comfort and information. The last questions in the question�
naire concerned the subjective feeling of the public transport user regarding the im�
provement of the quality of the delivery of public transport services and the desire to 
recommend to friends traveling by public transport in Łódź.

The survey was completed on social networks, forums and the website – ankietka.pl 
by 425 (in the first study) and 508 (in the second study) of residents, users of the city of 
Łódź. The questionnaire was anonymous.

Conclusions from the study can be considered as an interesting supplement to the Plan 
of sustainable development of public mass transport for the city of Łódź until 2025, in which, 
among others, a long�term study of the discussed issues is conducted. This plan will contribu�
te to increasing the role and share of tram transport, integrating urban public transport with 
rail transport and maintaining a high share of collective transport in the division of transport 
tasks, and also provides for maintaining public utilities at least at current level based on the 
principles of sustainable development [Zarząd Dróg i Transportu Łódź 2014, p. 5].

Test results

The first part of the survey was aimed at gathering basic information about residents and 
users of public transport in Łódź (gender, age, occupational situation). In the first study, 
the research sample consisted of: 47% of learners/students, 35% of those with permanent 
employment, 11% of retired or retired and 7% of unemployed. In the second study, the 
research sample consisted of people in: 42% of learners/students, 41% of those with per�
manent employment, 15% of retired or retirees and 2% of unemployed. The age range of 
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the respondents are: under 18, 18–26, 27–35, 36–45, 46–54, 55–63, over 64 years. The age 
of people participating in the first study is 58% of people between 18–26 and 27–35, while 
the age of people in the second study is 70% of those aged 18–26 and 27–35.

The second part of the study referred to the preferences of the respondents in terms 
of the choice of means of transport. In this part of the questionnaire for further analysis, 
questionnaires were considered, in which public mass public transport was defined as 
the most commonly used for daily movement (first survey 236 out of 425 questionnaires, 
second study 320 for 508 questionnaires). As the most common motivation/reason for 
traveling by means of collective transport (in the first and second study), the respon�
dents chose a job and school/university, which is reflected in the age and professional 
situation of the respondents (these are young people learning or working). To the qu�
estion: If you travel by public transport, what type of transport do you use most often?

 · city bus;
 · suburban bus;
 · turn;
 · tram;
 · other, what ?, the respondents (in the first and second study) most often chose the 

city bus and tram (a total of 95%). As the reasons for the choice of a given means of 
transport, the respondents considered that they fit existing connections, they have 
no possibility of using other modes of transport and it is faster than other means of 
transport.

The third part of the study directly referred to the assessment of the quality of public 
mass transport after the introduction of a new transport system in the city in terms of: 
directness, frequency, availability, punctuality, price of transport service, comfort and infor�
mation (transport postulates presented in the Plan for sustainable development of public 
transport for the city of Łódź until 2025). The respondents were defined with selected po�
stulates and were asked to assess the quality of public transport on a scale of 1�4, where:

 · 1 – no improvement;
 · 2 – minimal improvement;
 · 3 – improvement;
 · 4 – significant improvement.

Table 1 presents the results obtained (first study, second study) regarding the as�
sessment of the quality of public collective transport after the introduction of a new 
transport system in Łódź.
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Table 1. Assessment of the quality of public collective transport

Assessment of 
the quality of 

public collective 
transport in Łódź

No improvement
Minimal 

improvement
Improvement

Significant 
improvement

Study 1 Study 2 Study 1 Study 2 Study 1 Study 2 Study 1 Study 2

Directness 12 % 25% 88% 75% � � � �
Frequency

15% 47% 60% 53% 25% � �

Availability 20 % 32% 32% 31% 48% 37% � �
Punctuality 96% 98% 4% 2% � � � �
The price of the 
transport service

98% 100% 2% � � � � �

Comfort 77% 89% 23% 11% � � � �
Information 13% 12% 32% 20% 55% 68% � �

Source: own study.

On the basis of the presented results, it can be concluded that after the introduction of 
a new transport system in Łódź, the situation in public transport in general or in a minimal 
manner has changed. A significant change has not occurred in any of the areas listed. 

Taking into account the first study, the greatest improvement was observed in the 
area of information (55%), accessibility (48%) and frequency (25%). In the areas of direct�
ness (88%), frequencies (60%) and information (32%), the respondents considered that 
there was a minimum improvement. Punctuality (96%), the price of the transport service 
(98%) and comfort (77%) according to the respondents did not improve. In the second 
study, the greatest improvement was observed in the area of information (68%) and 
accessibility (37%). In the areas of directness (75%) and frequency (53%), respondents 
considered that there was a minimum improvement, while punctuality (86%), transport 
service price (100%) and comfort (89%) were not improved according to the surveyed.

The last two questions contained in the questionnaire concerned the subjective fe�
eling of the public collective transport user regarding the improvement of the quality 
of the delivery of public transport services and the desire to recommend traveling by 
public transport in Łódź. In the first study – 85% and in the second study – 92% of the 
respondents recognized that the introduction of a new transport system in Łódź is not a 
favorable change. 79% (first study) and 90% (second study), the respondents would not 
recommend traveling by public collective transport in Łódź.
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Summary

The transport service in relation to public, collective passenger transport within the city 
is “a commonly available regular transport of people carried out at specified intervals 
and on a specific communication line, communication lines or communication network” 
[Ustawa z dnia 16 grudnia 2010 o publicznym transporcie zbiorowym]. Its main task is to 
meet transportation needs in urbanized areas.

This article is of a theoretical and empirical nature, the aim is to present aspects rela�
ted to the management of public services in the field of transport on the example of an 
enterprise dealing with the service of collective passenger transport in the city of Łódź.

�or the purpose of the article, between August–October 2017 and December 2017 – �e�
bruary 2018, questionnaire surveys were directed to residents and users of public transport 
in Łódź regarding the assessment of the level of public transport services after the intro�
duction of a new transport system in the city. The research objective was defined as: assess�
ment of the transport system of the city of Łódź regarding the level of delivery of public 
transport services after the introduction of a new transport system in the city. The following 
scientific hypothesis was adopted for the purpose of the research: the level of implementa�
tion of public transport services in Łódź has improved significantly after the introduction of 
the new transport system.

The purpose of the study was achieved, however, the research hypothesis has not 
been confirmed. On the basis of the presented research results, it can be concluded that 
after the introduction of a new transport system in Łódź, the situation in public mass 
transport in none of the areas mentioned has significantly improved. In the first study � 
85% and in the second study – 92% of the respondents considered that the introduction 
of a new transport system in Łódź is not a favorable change, and 79% (first study) and 
90% (second study) would not recommend traveling by public transport in Łódź.
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The level of Remuneration and the Amount of Arrears

Abstract: Remuneration is an important economic category, it is a part of the contract be�

tween two parties where its amount significantly depends on the strength of the argu�

ments presented by the employee and the employer. It is also conditioned by the level of 

the national minimum wage but, above all, the financial health of enterprises in individual 

sectors and regions of Poland. The objective of the paper was to analyze selected aspects 

of wage dispersion, to examine the reasons for its diversity and to examine the amount of 

arrears in years 2014�2016. The research problem refers to the issue of wage inequality in 

Poland which to some extent reflects disparities in regional development and wage ine�

quality in Poland against the background of EU countries. The research hypothesis is the 

statement that there are different actions of Poland to reduce income disparities between 

individual regions, they are not diminishing and upward trends are even indicated. Indivi�

dual parts of the paper, in which the essence of remuneration was approached and its role 

for employees was defined, were subordinated to the accomplishment of the objective of 

the paper. The level of remuneration in selected sectors of the economy was illustrated and 

also the amount of the national minimum wage in Poland against the background of wages 

in the countries of the European Union was presented. The amount of arrears in payment of 

wages in various selected sections was also included. 

Key words: remuneration, minimum wage, labor market, arrears

Introduction

The labor market and the phenomena occurring there are characterized by great di�
versity. This is due to many factors, such as a highly diversified structure of supply and 
demand for labor. Each entity offering their labor – employee – is characterized by an 
individual set of characteristics, skills and competences, as well as expectations in terms 
of remuneration and working conditions. Also employers, announcing the demand for 
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labor, have specific preferences concerning the people employed, including not only the 
competences mentioned but also the degree of involvement [Pujer 2016, p. 71]. The re�
muneration referred to is the concept of an extremely wide range. It is ambiguous and, 
in narrow terms, could mean wage and, in broader terms, both wage and non�wage be�
nefits obtained due to work [Pocztowski 2008, p. 327; Listwan, Sułkowski 2013, p. 173].

Referring to the subject of the analysis of the level of remuneration, reasons for its 
diversity or arrears in payment, was determined by the fact that remuneration occupies 
a special place in human resources management processes at the operational level and 
is a very important part of life for many employees. In Poland, more and more people 
employed are not able to support their families with the remuneration received. Mo�
reover, low wages prevent full participation in social, cultural or economic life as well 
as contribute to exclusion. In addition, low earnings are one of many reasons for Poles 
leaving the country for work abroad. The difference in the level of wages in Poland aga�
inst the background of the countries of the European Union can be considered as one 
of the measures of the level of integration of the Polish labor market with the EU one 
[Grzesiok 2013, p. 1]. 

The level of remuneration and the reasons for its diversity 

Remuneration is a very important category analyzed both in micro� and macro�economic 
terms [Armstrong 2015, p. 43]. Remuneration is a very important (for the employee) part of 
the employment contract which the Labor Code defines as follows: “Through the establish�
ment of the employment relationship the employee undertakes to perform a specific type 
of work for the employer and under their leadership, and at the place and time designated 
by the employer, and the employer – to hire the employee for remuneration” [The Act of 
26 June 1974 Labor Code, Journal of Laws of 2018, item 108]. Remuneration for labor is 
the total income of the employee taking the form of the financial return for the time in 
which the employee remains at the disposal of the employer, for the specific conditions of 
performing work [Listwan 2005, p. 77; Armstrong 2015, p. 43]. The essential features of re�
muneration shown in the Labor Code, such as: mutuality (art. 22 LC), periodicity (art. 85 LC), 
responsibility (art. 94 LC), fairness (art. 13 LC), or the principles relating to remuneration for 
labor: fairness (art. 13 LC), the right to equal remuneration (art. 183c LC), associated with 
the establishment and evolution of remuneration (art. 771 et seq., art. 78 LC) are distribu�
ted in different parts of the Labor Code [Liskowski 2016, p. 41].

Remuneration for labor is a  compulsory payment arising from the employment rela�
tionship for the benefit of the employee, having the nature of a claim and constituting the 
equivalent for the work performed [Wynagrodzenia i inne świadczenia na rzecz pracowników, 
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p. 5] .Remuneration is the payment for a particular type of a professional activity underta�
ken for profit, realized under the employment relationship, i.e. the legal relationship estab�
lished under the employment contract, designation, appointment, election or cooperative 
employment contract [Armstrong 2015, p. 28; Jastrząb 2010, p. 2]. Wages are the main sou�
rce of income for most households and thus they are an important determinant of wealth 
and the factor determining the satisfaction of the needs of individuals. Wage inequality has 
a significant impact on the size of existing social inequalities. It is also considered one of the 
most important factors motivating for work and upgrading skills. The amount of wages in 
the specific country significantly affects domestic consumption, which is an important sti�
mulus for economic development [Zgliczyński 2013, pp. 98–99; Broniatowska, Majchrowska, 
Żółkiewski 2013, p. 127]. Remuneration belongs to the most important characteristics of the 
labor market. Balance, in terms of an appropriate relation of wages in spatial and professio�
nal dimensions, contributes to the stable economic growth. The level of wages influences 
the demand for employees [Czyżewski, Łapińska�Sobczak 2001, pp. 518–519] and spatial 
differences in wages can be the reason for changes in the location of investments [Grotkow�
ska 2001, p. 779]. Wage inequalities negatively affect the economic growth [Persson, Tabelli�
ni 1994, p. 601]. Remuneration is a part of the contract between two parties and its amount 
largely depends on the strength of the arguments given by the employee and the employer 
[Raport płacowy 2017 trendy na rynku pracy…]. It is a periodic financial benefit for work pro�
vided within the framework of the legal employment relationship [Wynagrodzenie za pracę; 
Judgement by the Supreme Court of 14 October 1997, 10.02.2018]. According to the Supre�
me Court, remuneration for labor can be defined:

 – as the compulsory benefit,
 – creating wealth,
 – which the employer is obliged to pay periodically to the employee in return for work 

performed by them, provided under the binding employment relationship with the 
employer according to the amount, type and quality of work [Resolution of the Supre�
me Court of 30 December 1986].

In practice, there are a few terms for remuneration: wage, salary, payment, gratifica�
tion. They have the same meaning and refer to payments of money and values, the so�
called benefits in kind. It is a non�uniform benefit, composed of obligatory and additio�
nal elements, fixed and mobile ones. The term of ‘remuneration for work’ is a collective 
term for all the components of remuneration [Daniluk 2014, p. 55].

Wages are the primary source of income for most households and testify to the 
wealth of the specific unit as well as the opportunities to meet the needs. As a result, 
the differentiation of wages significantly affects the occurrence of different type of 
inequalities and divisions in the society. In addition, their level translates into the 
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domestic consumption which, in turn, in general terms, influences the level of eco�
nomic development [Zgliczyński 2013, p. 1; Łopatka 2015, p. 244]. Table 1 shows the 
average gross monthly wage in the national economy, which, in many cases, was 
lower than the remuneration in selected ownership sectors at the turn of 2014–2016. 

Table 1. The average gross monthly wage in the national economy by the selected 
ownership sectors in PLN in years 2014–2016

2014 2015 2016

Average gross monthly wage in the economy 3 783.46 3 899.78 4 047.21
Agriculture, forestry and fishing 4 562.48 4 781.09 4 847.60
Industry 4 082.63 4 191.19 4 325.00
Construction 3887,51 4 076.93 4 252.02
Trade, repair of motor vehicles 3 563.17 3 701.59 3898,62
Transportation and storage 3 758.19 3 833.65 3 961.54
Information and communication 6 886.29 7 221.26 7 573.00
�inancial and insurance activities 6 516.26 6 891.93 7 061.41
Education 4 043.42 4 161.32 4 197.19
Human health and social work activities 3 528.42 3 641.54 3 820.00

Source: Zatrudnienie i wynagrodzenie w gospodarce narodowej w 2016, p. 29; Zatrudnienie i wynagrodzenie 

w gospodarce narodowej w 2015, p. 29; Zatrudnienie i wynagrodzenie w gospodarce narodowej w 2014, p. 29.

Table 1 indicates that the amount of gross wage in the sectors: Information and 
communication or �inancial and insurance activities was the highest and, on average, 
it exceeded the average gross monthly wage in the national economy by more than 
two thousand PLN in years 2014–2016. In turn, the level of remuneration in the sectors: 
Agriculture, forestry and finishing or Industry, Construction and Education only slightly 
exceeded the average gross monthly wage in the national economy. The remuneration 
in the sectors: Trade, repair of motor vehicles or Human health and social work activities, 
which was only slightly lower, was below the average gross monthly wage. The steady 
growth in the discussed wages in the surveyed years should be emphasized, and ad�
ditionally Information and communication and �inancial and insurance activities were 
characterized by the largest increases in wages, which resulted from the fact that these 
sectors experienced growth. 

The amount of the average gross monthly wage in the national economy by the re�
gions was illustrated against the background of the minimum wage in Poland and the 
average remuneration in the EU in Table 2.
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Table 2. The average gross monthly wage in the national economy by the regions in 
years 2014–2016

2014 2015 2016

Central Region 4 729.40 4 878.30 5 040.49
Southern Region 4 044.75 4 184.60 4 284.65
Eastern Region 3 574.97 3 691.82 3 831.29
North�West Region 3 686.72 3 796.81 3 976.27
South�West Region 4 042.97 4 202.25 4 371.87
Northern Region 3 759.82 3 897.05 4 035.23
Minimum wage in Poland 1 680.00 1 750.00 1 850.00
The EUaverage (2) 3 138.90 3 330.38 3 577.25

Source: Zatrudnienie i wynagrodzenie w gospodarce narodowej w 2016, p. 44; Zatrudnienie i wynagrodzenie 

w gospodarce narodowej w 2015, p. 44; Zatrudnienie i wynagrodzenie w gospodarce narodowej w 2014, p. 44; 

Minimum_wage_statistics, http://ec.europa. Eu/eurostat/ statistics –explained, access: 10.02.2018. 

(1) The EU average calculated according to the average exchange rate of NBP (the average euro exchan�

ge rate of 12 months of 2014 – 4.1852 PLN/EUR; the average euro exchange rate of 12 months of 2015 

– 4.1839 PLN/EUR; the average euro exchange rate of 12 months of 2016 – 4.3625 PLN/EUR), Archiwum 

kursów średnich, http://www.nbp.pl/, access: 10.02.2018.

The minimum wage determines the level below which no remuneration for labor 
can go in a full�time employment. It is assumed to be the remuneration for the easiest 
jobs. It constitutes the basis which the whole hierarchy of basic wage rates in the orga�
nization is based on, to the highest wages for the most complex work, requiring higher 
competences [Borkowska 2012, p. 24]. 

As can be seen, the minimum wage in Poland, in spite of its growing trend, was sig�
nificantly below the average wage in the economy and average wages in the EU. Central 
Region, including the Łódź and Mazowieckie Voivodeships, which had the highest ave�
rage gross monthly wage in the national economy, deserves a special attention. The sub�
sequent positions in creating the highest average gross monthly wage in Poland were 
occupied by South�West Region and Southern Region which, due to their geographical 
location, facilitated better business contacts with foreign companies, by means of which 
Polish enterprises grew by signing numerous trade agreements, which had positive im�
pact on the level of wages. Eastern Region with the Podkarpackie, Lublin,  Podlaskie, 
Świętokrzyskie Voivodeships was characterized by the lowest average gross monthly 
wages in Poland. It should be added that Eastern Region is still the least economically 
developed part of the country, which also can be seen in the level of wages paid there. 
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�or comparison, the lowest median wage in 2015 was in the Lublin Voivodeship and it 
amounted to gross 3050 PLN [placowa-polska…]. The people from other eastern voivo�
deships did not earn more: Świętokrzyskie (3 052 PLN), Podlaskie (3 061 PLN), Warmiń�
sko�Mazurskie (3 100 PLN) and Podkarpackie (3 100 PLN). �or comparison, the median 
wage in the Mazowieckie Voivodeship in 2015 amounted to gross 4 928 PLN. In addition, 
average wages in Eastern Poland in 2015, due to the level of management occupied, 
were always lower than the overall median. Directors in eastern voivodeships earned 
on average 30 percent less. Their median wages amounted to gross 8 thousand PLN, in 
turn, the average wage of the persons occupying the same position across Poland was 
higher by 3 500 PLN. The same applies to persons employed at lower management le�
vels: managers earned by 21% less, experts – by 31% less and low�level employees – by 
7% less than their colleagues working in the area of Poland at the same management 
level [placowa-polska…].

These numbers indicate that, in the corporate sector, disparities in wages between 
regions are different, they are not diminishing and upward trends are even recorded. 
This is due to the fact that rich regions have the most developed urban centers and 
well�developed technical infrastructure which attract a lot of investments and simulta�
neously are the seat of a  large number of enterprises, including representative offices 
of international companies employing well�paid professionals. These regions also have 
greater opportunities to obtain funds from the EU due to [Polak 2015, p. 23]:

1) the way of granting them dependent on the number of inhabitants of the 
specific unit, 
2) possessing funds necessary to take the investment project subsidized from the 
EU budget, 
3) better skills of their acquisition and use. 
Summing up, blurring disparities concerning wages will depend on whether there is 

the acceleration of the economic development of the poorest regions. If there are new 
big investments providing jobs for high�level professionals, there will also be an increase 
in average wages since they generally get high salaries [Dysproporcje między wysokością 
pensji w różnych województwach coraz większe…].

The minimum wage has its basis in the Constitution of the Republic of Poland [The 
Constitution of the Republic of Poland of 2 April 1997]. The Act imposes the statutory re�
gulation of the minimum wage and its level can be found in the Act of 10 October 2002 
on the minimum wage [The Act of 10 December 2002 on the minimum wage, Journal of 
Laws 2017, item 847]. Such income cannot be subjected to free negotiations of the parties 
to the employment relationship, when the employee is usually under pressure from the 
more powerful employer [Seweryński 2009, p. 53]. Remuneration is the equivalent for the 
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work performed. It is to serve the employee to ensure decent living conditions both to 
them and their family. The minimum wage is therefore to perform a social function. 

When drawing attention to the minimum wage, it can be seen in Table 3 that the 
minimum wage has been gradually increasing in most European countries in the last 
two years. In 2018 this trend will remain stable only in Spain, Greece, Serbia, Bulgaria, 
Macedonia and Montenegro. Poland with its minimum wage ranks in the middle of the 
Table, which is an average result. 

Table 3. The minimum wage in individual countries of the European Union in years 
2017–2018 (in gross EUR)

Country
Minimum wage

2017 2018

Luxembourg 2003 2053

Ireland 1563 1572

Netherlands 1530 1540

Belgium 1532 1558

Germany 8,84/h 9,5/h
�rance 1480 1500
Great Britain 7,5/h 8/h

Spain 826 826

Slovenia 795 800
Malta 736 1135
Greece 684 684
Portugal 650 670

Estonia 450 470

Poland 453 470
Slovakia 425 450
Croatia 414 418

Hungary 364 372

Czech Republic 368 378

Latvia 380 390

Lithuania 370 380

Montenegro 288 288
Romania 250 266
Serbia 249 243
Bulgaria 230 230
Macedonia 235 235

Source: Sedlak & Sedlak, based on tradeconomics.com, access: 13.02.2018.
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In turn, �igure 1 shows the minimum wage in the EU and the USA, which indicates 
that wages in the European Union were highly diversified. The average monthly ear�
nings of Europeans ranged from 235 EUR in Bulgaria to 1999 EUR in Luxembourg in 2017. 
This means that the difference between the wages of Bulgarians and Luxembourgers 
amounted to almost 1764 EUR. In addition to Luxembourgers, Danes, Irish and Swedes 
earned the most. However, the leader of the ranking leaves all the countries far behind 
[Ranking płacy minimalnej w Europie…].

Among the countries of the EU, Poland, with the average wage of 453 EUR in 2017, in rela�
tion to the level of remuneration, was in the first group, i.e. the one in which national minimum 
wages were lower than 500 EUR per month. This group included the following Member States: 
Bulgaria, Romania, Latvia, Lithuania, the Czech Republic, Hungary, Croatia, Slovakia, Poland 
and Estonia. National minimum wages in these countries ranged from 235 EUR in Russia to 
470 EUR in Estonia. The fact that Poland was ahead of Slovakia and the Czech Republic, where 
employees earned respectively 435 EUR and 407 EUR, deserves a special attention.

Figure 1. The minimum wage in the countries of the EU and the USA in Euros 

Source: based on the data by Eurostat, Dane statystyczne dotyczące płac minimalnych, http://ec.europa.

eu, access: 1.01.2018. 

When analyzing wages in Poland and in the EU it should be pinpointed that, in Poland, 
according to the data by Eurostat, in 2014 the largest wage inequalities across the Europe�
an Union were recorded [Dysproporcje w wynagrodzeniach są w naszym kraju największe 
spośród wszystkich państw europejskich…]. Namely, in Poland, 10% of employees earned 
less than EUR 2.3 per hour gross, whereas the 10% group of the best paid Poles got not less 
than EUR 10.6 per working hour gross, which resulted in the dispersion index D9/D1 at the 
level of 4.7. It was the highest in the whole Community. This means that 10% of employ�
ees from the ninth decile earned nearly five times more than 10% of employees from the 
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group with the lowest remuneration. Apart from Poland, the largest disparities occurred in 
Ireland, Bulgaria, Portugal, Cyprus and Romania. The smallest wage inequalities occurred 
in the Nordic countries and in Belgium, where the group of the most highly paid citizens 
earned only twice as much as the people with the lowest income. In Sweden, which achie�
ved the best result in this respect, the average hourly remuneration among 10% of the 
best paid employees amounted to EUR 29. �or 10% of the most badly paid employees, it 
was EUR 14.1 [Polska ma największe w UE dysproporcje dochodów…] (see: �igure 2).

Figure 2. Wage dispersion index D9/D1 in selected countries

Source: Polska ma największe w UE dysproporcje dochodów,  http://forsal.pl/, access: 15.05.2018.

The fact of existence of disparities in wages is a rather big impeding factor for the 
economy exerting a negative impact on it since the greater the wage inequalities the 
slower the GDP growth. The increasing disparities also affect an increase in the gap in 
living standards of individual social groups. Additionally, among the people with the lo�
west income dissatisfaction and frustration are increased. �or this reason, some of them 
emigrate in search of better earnings. Since 2004, i.e. the moment of the Polish entry into 
the European Union and the opening of the labor market, over 2 million Poles have gone 
abroad, thus, Poland has lost many professionals and skilled workers. 

Moreover, the relatively low minimum wage (Table 3 and �igure 1) is only one of the 
reasons for growing disparities in remuneration. Another one is unstable employment. 
People working on the basis of the so called junk contracts earn less than full�time wor�
kers. Too high prevalence of junk contracts brings about that more and more people are 
included in the group of the so called working poor who, in spite of the fact of being 
gainfully employed, are not able to satisfy the basic necessities of life of their families.

The survey conducted by Eurostat also indicates that, in terms of the amount of wa�
ges, there is an enormous gap between Poland and the countries of Western Europe. 
The wages of even the richest people in Poland were lower than the income achieved 
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by the most poorly paid employees in the highly developed European countries. The 
average wages of 10% of Danes, Belgians, �inns or Luxembourgers earning the most 
ranged from EUR 30 to over EUR 40 per hour gross. The lowest hourly earnings in these 
countries amounted respectively to: EUR 17.1 gross, EUR 12.8, EUR 12.4 and EUR 11.7. This 
means that those with the lowest income in Denmark in 2014 received the remuneration 
by about 61% higher than the best paid Poles. 

In conclusion, Poland is steadily pursuing the largest and richest countries in Europe 
although the EU wage rates are still far away ahead. Disparities can still amount to three 
or four times as much, however the gap is being systematically bridged by an annu�
al increase in the minimum wage in Poland (twice as fast as in Germany). These wage 
increases were to the largest extent experienced by unskilled workers and the ones em�
ployed in large companies where remuneration is usually lower than in large companies. 

Summing up, additionally, according to different surveys, wages in Poland do not bring 
about such negative emotions any more since it turned out that 70% of the respondents 
found wages satisfactory. However, at the same time, it can be seen that their level, for 
many respondents (59%), still remains insufficient – low remuneration is the first of the 
indicated reasons responsible for financial trouble followed by unemployment (38%) and 
family expenses (34%) [Zarobki Polaków coraz lepsze, ale i tak niewystarczające…].

Another important issue is arrears in payment of wages, which bring about a lot of nega�
tive effects – mainly for employees who not only lose motivation but also lower the standard 
of living. Correct and timely payment of wages to employees is one of the basic responsi�
bilities of the employer and the failure to perform this duty is an offense against the rights 
of the employee. The State Labor Inspectorate imposes usually higher penalties for failing 
to comply with this obligation than for other offenses, which is understandable since the 
injured party is the employee – the person for whom the work is generally the main source 
of income and who has performed the work for the benefit of the employer, therefore, is 
entitled to expect the due payment [rozwiazania-6-najczestszych-problemow-pracodawcow, 
http://placewfirmie.pl]. The employee, in the case of violation of the timely payment of wa�
ges, is entitled to certain protection measures. Among them, the possibility of termination of 
employment without notice deserves a special attention [Burdyka 2015, p. 108].

�igures 3 and 4indicate that the largest number of units in which there occurred 
arrears was recorded by the sectors of: Industry, Trade and Education. A positive pheno�
menon is the fact that the number of such units declined steadily in the surveyed years. 
The lowest number of units in which there were arrears was in the sector of �inancial and 
insurance activities. In turn, the largest number of people in relation to whom there were 
arrears in payment can be found in the sectors: Industry and Education, which undoub�
tedly was also affected by the largest number of employees and the smallest number of 
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people in relation to whom there occurred arrears in payment can be found in the sector 
of �inancial and insurance activities. The highest arrears in payment were in the follo�
wing sectors: Agriculture, forestry and fishing, Construction and �inancial and insurance 
activities, and the lowest arrears in payment were recorded in the sector of Education. 

Figure 3. The number of units and the number of people in which and in relation to 
whom there were arrears in payment by the sections of the national economy in years 
2014–2016

Source: Zatrudnienie i wynagrodzenie w gospodarce narodowej w 2016, p. 46; Zatrudnienie i wynagrodzenie 

w gospodarce narodowej w 2015, p. 46; Zatrudnienie i wynagrodzenie w gospodarce narodowej w 2014,  p. 46.

Figure 4. The level of arrears per 1 employee in PLN in years 2014–2016

Source: Zatrudnienie i wynagrodzenie w gospodarce narodowej w 2016, p. 46; Zatrudnienie i wynagrodzenie 

w gospodarce narodowej w 2015, p. 46; Zatrudnienie i wynagrodzenie w gospodarce narodowej w 2014, p. 46.
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To sum up, the last years were a good time for employees since both the minimum 
wage and the average wage increased. It should be pinpointed that the existing dispa�
rities in the level of remuneration in individual regions of Poland and in the sectors of 
the national economy are slowly decreasing. However, it can be seen rather clearly that 
Central Region and South�West Region possessed the highest gross monthly wage and 
the sectors of Information and communication and �inancial and insurance activities 
were characterized by the highest increases in remuneration, which indicated that these 
sectors experienced growth. In spite of the growing trend of wages in Poland, faster 
than in the countries of Western Europe, these wages were, however, still at a low level 
in Europe when compared to the countries of the European Union.

Conclusions

The level of remuneration is a variable dependent on many factors among which the 
level of economic development, having impact on the level of real wage, is of the key 
importance. The evolution of the amount of remuneration is largely determined by the 
autonomous functioning of the market. It is dependent on the situation in the economy 
as well as the level of competitiveness of regions. However, it is very often determined by 
the values resulting from the geographical location therefore, the level of remuneration 
in individual regions is greatly diversified. 

On the basis of the conducted research, it can be concluded that wages in Poland 
were steadily growing. A  disturbing phenomenon is, however, large stratification in 
this regard in relation to individual regions. The average wage was mostly influenced 
by wages in the capitals of the regions and sub�regions as well as the largest industrial 
plants in their area. Additionally, disparities in wages between the best and the most 
poorly paid in Poland are a rather big impeding factor for the economy since the larger 
the wage inequalities in the specific country the slower the GDP growth and the larger 
the gap in the level of life of individual social groups. This situation is aggravated due 
to junk contracts which bring about that an increasing number of people are included 
in the group of the so called working poor who, in spite of the fact of being gainfully 
employed, are not able to satisfy the basic necessities of life of their families. In addition, 
the above analyses indicate that the average wage in Poland is relatively low when com�
pared to other economies of the European Union [Wynagrodzenia w górę, ale do Zachodu 
wciąż nam daleko…]. In 2017, only in eight countries of the EU, the wages were lower than 
in Poland (in Bulgaria, even more than twice as low).

Summing up, there is a lot of work ahead of Poland to balance the differences in the 
level of remuneration in individual regions of Poland or in comparison with the countries 
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of the EU. This is not, however, an easy task, and requires the well�thought economic 
policy, most of all, affecting the GDP growth since as long as there is growth in GDP there 
will also be an increase in wages. 

References

Archiwum kursów średnich [online], http://www.nbp.pl/, access: 10.02.2018.

Armstrong M. (2015), Zarządzanie wynagrodzeniami, Wydawnictwo Oficyna, Kraków.

Borkowska S. (2012), Skuteczne strategie wynagrodzeń – tworzenie i  zastosowanie, Oficyna 

a Wolters Kluwer Business, Warszawa.

Broniatowska P., Majchrowska A., Żółkiewski Z. (2013), Wynagrodzenie minimalne w Polsce. 

Czy powinno być zróżnicowane w przekroju regionów?, “Studia BAS. Praca Polaków”, nr 4.

Burdyka K. (2015) Niewypłacenie wynagrodzenia w terminie jako przyczyna rozwiązania stosunku 

pracy bez wypowiedzenia przez pracownika, “Pracownik i Pracodawca”, No. 1, Vol. 1.

Czyżewski A. B., Łapińska-Sobczak N. (2001), Zatrudnienie i bezrobocie a płace i koszty pracy 

w wybranych krajach Unii Europejskiej, “Ekonomista”, nr 4.

Daniluk P. (2014), Problematyka ochrony wynagrodzenia za pracę – Wybrane aspekty, “Studenckie 

Zeszyty Naukowe”, Zeszyt 25 XVII.

Dysproporcje między wysokością pensji w różnych województwach coraz większe [online], https://

finanse.wp.pl/, access: 14.05.2018. 

Dysproporcje w wynagrodzeniach są w naszym kraju największe spośród wszystkich państw euro-

pejskich [online], http://forsal.pl/, access: 14.05.2018.

Eurostat, Dane statystyczne dotyczące płac minimalnych [online], http://ec.europa.eu/ eurostat/ 

documents/,  access: 1.01.2018.

Grotkowska G. (2001), Wpływ kosztów pracy na zagraniczne inwestycje bezpośrednie, “Ekono�

mista”, nr 6.



154

Sylwia Kowalska

Grzesiok F. (2013) Wynagrodzenia z pracę na rynku niedoskonałym  – wybrane problemy [in:] Eko-

nomia dla przyszłości. Odkrywać naturę i przyczyny zjawisk gospodarczych, IX Kongres Ekonomi�

stów Polskich, Warszawa, 28–29 November 2013, Warszawa.

Jastrząb K. (2010), Wynagrodzenia i ich obciążenia, “Accountica”, No. 14/April.

Judgement by the Supreme Court of 14 October 1997, I PKN 319/97, Lex No. 33044.

Liskowski M. (2016) Pojęcie wynagrodzenia za pracę w Kodeksie pracy, “Pracownik i Pracodawca”, 

No. 2, vol. 2.

Listwan T., Sułkowski Ł. (eds.) (2013), Ekonomiczne i  sprawnościowe problemy zarządzania 

projektami, “Przedsiębiorczość i Zarządzanie” Tom XIV, Zeszyt 11, Część II, Społeczna Akademia 

Nauk, Łódź.

Łopatka A. (2015) Poziom i przyczyny różnicowania wynagrodzeń w Polsce, “Prace Naukowe Uni�

wersytetu Ekonomicznego we Wrocławiu”, No. 401.

Minimum_ wage _ statistics, http://ec. europa. Eu/ eurostat / statistics – explained / index.php / 

Minimum _ wage_statistics/pl, access: 10.02.2018.

Persson T., Tabellini G. (1994), Is Inequality Harmful for Growth?, “The American Economic Re�

view”, Vol. 84, No. 3.

placowa-polska [online], https://finanse.wp.pl/najnizsze�zarobki�w�naszym�kraju�oto�placowa�

polska, access: 12.02.2018.

Pocztowski A. (2008), Zarządzanie zasobami ludzkimi, PWE, Warszawa. 

Polak E. (2015), Regionalne zróżnicowanie wynagrodzeń w Polsce i tendencje zmian w tym zakre-

sie, „Współczesna Gospodarka”, Vol. 6, Issue 1.

Polska ma największe w UE dysproporcje dochodów  [online], http://forsal.pl/ access: 15.05.2018.

Pujer K. (ed.) (2016), Rynek Pracy w Polsce - Szanse i zagrożenia, Wyd. Exante, Wrocław. 



155

The level of Remuneration and the Amount of Arrears

Ranking płacy minimalnej w  Europie [online], https://www.pb.pl/ranking�placy�minimalnej�w�

europie, 12.02.2018. 

Raport płacowy 2017 trendy na rynku pracy [online], https://www.teraz�srodowisko.pl, access: 

10.02.2018.

Resolution of the Supreme Court of 30 December 1986, III PZP 42/86.

Rozwiazania-6-najczestszych-problemow-pracodawcow, http://placewfirmie.pl/umowa�o�pra�

ce/niewyplacone�wynagrodzenie��poznaj�rozwiazania�6�najczestszych�problemow�praco�

dawcow/, access: 15.05.2018.

Sedlak & Sedlak, tradeconomics.com, access:  13.02.2018.

Seweryński M. (2009) Minimalne wynagrodzenie za pracę – wybrane zagadnienia [in:] Wynagro-

dzenie za pracę w warunkach społecznej gospodarki rynkowej i demokracji, W. Sanetra (ed.), Wy�

dawnictwo: Wolters Kluwer Polska, Warszawa.

Słownik zarządzania kadrami (2005), ed. T. Listwan, Wydawnictwo C.H.Beck, Warszawa. 

The Act of 10 December 2002 on the minimum wage (Journal of Laws 2017, item 847).

The Act of 26 June 1974 Labor Code (Journal of Laws of 2018, item 108), Art. 22 § 1 subsequently 

referred to as LC. 

The Constitution of the Republic of Poland of 2 April 1997 (Journal of Laws of 2009, No. 114, 

item 946) Art. 65 section 4.

Wynagrodzenia i inne świadczenia na rzecz pracowników (2016), “Poradnik Gazety Prawnej”, No. 4.

Wynagrodzenia w górę, ale do Zachodu wciąż nam daleko [online], http://biznes.onet.pl/praca/zarobki�

polskich�pracownikow�na�tle�unii�europejskiej/gql9n5, access: 8.11.2017.

Wynagrodzenie za pracę [online], https://www.pip.gov.pl/pwp/pdf/wynagrodzenia.pdf, access: 

10.02.2018. 



156

Sylwia Kowalska

Zarobki Polaków coraz lepsze, ale i tak niewystarczające [online], http://www.egospodarka.pl/, ac�

cess: 16.05.2018.

Zatrudnienie i wynagrodzenie w gospodarce narodowej w 2014 (2015), GUS, Warszawa.

Zatrudnienie i wynagrodzenie w gospodarce narodowej w 2015 (2016), GUS, Warszawa. 

Zatrudnienie i wynagrodzenie w gospodarce narodowej w 2016 (2017), GUS, Warszawa. 

Zgliczyński W.S. (2013), Wynagrodzenia w Polsce, Infos, No. 22 (159), Wydawnictwo Sejmowe 

dla Biura Analiz Sejmowych, Warszawa. 



Iwona Majchrzak | imajchrzak@zut.edu.pl

West Pomeranian University of Technology in Szczecin, �aculty of Economics

Beata Sadowska | beata.sadowska@wzieu.pl

University of Szczecin, �aculty of Management and Economics of Services

The Adaptation of the Accounting System to Project 
Activity – Case Study

Abstract: Companies need to adapt quickly to changing ambient conditions and that re�

sults in their search for various ways of achieving the set objectives. One of solutions is to 

engage in activity based on projects. Proper project management requires appropriately 

aggregated information which can be provided by the accounting system. However, to 

make this information useful for making reasonable management decisions in the field 

of the planned and implemented projects, the applied instruments have to be properly 

designed and selected. Therefore, the objective of this article is to adapt the accounting 

system for the purposes of project activity. 

The article was preceded by the study of literature. The main method used in the article is 

an analysis of sources and a literature critique as well as methods of inductive and deduc�

tive reasoning. Theoretical deliberations are supplemented with a case of the adaptation of 

the accounting system to the analysed project.

The conducted theoretical research supplemented with an empirical case indicated the 

complexity of the research problem which mainly stems from the specific features of project 

activity. Obtaining useful information requires an adequate extension of the financial ac�

counting system and a selection of proper management accounting instruments.

The article constitutes a synthetic description of the essence and scope of project account�

ing as well as its specific character. 

Key words: accounting system, project activity, financial accounting, management ac�

counting instruments, case study

Entrepreneurship and Management 2018
University of Social Sciences Publishing House | ISSN 2543�8190

Volume XIX | Issue 1 | Part 1 | pp. 157–170



158

Iwona Majchrzak, Beata Sadowska

Introduction 

Dynamic ambient changes cause that companies search solutions enabling achieving the 
set objectives. In this respect, it is helpful to undertake activities which facilitate the imple�
mentation of specific projects. Moreover, what favours these solutions is the possibility of 
obtaining EU funding. Although it is a solution which is more and more common in eco�
nomic practice, it is not simple to apply. It requires using specific practices supporting mak�
ing a decision on undertaking a particular projects, its evaluation and maintenance. In terms 
of using external sources of financing, applying specific management instruments directly 
results from national and international regulations. In other cases, it is useful when making 
reasonable decisions at various levels of management. Therefore, conducting project activ�
ity is determined by numerous factors which depend mainly on its very specificity.

It should be emphasised that, in terms of project activity, it is even difficult to define 
the very term “project”. Additionally, its specific features and scope of information nec�
essary for making decisions make the research problem more complex. 

The economic information system that facilitates taking reasonable decisions with 
regard to project activity is the accounting system. Therefore, the objective of this article 
is also to present possibilities of its adaptation to project activity.

In order to achieve the set objective, an analysis of sources and a literature critique as well 
as methods of inductive and deductive reasoning were used. Theoretical deliberations are 
supplemented with a case study in terms of the adaptation of the accounting system and 
the use of management accounting instruments for the purposes of the example project.

Accounting system and project activity

In literature on the subject, accounting is generally defined as a system that reflects current 
economic phenomena and processes as well as a corporate economic situation expressed 
in monetary terms [Kiziukiewicz 2017, p. 27]. However, in the era of increasing information 
needs of companies such an approach to accounting is insufficient. One should under�
stand it in a much broader sense that is as all techniques and methods for expressing and 
evaluating economic events and processes in terms of quantity and value in order to con�
trol and provide information for business management [Kiziukiewicz 2017, p. 35].

Thanks to such a universal and flexible approach to accounting, the subsystems of 
financial and management accounting can be distinguished within it.

It is widely recognised that financial accounting is mainly undertaken for third par�
ties such as shareholders, creditors and authorities supervising the compliance with 
accounting standards.  Its most significant task is to support the management of the 
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entrusted assets and aim to ensure transparency of the disclosed information. In order 
to ensure transparency and reliability, financial accounting has to be conducted on the 
basis of specific principles in accordance with applicable accounting standards and fo�
cus on disclosing key financial information included in a balance sheet and a profit and 
loss account [Patterson 2002, p. 335].

Management accounting, on the other hand, is defined as a  system of collecting, 
studying (classifying, synthesising, analysing) and presenting (financial and operational) 
information concerning past and future economic phenomena in order to support the 
management of a business entity in planning, making decisions and controlling [Kiziuk�
iewicz 2004, pp. 7–8].

On the basis of the presented definitions of financial accounting and management 
accounting, it can be claimed that these subsystems differ in terms of users of infor�
mation, thus a goal set for them. �inancial accounting has to satisfy information needs 
of external users, whereas management accounting of various management levels and 
structures [Sadowska 2017, p. 141].

Despite differences in the indicated fields, there is also the interrelation between 
these subsystems. Management accounting for its own purposes uses information gen�
erated as part of the financial accounting subsystem. On the other hand, a set of man�
agement accounting instruments is used as part of financial accounting when preparing 
obligatory financial statements, requirements towards which are increasing.

These features allow stating that we deal with one accounting system which in the 
case of project activity should be adequately designed and implemented in order to 
satisfy diverse information needs of users and adapted to individual features of the on�
going project.

As it has been already mentioned, there is no uniform definition of the term “project” 
in literature on the subject. It is very often equated with an undertaking as part of a com�
pany which is characterised by particular features, especially uniqueness and an uncon�
ventional approach different from typical activities which has never been applied in an 
entity before. Table 1 presents various definitions of the term “project”.

Table 1. Definitions of the term “project”

Author/Source Definition
Compendium of 
information about 
project manage�
ment

A temporary activity undertaken in order to produce a unique product, provide 
a unique service or achieve a unique effect.

I. Durlik A series of interrelated tasks – partial objectives aimed at achieving the main ob�
jective.
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Author/Source Definition
M. Trocki, 
B. Gruczy,
K. Ogonka

A unique (implemented once), complex undertaking of a definite period of time – 
with a defined beginning and end – conducted in a team (with many entities) in 
a way which is independent of repeat activities of an enterprise and with the use of 
special methods and techniques.

H. Kerzner An undertaking aimed to achieve a set goal, requiring the use of resources and 
having a specific time frame, costs and quality.

K. Krawiec An undertaking which has a beginning and an end and has three main objectives:
1) implementing a project within costs defined in a budget,
2) implementing a project within a period of time defined in a schedule,
3) implementing a project in accordance with quality requirements.

Source: own study on the basis of: Łada, Kozakiewicz 2007, pp. 3–5; Miedziński 2012, pp. 17–18; 

Klinowski 2017, pp. 8–11].

The presented definitions show the features of project activity distinguishing it from 
typical repeat activities. There are the following among them: an individual objective, 
a  specific organizational structure, focus on a  project, the necessity of compromises, 
not very reliable standards, a significant impact of the surroundings, frequent changes 
in plans and different rhythm of activities [Łada, Kozarkiewicz 2007, pp. 33–35]. These 
features determine changes in the accounting system for activity which is the main ob�
jective of the entity’s functioning and the applied methods and techniques should be 
adequately adapted to a project phase, i.e. project initiation, planning, execution or con�
trol and close.

Ways of adapting the accounting system for the purposes 
of project activity

As it has been already mentioned, the adaptation of the accounting system for the pur�
poses of project activity requires multifaceted changes and modifications arising from 
the specific character of project activity [Majchrzak 2017, pp. 145–155]. Both the financial 
accounting system as well as the management accounting system need to be adjusted. 
Additionally, there are time shifts, in contrast to repeat activity, in using particular ac�
counting instruments depending on a project phase. �igure 1 shows using accounting 
instruments in given project phases.
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Figure 1. Using accounting instruments in given project phases

Source: own work.

As it results from figure 1, the instruments of management accounting play a signifi�
cant role in project activity. They are the core of as many as four phases making up the 
project life cycle. �inancial accounting is mainly used in the project execution phase. 
However, it does not mean that it is of little importance. The financial accounting system 
constitutes the basis for project management and a source of information for making 
management decisions, that is using management accounting instruments. Therefore, 
before undertaking a project, the entire accounting system should be adapted in such 
a way so that it enables maintaining reliable records of project expenses/costs and con�
stitutes a source of information necessary for:

 – making a decision on the project execution in the planning phase,
 – drawing up a project schedule and budget in the initiation phase,
 – settling, analysing and controlling costs of a given project implementation and de�

termining the proper use of funds in the execution phase,
 – preparing as�built reports in the project control and close phases.
The scope of the adaptation of the accounting system in specific phases of the 

project life cycle is presented in table 2.
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Table 2. Ways of adapting the accounting system in specific phases of the project 
life cycle

Project life cycle 
phase

Ways of adapting 

Project initiation As it is the early project phase, as part of which project objectives are defined and 
potential solutions are indicated, only the instruments of management account�
ing are used, including short�term and long�term decision calculi. These calculi 
can concern efficiency of particular activities, the selection of an option and re�
source allocation optimization. Moreover, in this project life cycle phase an analy�
sis of sources of financing is conducted. The basis for taking decisions is mainly 
information from systematic cost accounting which is properly developed for the 
purposes of project activity, thus the financial accounting system.
The assumptions made at this stage are the basis for monitoring and controlling 
the implementation of particular project phases. 
Thanks to the management accounting system designed in such a way, an opti�
mal solution is chosen from among various options and concepts of the project 
execution.

Project planning In this project phase, a detailed plan of the project execution and its organi�
zation is devised. It is a  very crucial phase as it has an effect on the whole 
project execution process. The management accounting instruments used in 
this phase focus on planning. Depending on the project execution time, the 
instruments of operational or strategic management accounting should be 
appropriately used.
In terms of short�term projects, a  significant role is played by management 
types of cost accounting based on the planned costs as well as budgeting. 
However, it should be highlighted that from the point of view of accounting, 
budgeting should be understood as a specific financial project approved to be 
implemented and constituting the reference point for activities undertaken by 
project contractors [Łada, Kozarkiewicz 2007, p. 132]. The application of the in�
dicated instruments of management accounting in this phase requires specify�
ing [Majchrzak 2017, p. 153]:

 · a time frame,
 · subperiods for which specific budget items are set,
 · a list of budget items,
 · methods for planning particular budget items.

In terms of long�term projects, one should use instruments which allow deter�
mining an effect of the planned project on an enterprise’s strategy and taking ac�
count of risk related to their implementation. These are especially cost accounting 
systems which enable long�term cost management such as life�cycle costing and 
targeting costing as well as capital budgeting.
However, one should remember that the budget should be each time adapted to 
the project specific character and scope. 
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Project life cycle 
phase

Ways of adapting 

Project execution This phase is connected with conducting the previously planned activities. In this 
phase, the financial accounting system plays a special role. Whereas the applied 
instruments of management accounting are a  continuation of previously used 
methods and techniques.
In order to adapt the financial accounting system to project activity, it is necessary 
for an entity to plan the adopted solutions in terms of project activity and include 
them in the accounting policy. The starting point is modifying a corporate chart of 
accounts in a way that takes account of the option of records of costs used by an 
enterprise in the case of repeat activity. The goal of the extension of a chart of ac�
counts is keeping the accounting records of economic operations connected with 
project activity in a reliable and precise way. Therefore, the appropriate extension 
of a chart of accounts should satisfy needs for information in terms of particular 
cost categories in the project execution as well as enable their control.
The other element of adapting the financial accounting system for the purposes of 
project activity is determining a scope of and method for disclosing information on 
the implemented project in financial statements. It seems that the most significant 
information is that concerning project activity effects and their influence on the cost 
level of an enterprise implementing a given project. This information should be re�
flected in additional notes. When determining the scope of information on project 
activity, one should be aware that it will be the basis for the control of the execution 
of specific tasks listed in the project schedule and when next project activities are 
undertaken it can be the basis for the evaluation of particular budget items and the 
analysis of sources of financing for undertakings.

Control Control is conducted concurrently with the project execution. �rom the point of 
view of management accounting, the instruments used in this phase are those 
which enable comparing actual results with the devised and approved model, 
standard, budget in order to determine differences between the plan and the ex�
ecution. In this phase, finding out reasons for discrepancies and factors that cause 
them is of great importance. In this case, the management accounting system as 
well as the financial accounting system play a significant role.

Close In this phase, the reporting function is mainly carried out which in project activity 
has chiefly a form of final reports constituting the basis for the project settlement. 
These reports should include information collected as part of the financial ac�
counting system in the project execution phase as well as non�financial informa�
tion that the management accounting system provides. Depending on a source 
of financing, a final report on the project execution can have a different scope. 
Moreover, it is the basis for developing assumptions for the future projects. 

Source: own work.

The described scope of adapting the accounting system to project activity indicates 
the uniqueness of adopted solutions and the variety of the applied instruments. In order 
to illustrate the complexity of the issue, an empirical case is presented.

Case study

Wytwórnia Mas Bitumicznych Spółka z o.o. undertook a project including the erection 
and operation of a wind power plant. The project should be an additional (alternative) 
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source of energy necessary for the production of bituminous mass and the operation 
of a concrete batching plant. The decision on undertaking the project was preceded by 
the analysis of efficiency of various energy sources and the possibility of financing al�
ternative undertakings. In the project initiation phase, short�term decision calculi were 
used. They focused mainly on solving a make�or�buy decision problem. A source of data 
needed to make the decision was information from:

 – systematic cost accounting,
 – energy demand balances, 
 – the results of the price analysis of energy generated in a traditional and unconventional way,
 – analyses of and reports on environmental impact of specific energy sources,
 – estimates of the erection of wind power plants drawn up by specialist entities.
In the next project phase, its execution plan and the construction organization were 

elaborated.  The decision was made that as a result of the project execution one horizontal�
axis wind turbine with a 100�meter tower and a 100�meter diameter rotor and rated power 
of 2.5 MW would be erected. Due to the enterprise’s energy demand at the level of around 
70% of the device capacity, a surplus of the generated energy will be sold to external users. 
The investment was conducted within 3.5 years, i.e. between July 2014 and December 2017. 

The project was implemented by an external company specialized in the erection and 
operation of wind power plants. A contractor was selected on the basis of tenders submitted 
to the Company. Decisive factors in the selection of the most advantageous tender were:

 – costs of the project execution,
 – a project schedule,
 – the possibility of investor’s participation in the part of the erection of a wind power 

plant which involved, among other things, conducting a part of pre�project works, i.e. 
recognizing water and soil conditions as well as preparing a site, including access roads 
and future service roads, earthworks and foundation works.

Before making a choice of the most advantageous tender, the entity drew up the 
project schedule. It encompasses four main phases (cf. figure 2), i.e.:

I. Phase 1 – �ormulation of the project concept (around 12 months)
II. Phase 2 – Organizational and legal works (around 24 months)
III. Phase 3 – Analysis of source of financing for the undertaking (around 6 months)
IV. Phase 4 – Erection of a  wind power plant within the execution period of 6–8 
months, including:

 – preparing a site,
 – electricity and installation works,
 – assembly of wind turbines,
 – testing.
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Figure 2. A Gantt chart for the planned undertaking

Project phases 2014 2015 2016 2017
3 4 1 2 3 4 1 2 3 4 1 2 3 4

Phase 1

Phase 2

Phase 3

Phase 4

Source: own work.

The investor was directly responsible for the first three phases, whereas in the erection 
phase the participation of the Company implementing the project was described in de�
tails in an agreement concluded between the parties, i.e. the investor and the contractor.

On the basis of a cost estimate devised by a specialist external entity and approved 
by the contractor, it was indicated that the project execution would require investment 
outlays of PLN 13 million. The planned outlays for the project execution are presented 
in table 3.

Table 3. Planned outlays for the project execution

No. Investment outlays PLN net value Structure 
in %

1. Cost of the purchase of machinery and equipment 10 161 201.28 77.92
2. Cost of construction works with equipment permanently at�

tached to the foundation 1 882 716.67 14.44
3. Cost of installation – included in the equipment price � �
4. Preparing the project to obtain a construction permit 296 347.95 2.27
5. Cost of the connection to a grid 43 350.85 0.33
6. Other outlays not listed above, including an additional silencer 657 656.00 5.04
Total 13 041 272.75 100

Source: own work.

It was agreed that the project would be co�financed through a  bank loan in the 
amount of PLN 5.7 million, what constitutes around 43.71% of the planned investment 
outlays. After analysing the possibilities of receiving an investment loan for the amount 
needed having a low cost of capital, a lender was selected and it offered a loan bearing 
an interest rate of 2.55% with 1% commission and the loan term of 12 years.

The costs of wind power plant operation were included in the budget. The larg�
est part of costs was determined analogically, that is by using information on actual 
costs of similar projects and adjusting these values on the basis of differences in 
projects as well as on the basis of individually devised schedules, including a fixed 
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asset depreciation schedule (cf. table 4). Table 5 presents the list of the planned op�
erational costs on a yearly basis.

Table 4. Excerpt from the fixed asset depreciation schedule 

No. Name of a fixed asset Initial value Depreciation 
rate in %

Annual depreciation 
write-off

1. �oundation and tower 3 912,381 85 4.5 176 057.18
2. Wind power generator set 9 113 033.70 5.0 455 651.69
3. IDS and CCTV systems 15 857.20 10.0 1 585.72
Total 13 041 272.75 633 294.59

Source: own work.

Table 5. Operational costs on a yearly basis

No. Planned operational costs PLN net value Structure in %
1. Equipment maintenance cost 303 183.00 24.20
2. Insurance cost 36 760.00 2.93
3. Property tax (2% of the structure value) 260 825.45 20.81
4. Supervision 19 200.00 1.53
5. Depreciation 633 294.59 50.53
Total 1 253 263.04 100

Source: own work.

On the basis of the technical data, it was found that the newly�established source 
of energy will generate 6,706.15 kWh annually. According to the clean energy tariff 
approved by the Energy Regulatory Office, the cost of 1 MWh is PLN 227. Therefore, the 
planned sale revenue will be at the level of PLN 1.2 million annually (cf. table 6).

Table 5. Planned revenue from the generation of energy on a yearly basis

No. Planned revenue Number of 
MWh

PLN value

1. Internal turnover – 70% of the generated energy 4 694.30 1 065 606.10
2. Sales to external users – 30% of the generated energy 2 011.85 456 689.95
Total 6 706.15 1 522 296.05

Source: own work.

When establishing the objective of the project, it was not assumed that it 
would generate revenue from the sales of the produced energy. Therefore, the 
adopted revenue level is not a factor determining the decision on implementing 
the investment.
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When starting to execute the project, the financial accounting system was ad�
justed. The accounting policy started to include the principles of recording business 
operations connected with the project activity. Therefore, a corporate chart of ac�
counts was modified. The modification involved the analytical extension in terms of 
both nominal and balance sheet accounts. It should be emphasised that, as a result 
of the project, the entity became an energy company which is subject to the provi�
sions of the Energy Law Act, thus the principles of recognising operating costs in 
records. The extension of a chart of accounts for the purposes of project activity is 
presented in table 6 where only and exclusively items which are subject to the de�
tailed description are listed. 

Table 6. Extension of a chart of accounts for the purposes of project activity

Account symbol and name
Synthetic ac�
count Analytical account – 

class 1 Analytical account – class 2

Class 0 - Fixed assets
010 – Fixed assets

0103 – Technical equipment and computers

01031 – �oundation and tower – project A

01032 – Wind power generator set – project A

01033 – IDS and CCTV systems – project A

070 – Fixed asset amortization
0703 – Technical equipment and computers

07031 – �oundation and tower – project A

07032 – Wind power generator set – project A

07033 – IDS and CCTV systems – project A

Class 1 – Cash, bank accounts and other current financial assets
100 – Cash

1001 – Cash – principal activity

1002 – Cash – project A

130 - Current bank account
1301 – Current bank account – principal activity

1302 – Current bank account – project A

Class 2 – Settlement and claims
200 – Contractual settlements

2001 – Contractual settlements – project A
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Class 2 – Settlement and claims
200 – Contractual settlements

20011 –  Client „X”

20012 –  Client „Y”

Class 4 – Costs by type and settlement
400 – Depreciation

4001 – Depreciation of assets in project A

40011 – �oundation and tower 

40012 – Wind power generator set 

40013 – IDS and CCTV systems 

410 – Consumption of materials and energy
4101 – Consumption of materials

41011 – Consumption of materials in project A

4102 – Consumption of energy

41021 – Consumption of energy in project A

450 – Taxes and fees 
4501 – Property tax

45011 – Property tax due to the execution of project A

Class 5 – Costs by type of activity
501 – Costs of principal activity  
502 – Costs of project activity 

Source: own work.

The information from the financial accounting system is the basis for comparing the 
actual costs of the project implementation with the budgeted costs in order to deter�
mine reasons for differences between them. It should be highlighted that information 
on the project was reflected in the final report and financial statements drawn up on the 
basis of the detailed accounting records.

Conclusion

The conducted study of literature proved that proper project management requires 
a wide range of information which can be provided by the appropriately adapted ac�
counting system. Due to the specific features of project activity, both the financial ac�
counting system as well as the management accounting system need to be adapted. 
The adaptation of the financial accounting system to project activity should mainly en�
able keeping reliable records of expenses/costs of the implemented projects, analysing, 
controlling and settling them. Whereas a choice of adequate management accounting 



169

The Adaptation of the Accounting System to Project Activity – Case Study

instruments should facilitate making a reasonable decision on undertaking a project and 
simultaneously minimize risks arising from the undertaken activities.

The simulation of adapting the accounting system for the purposes of project activi�
ty that was carried out proved the problem complexity. It showed that project managers 
should have interdisciplinary theoretical knowledge and practical skills. The knowledge 
of the management accounting instruments, including management types of cost ac�
counting and budgeting, is of great significance.

The accounting system properly adapted for the purposes of project activity enables 
achieving the set objective and, at the same time, reducing costs, thus maximizing prof�
its. Moreover, on the basis of appropriately aggregated information provided by the ac�
counting system, entities implementing projects can devise reliable financial statements 
and final reports which create a company image among users of such information. 
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The Significance of Non-Cash Turnover  
in Economic Growth

Abstract: In banking we can witness the globalization of financial services, mainly due to 

cutting�edge IT technologies. As innovative solutions constantly appear, the society’s needs 

and demands in the scope of financial services also increase. This revolutionary change entails 

replacing traditional forms of cash payment by modern and pioneer payment instruments.

The aim of the paper is to review the main trends across research studies connected with 

non�cash turnover. In respective parts the major trends are presented. They are dedicated 

to non�cash turnover and include: economic growth, grey zone, non�cash expenses, and 

non�cash turnover determinants. Each trend was supported by the most vital and compre�

hensive empirical studies conducted by various researchers worldwide. The conclusions in 

the field of non�cash turnover can be formulated on the basis of the analyses presented. 

The effects of considerations allow to indicate the possible trends in the field of non�cash 

turnover and constitute an added value of the publication. 

Key words: non�cash turnover, e�payments, grey zone, economic growth  
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Introduction

The paper aims to identify the main research trends in non�cash turnover such as: eco�
nomic growth, grey zone, non�cash charges and non�cash turnover determinants. These 
areas are scrutinized most frequently in the literature, but at the same time the outcomes 
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are ambiguous. The most important and complex studies were analysed. They concerned 
non�cash turnover as one of the financial transactions in retail payment system, which 
have already been implemented in the world. The review of literature encompasses as 
well theoretical studies as empirical ones. As a matter of fact, highly�developed countries 
apply non�cash transactions, which is justified by numerous benefits. However, rash and 
ill�considered implementation of non�cash transactions may lead to plenty of limitations 
in a given economy. Considering many cultural and economic differences in the use of 
cash in particular states, this process cannot be treated equally in all countries. Besides, 
in case of underdeveloped or developing countries, the existence of non�cash turnover 
may stimulate or expand grey zone, which is desirable for the state to grow. The need for 
grey zone can be justified by ineffective and insufficient state structure, which does not 
satisfy the society’s needs. 

The conclusions or recommendations in the field of non�cash turnover were formulated 
on the basis of the analyses presented. The effects of considerations indicate the possible 
trends in non�cash turnover and constitute an added value of the publication.  The aim of the 
paper is to review the main trends in the subject�matter research studies, indicate research 
inaccuracy, and highlight the significance of non�cash turnover and its impact on economic 
development. The publication also attempts to answer if non�cash payments are unambigu�
ously beneficial for economy (and if yes – in what conditions) or if socioeconomic conditions 
in which non�cash turnover hampers economic growth were identified. 

In the first part of the article non�cash turnover was defined and its conditionings 
were specified. Respectively, the influence of non�cash transactions on economic gro�
wth and the connections of grey zone with non�cash turnover were analysed. Another 
chapter was dedicated to non�cash expenses.

Non-cash turnover and its conditionings

Non�cash turnover has a long�term tradition. Its history dates from 19th century and came 
to existence in the United States. It was strictly related to the appearance of pay cards. 
They could be used in only one store, and being a holder of this kind of card meant their 
right to receive the ordered goods and accept them as a client’s credit. Not until the war 
pay cards resembling today’s ones appeared on the market.

A significant element of payment system is performing payments. Payment means 
transferring funds from a  debtor’s into a  creditor’s bank account [Polasik, Maciejew�
ski 2009, p. 15]. The other commonly known definition of non�cash turnover is used by 
BIS (Bank for International Settlements) and European Central Bank (Europejski Bank 
Centralny). According to this definition payment means transferring a  beneficiary’s  
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acceptable liabilities to a  third party [Bank for International Settlements]. The experts 
from �inland define payment as a transaction and process aimed at transferring a payer’s 
funds to a creditor being a direct payee or with participation of intermediary. Payments, 
in other words transfer of funds, are performed with the application of payment tools or 
with the help of non�bank fund transfer methods [Dahlberg, Öörni 2006, pp. 13–14]. The 
basic non�cash payment instruments comprise: pay cards, credit transfers, direct debits 
and cheque clearances. These instruments are simultaneously included in elaborations 
and statistics prepared by European Central Bank (Blue Book) and Bank for International 
Settlements in Basle (Red Book). As a consequence of globalization of financial services, 
mainly due to technology advancement over the last thirty years and the emergence 
of cutting�edge IT solutions, traditional non�cash payment instruments are more and 
more frequently superseded by more modern ones, using the funds gathered on bank 
accounts, microprocessor smart cards or e�money [Scholnick et al 2007, pp. 1468–1483]. 
Concluding, non�cash turnover is defined as a cash settlement, in which both sides, that 
is debtor and creditor, are the holders of their own bank accounts and they do not use 
cash at any stage of their mutual settlements [National Bank of Poland 2008, p. 9]. It can 
be stated that non�cash settlements substitute cash as they correspond to the classic 
function of effectively used money such as: measure of value, accumulation, change and 
unit of account [Arnold 2001, pp. 574–581].

The research on non�cash payment determinants is crucial from the financial point of 
view. The overall review of studies on this issue indicates varied factors which determine the 
form of payment. The first studies on a microeconomic scale that test clients’ payment beha�
viours with the use of single�equation logit, probit and Poisson model predominantly focu�
sed on American, German, Dutch and �innish market. �or several years these investigations 
have been also conducted in Poland. J. Marzec, M. Polasik, and P. �iszeder concluded that 
demographic characteristics allowed to distinguish and observe groups of people who used 
cash and debit cards [Marzec et al 2013, pp. 375–402]. According to their findings individuals 
who are single, in older age, live in the countryside, are not educated enough and approach 
new technologies with greater carefulness, are not willing to employ non�cash transactions. 
Besides, basing on their observations, young women, people better educated and those 
who have access to the Internet, are more inclined to pay by debit cards in comparison with 
the rest of society. T. Koźliński conducted a research study on non�cash payment habits with 
the use of payment records. The researcher indicates that one of the most significant factors 
hampering non�cash transactions is improperly developed infrastructure [Koźliński 2013, 
pp. 264–265]. In small groceries, local grocer’s shops or on the markets and at a newsagent’s 
the lack of card acceptance is a common occurrence. In case of online transactions the most 
crucial deterrent is lack of computer, Internet connection or inability to use home banking. 
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According to the studies on payment habits conducted mainly by central banks, one can 
draw the conclusion that consumers change their habits in this respect quite slowly and 
need distinctive incentives to alter their practices or manners [Leinonen 2008, p. 12].

N. Jonker carried out a  similar investigation among the Dutch households [Jon�
ker 2007, pp. 271–303]. She aimed to identify out�of�price electronic features of payment 
instruments. Her findings enhance the significance of the components such as: com�
fort and convenience (in the context of usefulness), acceptance of transactions at any 
place and speed. A vital factor determining consumers’ inclinations to use innovative 
payment instruments is their advantage over already or commonly�used ones in terms 
of security and cost. However, it is worth highlighting that most of these characteristics 
are negatively correlated to each other. �or instance, a more secure payment method 
is usually more expensive and requires a more complex interaction between seller and 
buyer, hence a user is urged to hierarchize them [Boer et al 2010, p. 99].

Consumers’ various behaviours have a  heavy impact on applying non�cash tran�
sactions [Jonker 2007, pp. 271–303]. The explorations show that females employ non�cash 
payments more often than males as they attend different places and do the shopping 
more frequently, hence they are much more likely to encounter a point�of�sale terminal or 
customer service desk. On the other hand, men travel by car more for business purposes so 
they use e�purse services paying e.g. for a car park or they use a credit card covering some 
accommodation fees. While comparing gender payment habits E.S. Mot, J.S. Cramer and 
E.M. Gulik reached similar conclusions in 1989 [Mot, Cramer, van der Gulik 1989] and J. Sta�
vins in 2001 [Stavins 2001, pp. 19–31]. Another factor determining the form of payment 
is age. Young people (up to 24) mostly pay in cash, but human beings between 25 and 
34 choose non�cash transactions far more often. The reason of this state of being is that 
youngsters do not run the households and they mostly purchase things for themselves 
to satisfy their needs, and not the needs of all family members. �urthermore, they are not 
holders of driving licence, which deprives them of the right to use point�of�sale terminals. 
In addition, youth under 18 are not entitled to possess a credit card, which also entails little 
likelihood to make payments. Age as a significant determinant of payment method was 
noticed and thoroughly discussed in R.W. Meijer’s findings [Meijer 2010, pp. 1–9].

Another essential reason influencing the choice of payment method, which was also 
spotted by N. Jonker, is income and education. The higher income and education level, 
the greater inclination or probability to use more innovative forms of payment. J. Stavins 
presents a convergent opinion. However, some negative and positive correlations were 
raised as well. The inverse relationship concerns age and using cash to make payments. 
Referring to the positive aspects, there are credit card�age and income�education re�
lationships. The degree of urbanization and regional disparities also has a meaningful 
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influence on consumers’ behaviour. In case of humans living in a  big agglomeration, 
there is more likelihood to use a credit card by 8�10% in comparison with the residents of 
small towns and villages. Some other determinants of payment method were identified 
and scrutinized by D. Humphrey, M. Kim, B. Vale [Humphrey et al 2001, pp. 216–234], 
E. Klee [2004], or H. Allen [2003, pp. 428–438] and J. Zinman [2005, pp. 30–31]. They point 
out that one of the leading determinants of non�cash transactions is expenses incurred 
by clients, transaction speed (the more the transaction speed, the better the customer 
satisfaction and system availability provision), ease of use and learnability, or loyalty pro�
grams offered by companies and linked with payment instruments. Summing up, one 
can be stated that all findings and research studies that have been conducted so far, do 
not confirm unambiguously which of the above mentioned characteristics is most signi�
ficant while choosing a payment instrument.

Impact of non-cash turnover on economic growth 

The review of literature encompassing theoretical studies concerning the influence of 
non�cash turnover on economy, hitherto empirical explorations dedicated to this issue 
and numerous reports indicate there is a positive impact of non�cash transactions on 
economic growth. Positive relationships between non�cash payments and economic 
development were observed by e.g. I. Hasan, T. Renzis and De H. Schmiedel [Hasan 
et al 2012, pp. 1–41]. They investigated the dependence between retail payments and 
overall economic growth on the basis on the statistics from the 27 countries over the years 
1995–2009. The outcomes proved that electronic retail payments (e�payments) boosted 
overall economic advancement, consumption and trade [Hasan et al 2012, pp. 21–22]. 
E�payment can be defined as payment initiated, made and received electronically [Eu�
ropean Central Bank 2010]. E�payments made with the use of pay cards have become 
a peculiar feature of today’s economy [Arai 2004, pp. 1–24]. The heaviest impact on eco�
nomic growth can be attributed to all card payments, whereas transfer order and direct 
debit are the latterly mentioned economy stimulants. Moreover, the findings reveal that 
cheques slightly affect economic progression, consumption and trade. The hypothesis 
assuming that harmonization and integration of retail markets have a positive effect on 
consumption and trade development was verified positively, mainly owing to the crea�
tion of a single euro payment area (SEPA). The particular studies also demonstrate that 
the subject impact of retail payments on economic growth is more visible in the Euro�
zone states than in countries not belonging to the European monetary union. Analysing 
positive aspects of non�cash transactions on domestic or world’s economy, M. Cirasino 
and J.A. Garcia believe that this system facilitates executing trade transactions as well for 
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consumers as for business entities, which is extremely beneficial for overall economy [Ci�
rasino et al 2008, pp. 1–78]. The major advantages of non�cash payment methods include: 
transaction speed and a sense of security [Cirasino et al 2008, p. 21]. O. Slozko and A. Pelo 
perceived a positive impact of non�cash payments on economy. In their explorations they 
proved there was a positive correlation between the rise in e�payments and gross dome�
stic product increase. They concluded that using non�cash payments was strictly related to 
the extent a given country’s economy was developed to [Slozko, Pelo 2014, pp. 130–140]. 
On the one hand, greater welfare and rapid development of financial system in richer 
countries encourage consumers to make non�cash payments, on the other, this type of 
payments causes economy to significantly accelerate. O.S. Oyewole, El�Maude, J. Gambo, 
M. Abba and M.E. Onuh present a concurring opinion. Besides, they unanimously stated 
that only cash points influenced economy’s development, while other electronic pay�
ment channels indicated harmful effects [Oyewole et al 2013, pp. 913–918]. H.H. Tee and 
H.B. Ong analysed the following consequences of accepting non�cash payments: cheque, 
pay card, telegraphic transfer – payment upon request in real time or offline mode, and 
e�money in the five EU countries such as: Austria, Belgium, �rance, Germany and Portugal 
over the years 2000–2012 [Tee, Ong 2016, pp. 1–9]. They concluded that impact of non� 
�cash transactions on economic growth expressed by the proportion of gross domestic 
product (GDP) to the Consumer Price Index (CPI), could be observed only in a long�term 
perspective. It means that every single policy promoting non�cash payments does not in�
fluence economy immediately, but it proves its worth in the long run. 

The latest findings on the discussed issue are published in annual reports of Moody’s 
authors and analysts, that is V. Singh and M. Zandie [Zandie et al 2016, pp. 1–31]. The 
research study based on macroeconomic data from 70 countries in the years 2011–2015 
showed that retail payments contributed to trade and consumption increase, which con�
secutively succoured production and overall economy’s development. On the sample 
analysed, it was noticed that there was a positive relationship between penetration or 
using pay cards and economic growth. A considerable rise in using electronic payments, 
especially including credit cards or pre�paid debit cards caused an increase in consump�
tion by 0.2% on the rising markets, by 0.14% in developed countries, additionally gross 
domestic product grew by accordingly 0.11% and 0.08%, which gave 297 billion dollars 
in total. The rise in using electronic payments makes economy more effective, reduces 
all transaction charges, and contributes to the improved flow of goods and services. As 
a consequence of rising popularity of non�cash payments in the tested period, overall 
employment growth by 2.6 million could be observed in all of 70 countries. The greatest 
employability could be observed in China – averagely 427 thousands of new vacancies 
a year and India – 336 thousand. The investigation also revealed that the development 
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and advancement of non�cash payments was not the only factor improving a country’s 
welfare. To achieve the best possible result, a well�developed financial system and “he�
althy” economy are indispensable alike.  In order to disseminate and promote non�cash 
turnover the report’s authors encourage the state authorities to limit the regulations as 
possible, foster developing financial infrastructure and support consumption growth.    

The above presented research results were mainly based on the analysis of influence 
of non�cash payments – mostly made by cards – on the components of global demand. 
A slightly different approach to economy’s advancement and prosperity was exposed by 
other researchers – A. Jalil or M. Idrees, who grounded their scrutiny of economic growth 
on studying a supply aspect and on transformations of Solow or Cobb�Douglas’s pro�
duction function [Jalil, Idrees 2013, pp. 383–388]. They attempted to assess or estimate 
the degree of education and technology advancement impact on producing domestic 
income in various economies. It is worth adding that not all researchers spotted a po�
sitive influence of non�cash transactions on economy. J. Park, with the use of macroe�
conomic data from 76 countries between 2002 and 2004, proved that the expansion of 
non�cash payments contributed to the repeated occurrences of corrupt dealings, which 
vastly lowered the quality of private investments and, which sequentially led to econo�
mic slowdown [Park 2012, pp. 907–929].

On the example of Nigeria, C.N. Ezuwore�Obodoekwe, A.S. Eyisi, S.E. Emengini and 
A.�. Chukwubuzo discovered that citizens’ greater activity in using non�cash payments 
led to the loss of the local central bank’s autonomy [Ezuwore�Obodoekwe et al 2014, 
pp. 30–42]. As a consequence of this, the central bank’s monetary policy instruments 
are getting ineffective to control an interest rate and money supply. Velocity of money 
circulation causes prices to rocket. M. Al�Laham, H. Al�Tarawneh and N. Abdallat thought 
likewise. Moreover, they unanimously believe that dissemination of e�money vastly re�
duces the central bank’s demand for reserves declared by commercial banks, constrains 
the central bank’s ability to control money supply and triggers the velocity of money 
circulation. It also entails the decline in international money supervision or the alteration 
of money multiplier [Al�Laham et al 2009, pp. 339–349].

Non-cash payments as black economy deterrent

A very essential issue, which is relatively poorly studied, is an impact of non�cash payments 
on the volume of black economy. Grey zone is a common occurrence in almost each econo�
my. It is basically defined as the segment of a country’s economic activity that derives from 
sources that fall outside of the country’s rules and regulations regarding commerce con�
tributing to the official gross domestic product (GDP), but that is unrecorded [Schneider, 
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Enste 2000]. The activities can be either legal or illegal depending on what goods and/
or services are involved. It can be also defined as the part of a country’s economic activity 
that is unrecorded, untaxed by its government and measured in percentage [Packard et 
al 2012]. A vast majority of research studies indicate that minimizing cash circulation in 
economy in favour of e�payments restricts black economy. This thesis is confirmed by pe�
riodic investigations performed by the professor �. Schneider and his research team from 
A.T. Kearney’s consulting firm. According to Schneider’s estimation in 2015 black economy 
in the EU�28 countries accounted for 18,3% of GDP [Schneider 2015, p. 6]. His explorations 
confirm the occurrence of strong correlation between the progression of e�payments and 
the volume of grey zone in economy of the states analysed. In those countries where elec�
tronic payments are popularized within society such as: Great Britain or the Netherlands, 
black economy is not so prevalent in comparison with the states where this form of pay�
ment is not hugely promoted, like in Bulgaria or Romania. It is estimated that an increase 
in e�payments by 10% annually for at least four consecutive years may contribute to black 
money reduction by even up to 5%. Besides, on the example of different solutions applied 
in some countries, the report comes up with varied methods of promoting electronic pay�
ments [Schneider, Kearney 2001, 2013; Łapiński et al 2014, pp. 15–16]:

 · Italy – an obligation to make payments of over 1.000 euros online; tax allowances for 
e�payments (non�cash ones) in trade and service outlets, combined with fines for re�
tailers who were proved not to give customers the purchase confirmation three times 
within five years;
 · South Korea –  an obligation to install a point�of�sale terminal in stores whose annual 

turnover exceeds 20.000 euros; VAT impairment for retailers applying e�payments and 
non�recurring tax deduction for citizens whose card  expenses exceed 25% of their 
income (20% for credit cards);
 · Singapore, Great Britain – acceptance of electronic payments by state institutions 

e.g. within employees’ salaries, tax payments or fines;
 · Columbia and Argentina – sales tax deduction on retail payments made with the use 

of pay cards.
The above examples confirm that non�cash transactions foster black economy re�

duction bringing its functioning limitations, which respectively translates into the rise 
in budget income and increased access to business entities’ turnover. Taking into consi�
deration that in economy public authorities are the predominant initiators and payees, 
non�cash transactions play an essential role. There are several recommendations: trans�
ferring public sector employees’ remunerations, distributing unemployment benefits 
and pensions to individuals with the use of pre�paid cards, paying taxes and fines via the 
Internet, pay card or transfer [Schneider, Kearney 2013, p. 18]. 
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In order to outline the possibilities of black economy reduction through promoting 
e�payments, grey zone resulting from unrecorded transactions was divided into an acti�
ve and passive side. Within active black economy the parties do money transactions 
profitable for both of them. A good example of this can be a home improvement service 
without issuing an invoice in return for a lower price. However, in passive black econo�
my only one party (vendor or service contractor) gains some profits due to undeclared 
income, but the other party (purchaser or service recipient) is either unaware of  not 
declaring it or just accepts this behaviour. An epitome here can be any unrecorded ser�
vices by a proprietor of a restaurant, a hairdresser or a barber, where a customer pays for 
the given service in cash, however they do not ask for a receipt. The EY studies indicate 
that in case of the eight countries analysed in Central and South Europe, that is: Bos�
nia and Herzegovina, Bulgaria, Croatia, the Czech Republic, Poland, Serbia, Slovakia and 
Slovenia, passive black economy is responsible for a vast majority of unrecorded cash 
transactions. Implementation of any incentives and  mechanisms promoting and disse�
minating electronic payments in case of active grey zone will not resolve the problem as 
both parties will use the cash saved. In this particular case cash is a consequence of grey 
market, but not the reason. It is different in the case of black economy’s passive side as 
cash here fosters hiding transactions. Promotion of e�payments could vastly constrain 
the possibility of hiding transactions, which with time would lead to the reduction of 
passive black economy [Better Government EY Programme 2016, pp. 1–3]. The EY report 
points out the actions which have already been implemented in several countries and 
which have become propitious for reducing the volume of passive black money [Better 
Government EY Programme 2016, pp. 34–41]:

 · obligation to pay salaries, including pensions and retirement benefits online (remu�
nerations: Croatia, Slovenia; transfers: Denmark, Sweden, Uruguay),
 · establishing the thresholds for consumer’s maximum cash payments (Bulgaria, Slo�

vakia, the Czech Republic),
 · obligation to possess and use fiscal cash registers (Poland); fiscal printers and all fiscal 

devices are connected online through the Internet to the monitoring system (Croatia, 
Serbia, Slovakia, Hungary),
 · development of payment infrastructure – obligation to possess and use point�of�

sale terminals (POS) (South Korea),
 · receipt lotteries (Poland, Slovakia, Croatia, Bulgaria, Taiwan, Brazil)
 · tax incentives for consumers making e�payments (South Korea, Brazil – Sao Paulo, 

Columbia),
 · tax deductions for vendors (South Korea, Uruguay),
 · tax on cash withdrawals (Ireland).
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A state making use of appropriate control and repression tools tries to combat black 
economy, however these actions refer to the places where illegal activity has already occur�
red. According to the Research Institute of Market Economy, in order to reduce the volume 
of black money transactions some preventive measures are much more effective. Preven�
tion here means creating some economic regulations which will discourage entrepreneurs 
from hiding their business activity away from revenue office [Łapiński et al 2014, p. 16].

Non-cash charges

D. B. Humphrey, M. Willesson and others investigated the expenses of sending (or re�
ceiving) payments incurred by banks, vendors and other parties of transactions on the 
example of twelve European countries in the years 1987–1999 [Humphrey et al 2006, 
pp. 1631–1652]. Their findings proved that a state which would fully switch its payment 
paper system to an electronic one could generate some gains up to 1% of GDP annually 
or even more. A thorough analysis also revealed that bank charges connected with pay�
ment service in twelve European countries had been lowered averagely by 45%, which 
is a consequence of an increase in online payment market share from 43% up to 79% in 
1987–1999. Besides, transaction charges were reduced because of constantly decreasing 
market share of valuable cash payments, a well�developed electronic payment system, 
an increased volume of e�payments, and the reduction of telecommunication costs 
stemming from technology advancement or deregulation. In addition, lowering non�
cash charges is caused by continually rising competition on the telecommunication mar�
ket as well. In another elaboration the above mentioned authors highlight that the cost 
of non�cash transactions in particular states may differ depending on: the kind of pay�
ment instrument used, frequency with which a given instrument is used and the degree 
to which e�payment technology is applied in paper form. �urthermore, their explorations 
show that the expansion of cash dispensers in the place of launching costly bank subsi�
diaries caused the proportion of bank operational costs in Europe to their total amount 
of assets to fall by 24% in the period analysed [Humphrey et al 2003, pp. 159–174].  S.C. 
Valverde, D.B. Humphrey and R.L. del Paso reckon that increased use of ATMs related to 
their enlargement had a huge impact on lowering non�cash charges. As a result of inve�
stigations conducted over the years 1992–2000 in Spain, bank operational costs have 
dropped by 37%, which allowed to save approximately 4.5 million constituting 0.7% of 
GDP [Valverde et al 2004, pp. 1–17]. 

S. Carbo, D. Humphrey, R. Lopez and others observed 1541 commercial banks in Spain 
in the 1992–2000 period. The outcomes of those observations displayed that incremen�
tal replacement of cash payments by non�cash, electronic transactions and the parallel 
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development of cash dispensers or reduction of bank subsidiaries in the analysed period 
allowed the Spanish bank sector to save 5 billion euros. In this period some limitations on 
costly cheque transactions, which are so popular in the Spanish payment system, were 
imposed. Moreover, in the above mentioned authors’ view their findings were unequivo�
cal in confirmation of the fall in bank operational unit costs by 35% and estimated tran�
saction charges by 47%. All above dips were payment change�related consequences. This 
reduction was caused by an increase in non�cash payments by 85%, a rise in credit and 
debit cards spending by 78% and a fall in cheque payments by 18% [Carbo et al 2002]. 

Similar conclusions were drawn by O. Gresvik and G. Øwre [2002, pp. 125–133]. The 
aim of their research study was to identify the structure of transaction expenses and 
denote the correlation between payment system, product/ service price and costs. �rom 
the authors’ point of view prices should reflect the product/ service value and the cost 
of producing it. The prices which mirror relative production costs of various payment 
services are inviting for their recipients to be able to choose services which will satisfy 
consumers’ needs at the lowest possible costs. This approach leads to efficient resource 
exploitation and increased effectiveness of payment system. In this paper the results of 
research on cost formation were presented. Seven banks took part in the research study. 
As a consequence of disseminating non�cash transactions, the costs incurred by banks 
show a downgrading tendency during the 1988–2001 period from 1,93€ up to merely 
0.73€, which means the costs were reduced by 62% but the volume of transactions do�
ubled. A scale effect and decreased e�payment costs entailed the reduction of unit costs. 

The European Central Bank (ECB) carried out a study on the social and private costs of 
different payment instruments with the participation of 13 national central banks in the 
European System of Central Banks (ESCB). Social costs of retail payment instrument are 
associated with the workload and capital incurred in favour of a given payment service 
[Brits, Winder 2005, pp. 13–18; Bergman, Guibourg, Segendorf 2007, pp. 4–6]. It shows 
that the costs to society of providing retail payment services are substantial. On avera�
ge, they amount to almost 1% of GDP for the sample of participating EU countries. Half 
of the social costs are incurred by banks and infrastructures, while the other half of all 
costs is incurred by retailers. The social costs of cash payments represent nearly half of 
the total social costs, while cash payments have on average the lowest costs per tran�
saction, followed closely by debit card payments. However, in some countries, cash does 
not always yield the lowest unit costs. Despite countries’ own market characteristics, the 
European market for retail payments can be grouped into five distinct payment clusters 
with respect to the social costs of payment instruments, market development, and pay�
ment behaviour. The results from the present study may trigger a constructive debate 
about which policy measures and payment instruments are suitable for improving social 
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welfare and realising potential cost savings along the transaction value chain [Schmie�
del et al 2012, pp. 1–49]. The fact that the proliferation and dissemination of non�cash 
transactions contribute to the reduction of transaction fees and thereby improve the 
flow of goods and services, was acknowledged in the report prepared  by the Moody’s 
Analytics [Zandi et al 2016, pp. 1–31]. D.D. Garcia�Swartz and others stated that resigna�
tion from cash and cheques in favour of non�cash payments is economically profitable. 
Their analysis indicates that some groups, especially consumers can benefit from this 
revolutionary change. In their findings they concluded that electronic payments were 
far cheaper for the society than paper forms of payment. In the case of stores accepting 
card payments, credit card payment is frequently linked with possessing a loyalty card, 
which means that such transactions have the lowest social limit net cost [Garcia�Swartz 
et al 2004, pp. 199–288; Chande 2008]. The Dutch society was also scrutinized in terms of 
non�cash payment cost effectiveness [Bolt et al 2010, pp. 1738–1744]. The study shows 
that in 2002 the most effective form of payment for the purchases below 11,63€ was 
cash. Applying extra charges by retailers led to the insufficient usage of debit cards. It 
shows that consumers are susceptible to price incentives as well. In the authors’ view 
eliminating any charges for using debit cards should have a positive impact on cost ef�
fectiveness. Through positive scale effects or higher volumes of debit card payments, 
banks can introduce a lower charge on debit card transactions. The studies reveal that 
the withdrawal of charges on debit card transactions will lead to an increase in the num�
ber of debit card payments and reduce the use of cash. The simulations imply that debit 
card payment share in the total number of transactions will grow on average by 8%, 
which indicates the savings up to 50 million Euro. The analysis carried out by K. Takala 
and M. Viren mainly focuses on the expenses and payment effectiveness on the example 
of �inland [Takala, Viren 2008]. Their investigations demonstrated that the total costs for 
providing retail payments in �inland accounted for merely around 0.3% of GDP. They 
also perceived that in Belgium, the Netherlands and Sweden unit costs of cash and card 
transactions seemed to be at the same level.  

O. Gresvik and H. Haare conducted a comprehensive study on social costs of using 
pay cards and cash on the territory of Norway in 2007 [Gresvik, Haare 2009, pp. 16–27]. 
They estimated the expenses of payment services at approximately 11 billion NOK being 
an equivalent of 0.49% of GDP, which is comparable to the total social cost of payment 
services in Sweden in 2002 that reached 0.4% of GDP [Bergman et al 2007]. The major 
reason for this lies in a relatively low proportion of cash transactions in comparison with 
the ratio of debit card usage. �urthermore, the decline in transaction fees was accompa�
nied by the increase of banks’ productivity and efficiency. 
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Conclusion

A  vast majority of the studies conducted imply a  positive impact of non�cash tran�
sactions on economic growth. It mainly stems from reducing transaction fees, impro�
ving the whole payment system and a positive influence of non�cash payments on ove�
rall consumption and investments. The expansion of electronic payments – through 
the increased transparency of funds flow – fosters limiting grey market in economies. 
The reports concentrate on promoting e�payments through diverse actions taken by 
most of countries in the world. In general, the key results of the studies show that 
a state which will fully switch to electronic payment system, leaving behind a paper 
one, may report the savings amounting to at least 1% of GDP annually. However, the 
development of payment system and consumers’ choices of payment forms depend 
on many factors. The above choice is determined by the site, available infrastructure, 
and the costs of using the given funds. Demographic determinants and out�of�price 
features of payment instruments like security, comfort or transaction speed influence 
this choice as well.

Analysing the detailed conclusions related to the influence of non�cash turnover, it 
is worth pointing out that its impact on long�term expansion of the economy’s capacity 
may differ depending on the form of making non�cash payments. In spite of the positive 
correlation proved, their range is not still known and it is hard to define it. Different mo�
dels applied in particular research studies and investigations imply that non�cash pay�
ments boost a country’s economy.   

The findings also suggest that the impact of the above growth on economy be dif�
ferent according to a given country’s economic advancement. There is still a question 
what determines the direction and leverage of the mentioned impact on economic gro�
wth in various countries. In this case the results are ambiguous. 

Referring to limiting grey market, non�cash turnover seems to be a  tool supporting 
a country’s economic policy, nevertheless, it is not sufficient to eradicate untaxed transactions 
flow in economy. The outcomes of explorations pinpoint that in the case of every country over�
regulated, black economy allows to accelerate the actions or achieve extra and unintended 
results. In this field there are lots of loopholes depending on a region or a country. 

Non�cash transactions costs are a crucial factor affecting the implementation of non� 
�cash payments in economy. However, study�based disparities in the volume of these 
costs towards GDP and inability to compare the examinations (different countries, diffe�
rent sample periods) make the findings incomparable. It should be distinctively stated 
that the existing literature does not comprise studies on the cost�volume�profit analysis 
in strict dependence on a given country’s economic development.



184

Radosław Pastusiak, Magdalena Jasiniak, Marlena Grzelczak

Implementation of non�cash transactions is connected with a number of challenges 
and implications for the society that is to be deprived of material funds, that is a convey�
or of value which has been accompanying them for a few thousand years. Undoubted�
ly, social and demographic factors are meaningful here. Analysing the determinants of 
implementation and effectiveness of non�cash turnover there are still lots of loopholes. 
There arises the question what social factors vastly constrain the employment of non�
cash transactions – an attempt to formulate the recommendations. 
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Corruption Impact on Total Factor Productivity – 
A Nonlinear Relationship

Abstract: The aim of the article is to examine the correlation between corruption and the 

total productivity of production factors. The study analyzed the significance of the impact of 

corruption on T�P and the type of this influence – linear and nonlinear. The study consisted 

of analyzing the most important theoretical arguments appearing in the literature for the po�

ssible impact of corruption on T�P. Next, a research hypothesis was formulated, which was ve�

rified on the basis of an empirical study. The results of the study indicate the relationship be�

tween corruption and T�P, and this relationship is nonlinear. Corruption affects T�P to varying 

degrees and it depends on the level of corruption in the country. In corrupt countries taking 

up the fight against corruption indicates much higher T�P increments than in non�corrupt 

countries. The article tackles the topic poorly described and analyzed in the literature. The 

impact of corruption on T�P is the subject of few studies, mainly made by foreign researchers.

Key words: corruption, T�P, investment, human capital, nonlinear relationship

Introduction 

The aim of the article is to find the correlation between corruption and total factor pro�
ductivity (T�P). This goal will be achieved by presenting a review of literature for this issue 
and empirical verification of the research hypothesis. The issue of the influence of corrup�
tion on the productivity of factors of production is widely discussed in the literature and 
commented, although it is not always explicitly indicated by the author of the research. 
Empirical research on the impact of corruption on the productivity of production factors 
is a new approach that has not been thoroughly analyzed and explained in the literature.
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The factors determining the level of human capital, i.e. education and health [Isaks�
son 2007, p. 6], can be mentioned among the basic factors determining the productivity 
of production factors. These factors will determine the level of the overall knowledge 
base and directly affect human capital, which is reported as one of the most important 
(if not the most important) T�P factor (e.g. confirmed by Przybyliński [2012, p. 851]). �rom 
the Solow’s theory of growth perspective, physical and human capital is the most impor�
tant because their growth results in an increase in production [Solow, 1956, pp. 65–94].

Another factor affecting T�P is the level of investment in a given country, i.e. expen�
diture on, among others R & D and as emphasized by Welfe and �lorczak [2007, p. 92], 
the largest part of investment affecting T�P are investments transferred from abroad. 
This is particularly important for countries with a lower level of economic development, 
which do not have such a well�developed R & D sector as rich states. An increase in the 
investment rate in the country should support T�P growth.

The work consists of three parts. The first part contains a review of the literature on 
the potential impact of corruption on T�P and comments on the arguments presented in 
the literature. Next, the second part presents the research hypothesis, which was formu�
lated on the basis of the theories presented in the literature and the author’s research ex�
periences. The theoretical arguments for a possible positive verification of the research 
hypothesis and tools that were used to verify the hypothesis were indicated. The third 
part contains an econometric study and conclusions that can be made from the results 
obtained. The work is finished with a concise summary of the whole.

Corruption impact on productivity – theoretical approach

The impact of corruption on the country’s contaminated economy is thoroughly confir�
med in the literature. Currently, research is underway to indicate the type of this depen�
dency and to indicate the channels of corruption impact on the economy. In the case of 
T�P, it is also possible to indicate different channels of impact of corruption on producti�
vity. One of the first arguments is the imperfect state functioning as a result of corrup�
tion. Rose�Ackerman [1999, p. 146] pointed out that the actions of corrupt governments 
are ineffective, resulting in a waste of resources. This waste can be understood as being 
used in an ineffective way. Corruption affects the rulers in such a way that they make 
decisions that are profitable for them and not for the general public. Lambsdorf  [2003, 
p. 457] pointed out that state officials in such a country are appointed on the basis of 
nepotism, not on the basis of their aspect of productivity.

Corruption adversely affects the investment rate [Mauro 1995, pp. 681–712]. Shle�
ifer and Vishny [1993, p. 599] argued that corruption increases the investment costs. 
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The increase in investment costs may result in their total unprofitability. Investors can 
also be deterred by the mere need to pay a bribe because it will not be consistent with 
the habits they prefer or the moral views of investors. Due to the negative impact on 
the investment rate, corruption will also have a negative impact on T�P, which is often 
analyzed in the literature, e.g. del Mar Salinas�Jiménez, Salinas�Jiménez [2007, p. 913]. 
Especially in this context, it is important to limit the inflow of foreign direct investment 
to the corrupt country. Corruption will limit �DI (as confirmed by Habib and Zurawi�
cki [2002, p. 303]), and since �DI has a positive effect on T�P [Alfaro, Kalemli�Ozcan, 
Sayek 2009, p. 131], corruption may also limit T�P. The negative impact of corruption 
on investments is the most common argument postulating the negative impact of 
corruption on the economy [e.g. Mo 2001, pp. 72–73]. In the literature, however, one 
can find arguments indicating the possibility of a positive impact of corruption on the 
level of investment. “In countries where administrative regulations are cumbersome, 
corruption can be a means to achieve certain benefits by foreign investors, thus (po�
tential profits) motivate to invest in these countries” [Abotsi, Iyavarakul 2015, p. 252]. 
Corruption can favor investments in countries with excessive bureaucracy, because 
thanks to bribes, they do not have to comply with a number of standards that accuse 
the investor of the right. Cuervo�Cazurra [2006, pp. 807–822] pointed out that corrupt 
countries can attract investments from corrupt countries as well. The experience of 
investors in corrupt countries is reflected in the willingness to invest in other countries 
on the basis of corruption. There are also views that bureaucratic and corruption�free 
states can achieve lower development rates than bureaucratized and corrupt states 
[Huntington 1968, p. 69]. The above arguments allow to conclude that the impact of 
corruption on investments is heterogeneous, and thus the impact of corruption on 
T�P may be ambiguous.

Literature analysis confirms the existence of the impact of corruption on producti�
vity. Lambsdorff [2002, p. 458] indicates that corruption (and its lack) is a production 
factor comparable to human capital. Lambsdorff also made one of the first econo�
metric analyzes considering the impact of corruption on capital productivity. The 
obtained results allowed him to confirm that corruption affects the productivity of 
capital negatively [Lambsdorff 2002, p. 468]. Keita [2017, p. 13] confirmed the negati�
ve impact of corruption on T�P, where the increase of corruption by one unit caused 
a decrease in T�P by 0.016%.
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Hypothesis

The review of literature made it possible to conclude that the impact of corruption on the 
economy and thus on the basic factors of productivity is ambiguous. There are arguments 
for the possibility of the negative impact of T�P corruption and rational postulates of the 
positive impact of corruption on T�P. Most studies analyzing the impact of corruption on 
macroeconomic values are based on the detection of linear dependence. Considering that 
corruption may have a different impact on the economy and thus on T�P, one can conclu�
de that at the same time its positive and negative effects on the economy may occur. This 
brings the research problem to the question of whether corruption affects the T�P in a line�
ar way. Based on the literature review, it is possible to put a research hypothesis:

H1: Corruption affects non�linearly the productivity of production factors
This hypothesis postulates that the impact of corruption on T�P may be heteroge�

neous (nonlinear). Therefore, econometric models that take into account the nonlinear 
function of corruption should be used to verify such a hypothesis. An example of such 
a function is a square function and a logarithmic function. Ultimately, econometric mo�
dels have the following form:

      (1)

        (2)

Where:
human capital – Human Capital Index,
invest – investment rate,
investment freedom – Investment �reedom Index,
T�P – Total �actor Productivity,
CC – corruption index.

Empirical analysis

Statistical analysis was started by establishing a list of necessary variables. As a control 
variable, a variable explaining human capital, the investment rate and the freedom of 
investment was chosen, which will also indicate the openness of the economy to foreign 
capital. Corruption is a complex phenomenon to measure, which is why two indicators of 
corruption were published by various institutions which most often appear in scientific 
research. These are Control of corruption (CC) published by the World Bank and �reedom 
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�rom Corruption published by the Heritage �oundation. The description of variables 
and their source is included in the table below. The study is based on data for the years 
1996–2015. They were averaged over 5�year periods to avoid the impact of short�term 
trends in the data. The study covered 29 European countries1 for which all required data 
are published.

Table 1. Variable description

Variable Source Description

T�P Penn World Table
Total �actor Productivity at constant national prices 
(2011=1)

Human capital Penn World Table
Human capital index, which is based on years of 
schooling and returns to education.

INWPKB World Bank
The size of the investment divided by the GDP of a given 
country.

Investmentfreedom Heritage
The index measuring the level of restrictions on the 
movement of capital. It accepts values from 0 � no 
freedom, up to 100 � completely free flows of capital.

CC World Bank
Corruption control indicator. It takes a value from 0 to 
5, where 0 means a completely corrupt state, and 5 – 
a state free from corruption.

��C Heritage
Index of freedom from corruption. It accepts values from 
1 to 100, where 0 means a state completely dependent 
on corruption, and 100 – a state free from corruption.

Source: own elaboration.

It should be noted that the original data on the Control of corruption ranges from �2.5 
to 2.5, where the higher the value of this indicator, the less corruption is recorded. �or the 
purpose of this study, this variable was transformed to take values from 0 to 5, because it 
reduces the loss of data with the logarithm of this variable. Also interesting is the T�P va�
riable, which shows how T�P changes in the state in relation to the level of 2011.

Below is a graph of CC corruption meter and T�P variable. The graph shows that the co�
untries with the highest T�P value increases are not the countries with the lowest level of cor�
ruption. The trendline in the form of a polynomial on the graph makes it possible to conclude 
that the impact of corruption on a particular T�P level is different. It should also be noted that 
the lowest T�P values are achieved by those countries that had the most corruption.

1 Austria, Belgium, Croatia, Cyprus, Czech Republic, Denmark, Estonia, �inland, �rance, Germany, Greece, Hun�
gary, Iceland, Ireland, Italy, Latvia, Lithuania, Luxembourg, the Netherlands, Norway, Poland, Portugal, Russia, 
Slovakia, Slovenia , Spain, Sweden, Switzerland, United Kingdom.



194

Anna Maria Pluskota, Radosław Pastusiak

Chart 1. Corruption and TFP with the trend

Source: own elaboration.

Table 2 contains basic descriptive statistics for the analyzed variables, for average 
data from 5�year periods. It can be noted that the study involves countries with very 
different levels of corruption and different T�P sizes, which can be inferred from the mi�
nimum and maximum values.

Table 2. Descriptive statistics

Average S.D. Minimum Maximum

T�P 0,977 0,0933 0,589 1,16

INWPKB 22,4 3,43 12,6 32,8

Investment freedom 71,5 13,2 25,0 95,0

Human capital 3,15 0,326 2,18 3,72

CC 3,67 0,912 1,50 5,00

��C 65,8 20,5 23,4 98,2

Source: authors’ calculations.

Table 3 presents Pearson’s correlation coefficients. The p�value for student’s t�sta�
tistic is presented in brackets, which, assuming a  value below 0.05, confirms that the 
correlation between variables is statistically significant. The correlation between T�P 
and control variables is statistically insignificant. What is interesting, the T�P correlation 
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with human capital is negative. This is the result of the T�P decline since 2011, which was 
recorded in the majority of the analyzed countries.

Table 3. Pearson correlation

��C CC
Human 
capital

Investment 
freedom

INWPKB

T�P 0,2933
(0,0014)

0,2919
(0,0015)

�0,0416
(0,6575)

0,0920
(0,3259)

�0,1473
(0,1145)

INWPKB �0,121
(0,0014)

�0,0850
(0,3645)

0,0319
(0,7337)

0,0002
(0,9981)

1,0000

Investment freedom 0,4719
(0,0000)

0,4616
(0,0000)

0,2273
(0,0141)

1,0000

Human capital 0,2254
(0,0150)

0,1878
(0,0436)

1,0000

CC 0,9655
(0,0000)

1,0000

Source: own elaboration. 

The econometric study was started from establishing the value of the Hausman 
test based on the panel data, which confirmed that the models should be built on the 
basis of a fixed effects estimator. This means that differences between countries are 
more important in the study than the differences recorded at a given time for a given 
country. The results of the estimation based on formulas 1 and 2 are given in table 4 – 
these are models 1 to 4. Models 5 and 6 enable checking the quality of the model 
when corruption meters have a linear effect on T�P. In brackets under the model co�
efficients, the values of the Student’s t�statistic are included. The results below fully 
support the research hypothesis that corruption affects T�P in a  non�linear fashion. 
The impact of corruption in the models from 1 to 4 is statistically significant, and the 
statistics checking the quality of the model are better than those recorded for the mo�
dels 5 and 6. R�squares are high, which confirms the correct selection of variables in 
the model that explain the T�P variability to a good degree. Durbin�Watson statistics 
confirm the lack of statistically significant autocorrelation in models. The rest of the 
analyzed models are characterized by normal distribution. The shape of the nonlinear 
dependency between corruption in T�P makes it possible to indicate the maximum 
value of the corruption function. At the bottom of table 4, the points for which T�P 
assumes the highest value based on the corruption function are indicated.
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Table 4. Total factor productivity models – fixed effects

Model 1 Model 2 Model 3 Model 4 Model 5 Model 6

const
0,294543
(0,7747)

0,668936
(2,279)**

0,589599
(2,642)**

�1,67251
(�2,580)**

0,942360
(3,415)***

0,772086
(3,301)***

INWPKB
0,00467544

(2,256)**
0,00489995

(2,349)**
0,00327274

(1,721)*
0,00314317

(1,725)*
0,00480223

(2,223)**
0,00391380

(1,909)*
Investment 
freedom

�0,00230023
(�2,613)**

�0,0021108
(�2,747)***

�0,00228797
(�3,090)***

Human capital
�0,142722
(�1,706)*

�0,143277
(�1,693)*

�0,201328
(�2,777)***

�0,200485
(�2,888)***

�0,201918
(�2,425)**

�0,183137
(�2,337)**

T�P t�1
0,701197
(9,092)***

0,719369
(9,445)***

0,621084
(8,259)***

0,623785
(8,748)***

0,747283
(9,601)***

0,679630
(8,593)***

CC
0,325070
(2,278)**

�0,283183
(�2,187)**

CC^2
�0,0460967
(�2,373)**

Ln CC
0,936949
(2,214)**

��C
0,0159894
(3,699)***

�0,0135695
(�3,212)***

0,00263544
(2,083)**

��C^2
�0,0001101
(�3,208)***

Ln ��C
0,894515
(3,978)***

LSDV 
R�kwadrat

0,828825 0,826631 0,853541 0,865491 0,810286 0,824555

Within 
R�kwadrat

0,717560 0,713941 0,758342 0,778060 0,686970 0,710515

Stat. Durbin�
Watson

2,039734 2,095737 1,869138 1,892426 1,951378 1,843738

Crit. inform. 
Akaike’a

�318,2675 �317,1597 �331,8345 �339,239 �311,3210 �318,1240

Normality test 
for residual 
distribution

1,20875
(0,546415)

1,68187
(0,431307)

1,99933
(0,368003)

2,48943
(0,288023)

4,32223
(0,115197)

0,4212
(0,810098)

Hausman test
45,1604
(0,000)

43,7691
(0,000)

62,5403
(0,000)

62,5403
(0,000)

34,1735
(0,0000)

41,6388
(0,0000)
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Model 1 Model 2 Model 3 Model 4 Model 5 Model 6

Number of 
observations

87 87 87 87 87 87

The maximum 
value of f. 
Corruption

3,53 3,3 72,58 65,9 � �

*Significant at 10%, **Significant at 5%, ***Significant at 1%.

Source: own elaboration. 

The study allows formulating interesting conclusions. �irst, the research hypothe�
sis has been proved, which indicates the non�uniform impact of corruption on T�P. The 
econometric analysis allowed to determine the value of corruption, which (based on 
the model) allow achieving the largest T�P increments. Such a  state may result from 
the possibility of reaching the largest T�P increments by developing countries, which 
are characterized by greater corruption from highly developed countries. The second 
reason may be the level of bureaucracy of countries with the lowest level of corruption. 
These countries may be overly bureaucratic, and at the same time, the absence of cor�
ruption prevents the bureaucracy from solving the problem of society. Pointing to the 
arguments for the possibility of a positive impact of corruption on the economy, it is 
possible that a small level of corruption may be conducive to achieving a larger T�P.

The above study is not free from shortcomings. The first and most important rese�
arch problem was the selection of variables for the study. The T�P explained variable is 
presented as T�P deviations from the state of 2011 for individual countries. Therefore, it 
is important to remember to build applications in the context of T�P changes. Corrup�
tion is a difficult phenomenon to measure, so all available measures of corruption are 
imperfect and do not fully reflect the state of this phenomenon in individual countries.

Conclusions

Corruption does not affect T�P equally when there is a  lot of it and when there is not 
enough of it in the economy. The results of the analysis presented in the third part of this 
article confirm that corruption affects T�P in a non�linear fashion. The shape of the curve 
is concave. The initial fight against corruption in a corrupt country will bring greater T�P 
creations than in a country with a  low level of corruption. Therefore, the fight against 
corruption is particularly beneficial for the economy in countries with high levels of cor�
ruption. In countries with a low level of corruption, it is also necessary to try to reduce it 
further, but in these countries, it is usually associated with the creation of more onerous 
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legal provisions. Excessive bureaucratization of the state will result in a decrease in the 
entrepreneurial potential in the country.

The above article concerns a subject that is poorly discussed and analyzed in the litera�
ture. This is due to several reasons, including the poor quality of available indicators of cor�
ruption and the general view of scientists that corruption can only have a negative impact 
on the economy. The conclusions are drawn from the above study allow to formulate the 
direction of further research. The level of bureaucracy in countries with the lowest levels of 
corruption should be analyzed, which can help answer why low�level countries achieve lo�
wer T�P levels. Important in this context is also cultural conditions of corruption in Europe�
an countries, which to a large extent determine the level of corruption in a given country.
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Abstract: The main task of revitalization is to bring out areas degraded from the crisis state 

as a result of actions undertaken by municipalities under three aspects: social, economic and 

spatial. In order to better conduct revitalization activities, a system of monitoring revitaliza�

tion processes should be introduced. It will enable tracking the progress of revitalization acti�

vities, incurred cash outlays as well as effects caused by the implementation of tasks.

Key words: revitalization, revitalization program, monitoring, measurement of revitaliza�

tion effects

Introduction

Nowadays revitalization processes have become a popular discussion topic. This is mai�
nly due to the large�scale occurrence of degraded areas and action taken by municipa�
lities to reduce them. Research conducted in this area provides knowledge to increase 
the efficiency of these processes in social, economy (included financials) and spatial 
terms, thus indicating the relevance of this topic. In 2015, Polish government adopted 
a Revitalization Act, which legally regulated revitalization activities. Local Regeneration 
Programs1 (according to the new act – Municipal Revitalization Programs2), which des�
cribe in detail revitalization tasks planned by municipalities, play a significant role at the 
local level. The monitoring system of the revitalization process is to present the progress 
of work during the Program, whether the set goals have been achieved and what effe�
cts have occurred after the completion of the activities. In addition, the system should  

1  pol. Lokalny Program Rewitalizacji
2 pol. Gminny Program Rewitalizacji
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indicate the weaknesses of the tasks being performed and serve to improve the quality of 
activities carried out in the future. The article will present the theoretical aspect of revitali�
zation and indicators for monitoring its results. In addition, the use of indicators in practice 
will be shown on the example of revitalization in Poznań. The city was chosen due to the 
availability of relevant data for analysis. The aim and added value of the article is the syste�
matization of the basic knowledge regarding revitalization and indicators of its monitoring.

The essence of revitalization

The concept of revitalization consists of many issues such as rehabilitation, moderniza�
tion, revalorization and renovation of buildings, which are comprehensive activities ai�
med at the social and economic recovery, aimed at reviving and ensuring the sustainable 
development of degraded areas by restoring them to an economic, residential and social 
function [Ostańska 2009, p. 11]. Correctly carried out revitalization processes that is con�
sistent with the principles of sustainable development should be implemented in three 
basic aspects [Pazder 2008, pp. 28–29]:

 · economic – economic and entrepreneurship programs,
 · social – unite the community and stimulate it to be active, create conditions for inte�

raction and social contacts, create programs to combat unemployment and to ensure 
quality, safety and convenience while staying in a given space;
 · spatial – modernization of existing public facilities, municipal, residential buildings, 

and green areas or transport infrastructure.
The aim of revitalization is to launch a synergistic process in which mutual support 

of activities leads to favorable changes in the economic, social and spatial spheres of the 
city or its part.

The main problem during planning revitalization is to identify the areas where crisis 
phenomena occur and assigning them aspects of revitalization. Within the spatial aspect, 
the source of problems is the ownership structure, protection of monuments, social and 
underground infrastructure, communication, environmental status, technical condition of 
the development, distribution and quality of commercial and service functions, quality 
of streets and squares or housing, where should be included the age of the building, the 
size and number of apartments and its surroundings. Social and economic aspects contain 
problem areas, which include the labor market, the economy, the level and structure of 
education, social location, the level of activity readiness of the society for participatory 
activities and its identification with the local area. It is important to determine which crisis 
phenomena are caused by external factors and which are caused by local one [Kozłow�
ski, Wojnarowska 2011, pp. 20–21]. Also, can be divide degraded areas according to their 
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original and origin purpose. We distinguish here areas related to technical and industrial 
infrastructure (usually completely abandoned, and therefore lost their former functions, 
including post�war, post�industrial, post�railway and post�military areas), residential are�
as (with a very diverse type of structure, scale of problems or ownership and ownership 
status), urban wastelands (areas temporarily developed or not at all) and multifunctional 
complexes (including landscape complexes and downtown areas). When designating de�
graded areas, the assessment of local heritage, including architectural forms, should be 
considered. The assessment should be objective and efficient, however, limited historical 
and conservation knowledge and problems in the valorization of the architectural tissue of 
the city make the revitalization analyzes purely hypothetical, despite being the foundation 
of renewal programs [Lorens, Martyniuk�Pęczek 2009, pp. 24–31].

It is necessary to adopt a long�term perspective to carry out revitalization proces�
ses. Municipalities should gather experience and exchange them with other cities, as 
well as analyze the course of revitalization and experiences abroad. It should arouse 
favors and positive associations of the urban community and attract interest in the 
hope of better changes.

Revitalization is a process of great socio�economic importance. The basic objective 
ensuring sustainable urban development in accordance with the Leipzig Charter [Le�
ipzig Charter on Sustainable European Cities 2007] is to draw attention to the poorest 
districts in the context of the city. As part of the revitalization policy, the goals were 
designated as four directions of activities [Bryx 2012, p. 22]:

 · active policy of education and training of children and youth,
 · promoting efficient and cost�effective urban transport,
 · improving the quality of the physical environment,
 · strengthening the local economy together with the labor market.

Revitalization of the city can also take place through the development of post�indu�
strial areas by shopping and service zones which allows to obtain a high rate of return 
on investment and therefore attracts investors to finance revitalization processes. An 
additional advantage of such undertakings is the fact that local communities and local 
authorities accept the use of brownfield sites, as opposed to the development of green 
areas. Also, adaptation of existing industrial buildings to the so�called lofts increasing 
the number of apartments on the market [Adamski, Oprych 2011, pp. 83–90] – eg “Lofty 
de Girarda” in Żyrardów or Księży Młyn in Łódź.

The social character of revitalization is equally important as the rest. It should be 
solving social problems, organization of social life of residents and involves the chan�
ge or reconstruction of the disposition [Kowalczyk 2012, pp. 15–16]. It compensates for 
the disproportions in the quality of life of urban residents through social integration, 
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productive employment, eradication of poverty or reduction of social inequalities. By 
introducing an appropriate caring and economic system, it is possible to improve adap�
tability in both social and economic contacts. Equally important is the improvement of 
education in the commune, which increases the ability to creativity, innovate and com�
petitiveness of a given local government unit [Czerwińska�Rojek 2011, p. 201].

The Committee of the Regions states that revitalization with sustainable develop�
ment are a priority for the governments in many regions. The revitalization is considered 
a path to achieving the assumptions of sustainable development, increasing the level of 
economic activity, a healthy and clean urban environment and improving the quality of 
infrastructure [Bryx 2012, p. 25].

Monitoring of revitalization processes

Construction and application of the Revitalization program is a complex procedure. It 
requires carrying out many activities of a diagnostic, legal, consultative, planning, nego�
tiation, implementation and monitoring – the correction of projects and activities during 
their implementation and a comprehensive assessment after completion [Sztando 2008, 
p. 42]. Implementation of revitalization projects should be constantly monitored by the 
operator. Monitoring should be understood as a process of continuous collection and 
analysis of quantitative and qualitative information on the financial and material aspects 
of implemented projects. The monitoring system should consist of the following parts 
[Jarczewski, Jeżak 2010, pp. 105–106]:

 · data collection – gathering of qualitative and quantitative information (objective evi�
dence) showing the progress of the revitalization process;
 · storing the collected information in the operator’s databases – source database sho�

uld be copied periodically and transferred to the city hall;
 · processing – cyclically collected information should be processed using repeatab�

le and uniform statistical methods and visualized in the form of cartograms, maps 
and graphs;
 · analysis – collected information should be analyzed on an ongoing basis in the con�

text of variability of external conditions (so�called horizon monitoring), implementa�
tion of the budget and progress of work.

Project monitoring allows to constantly receive feedback � showing how plans are 
implemented.  During monitoring revitalization, the following objectives should be pur�
sued [Zajączkowska 2008, pp. 5–6]:

 · Monitoring for the needs of evaluation – monitoring effects as a key source of infor�
mation for evaluation, also after its completion (ex�post evaluations);
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 · Monitoring for manage of change – changing conditions inside and outside the area 
covered by revitalization will be monitored, unforeseen events will be identified and 
their impact on the program implementation will be assessed, which will enable the 
program to be changed and updated, thus fulfilling the role of the early warning system;
 · Monitoring for the needs of quality management – quality is understood as the de�

gree of meeting the needs and requirements of the project addressees;
 · Monitoring for the needs of control – thanks to the information collected by the ope�

rator (quantitative and qualitative as well as project documentation), it is possible to 
control the activities carried out in the context of the material and financial schedule. 
The collected information can also be used during external audits;
 · Monitoring for participation management – social attitudes and their transforma�

tions will be monitored, taking place in relation to the ongoing revitalization process. 
Based on the results, it will be possible to manage participation, including stimulating 
the involvement of residents in revitalization processes;
 · Monitoring for reporting purposes – the operator collects information (quantitative 

and qualitative), and then analyzes and prepares on their basis substantive and finan�
cial reports for their own needs and for the city hall.

The subject of monitoring of revitalization processes is the implementation of the 
budget (financial monitoring), progress of works (material monitoring) and horizon � the 
variability of external conditions (risk monitoring) [Jarczewski, Jeżak 2010, p. 108].

�inancial monitoring is designed to provide data related to the financial aspects of 
program implementation, which form the basis for the assessment of the efficiency of 
spending the allocated funds. Its task is to systematically compare actual expenditure 
(contracted funds) to the budget on the basis of periodic, annual and final reports. These 
reports contain information on expenses incurred by partners participating in the revi�
talization process and expenses related to the implementation of tasks (including the 
percentage of their implementation) from funds managed directly or indirectly by the 
operator [Jarczewski, Jeżak 2010, p. 109].

Material monitoring is responsible for providing data on the progress of the program 
implementation and makes it possible to assess its implementation in relation to the obje�
ctives contained in the program. It allows comparison of the actual state with the expected 
state using quantified data (result indicators, products and sometimes also impacts). The 
task of the revitalization program operator is to systematically observe the progress in the 
implementation of projects and timeliness. As part of material monitoring, product, result 
and impact indicators are used (in a few situations) [Jarczewski, Jeżak 2010, pp. 108–109]. 
Product indicators show material changes in the area. Result indicators refer to the direct 
and summary effects of implemented projects. Impact indicators present effects in the 
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longer term and they love the implementation of the main objectives of the revitalization 
program [Krajowe Centrum Wiedzy o Rewitalizacji 2017].

The monitoring of the horizon, i.e. the variability of external conditions, is associated 
with uncertainty about the threat of achieving the goal, as well as enabling its greater 
success. Through risk, one should understand such uncertainty of result of activities or 
events that results from emerging threats and opportunities. Different risks, i.e. the po�
ssibility of events that have an impact on the achievement of goals cannot be eliminated 
[Jarczewski, Jeżak 2010, p. 109].

The implementation of the revitalization program, which assumes a high level of 
cooperation and goodwill of the operator’s partners, is very sensitive to various types 
of disruptions and difficulties. �or this reason, the operator is responsible for identifying 
changes in the environment. This type of monitoring is usually called horizontal monito�
ring, the scope of which, using both formal and informal sources of information, should 
be wide and include events relevant for the project implementation on the following le�
vels: economic, political, technological, socio�cultural, regulatory and legislative as well 
as ecological. Risks that have been identified should be considered in the context of the 
impact on the implementation of both individual projects and the entire revitalization 
program [Jarczewski, Jeżak 2010, p. 109].

The operator’s task is to prepare monitoring tools, that is various types of forms, tab�
les, formulas, prints or sheets, which allow measuring the material and financial progress 
of the project. The partners of the revitalization process should provide information in 
accordance with the established schemes and scope. The main feature of the monito�
ring system should be simplicity for the sake of [Jarczewski, Jeżak 2010, p. 110]:

 · nature of the operator’s links with some of the partners – some process partners are 
loosely or not formally and financially involved with the operator, and participation in 
revitalization is a voluntary decision that is dictated by expectations for various posi�
tive effects of the whole process. Overly complex and complicated monitoring proce�
dures may discourage partners from participating in revitalization or increase the risk 
of receiving incomplete information;
 · limited resources – the number of state and local government funds allocated to 

revitalization processes is relatively short in the near future, which is why they should 
be as much as possible allocated for the implementation of projects, while the costs of 
servicing should be minimized.

Reporting guidelines for partners that carry out projects should be consistent with 
the expectations of managing authorities that support individual revitalization projects. 
Some institutions may require extended reporting than projects that are co�financed 
from the city budget. Monitoring should be constructed so as not to create a number of 
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parallel systems, while within one system it is possible to set up several levels of detail 
[Jarczewski, Jeżak 2010, p. 110].

The effect of the monitoring system of the revitalization process is the Monitoring 
Report, prepared annually. This document contains information about status of the 
implementation of the Revitalization Program in relation to the objectives and results 
indicators. Current and anticipated problems, including planned corrective actions. 
Estimates of the number of stakeholders served in each period. The most important 
activities undertaken in the period covered by the report in relation to the schedule 
of activities. Setting priority actions and developing schedules for the next period. 
Expenses in the reporting period as well as cumulatively to a given day in relation to 
the budget and cost schedule [Sikorska 2017, slide 47]. This report fulfills the function 
of quality management (comparison of achievements with expectations), verification 
and control (financial and material progress), change management (identification of 
threats and irregularities and their repair/prevention), reporting (compilation of re�
sults of work and use of funds by the operator), and reports prepared during the pro�
gram will be the basis for ex�post evaluation. Additionally, the Report should have a 
summary, in which there will be basic information on the progress of revitalization, 
achieved goals, incurred expenses and identified opportunities and threats, which will 
enable the preparation of national reports on the results of revitalization [Jarczewski, 
Jeżak 2010, pp. 110–111].

After the completion of the last revitalization projects, the city hall commissions 
the preparation of the final evaluation � ex post, revitalization program. It is a socio�
economic study to assess the quality and value of the program, which is implemented 
using public funds. According to the recommendations of the Council of the European 
Union and the accepted practice, ex post evaluation includes questions regarding four 
evaluation criteria: efficiency, sustainability, utility and effectiveness. In practice the 
evaluation includes post�competition testing and assessment of the functioning of 
the intervention implementation system, examines the durability of achieved positi�
ve effects, research and assessments of the use of funds, formulates conclusions that 
can be transferred to other, analogous interventions, identifies best practices, post�
competition testing and evaluation of the functioning of the intervention implemen�
tation system, formulates conclusions regarding policies in the field of economic and 
social cohesion. The primary goal of any evaluation (regardless of its type of time) is 
to improve the quality, consistency and effectiveness of public interventions [Olejni�
czak 2007, pp. 15–19].
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Indicators of the revitalization process in Poznań

The monitoring of the Municipal Revitalization Program for the City of Poznań consists of on�
going monitoring of the level of implementation, monitoring the effects of implementation, 
monitoring of basic parameters and monitoring the degree of achievement of objectives. 
Ongoing monitoring of the implementation level consists in updating the list of accepted 
projects (both basic and complementary) depending on the current material progress along 
with the incurred costs, created financial installation and possible results of their implemen�
tation – material effects. Monitoring of the effects of implementation is carried out by ana�
lyzing the level of indicators used at the delimitation stage of the revitalization area (crisis 
indicators) carried out cyclically at least every two years from the date of acceptance of the 
document to the end of the period, in relation to the values of analogical indicators calcula�
ted at the revitalization area designation stage. Monitoring of basic parameters (surface and 
population of the revitalization area) is implemented at the stage of program adoption and 
its subsequent updates. Monitoring the degree of achievement of goals should be at least 
every two years [Gminny Program Rewitalizacji dla Miasta Poznania 2017].

Monitoring the level of objectives implementation and monitoring the effects of im�
plementation should be provided in the form of a Report which includes information on 
indicators of crisis status, financial and material progress of revitalization projects and 
the degree of implementation of the objectives set by the Municipal Revitalization Pro�
gram. This report is then transmitted electronically to the Regional Policy Department 
of the Marshal’s Office of the Wielkopolska Region every two years, starting from 2018 
[Gminny Program Rewitalizacji dla Miasta Poznania 2017].

The Poznan Revitalization Program contains four strategic goals, for monitoring 
which indicators have been selected appropriately.

The first goal is to “Stop the process of depopulation” within which economic, social 
and spatial activities will be undertaken, which are to stop the process of depopulation 
and restore the role of the city center as the best place to live, relax and learn [Gminny 
Program Rewitalizacji dla Miasta Poznania 2017].

Table 1. Indicators measuring implementation of the strategic goal: “Stop the 
process of depopulation”

Source: own elaboration based on Gminny Program Rewitalizacji dla Miasta Poznania 2017.
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Due to the progressing process of depopulation, the city of Poznań has decided to 
take action to reduce this phenomenon. To be able to check whether the actions taken 
bring results, they chose two indicators allowing to observe the changes taking place. 
The first of these is the dynamics of changes in the population, where 2010 was chosen 
as the base year (expected increase in the value of the indicator). The second is the num�
ber of post�working age population per one thousand inhabitants (expected decline in 
the value of the indicator).

The second goal “Strengthening economic activities (especially commercial and 
service), cultural and social” is to intensify the efforts of revitalization stakeholders to 
strengthen the role of the city center as the best place to conduct business operations or 
develop culture [Gminny Program Rewitalizacji dla Miasta Poznania 2017].

Table 2. Indicators measuring implementation of the strategic goal: “Strengthe-
ning economic activities (especially commercial and service), cultural and social”

Source: own elaboration based on Gminny Program Rewitalizacji dla Miasta Poznania 2017.

To measure the results of the second goal, five indicators were selected. The unem�
ployment rate will be measured as the number of people not employed per 1000 inha�
bitants (expected decline in the value of the indicator). The entrepreneurship will be 
shown as number of taxpayers conducting business activity per 1000 inhabitants (ex�
pected increase in the value of the indicator). To measure poverty will be taken number 
of beneficiaries of City Center for �amily Assistance per 1000 inhabitants (expected dec�
line in the value of the indicator). Participation in public life is expressed as turnout in 
the general election (expected increase in the value of the indicator). The last indicator 
in this goal is crime level which will be measured as total number of crimes per 1000 
inhabitants (expected decline in the value of the indicator). 

The third goal, “Restoring the continuity of urban structures and the aesthetics of urban 
space”, aims to complement the urban layout in the infrastructural and spatial�functional 
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scope, including revalorization of streets, squares, squares and parks as well as public, re�
sidential, post�military, post�military and post�industrial buildings, restoring aesthetics 
and spatial order in the area of revitalization [Gminny Program Rewitalizacji dla Miasta 
Poznania 2017].

Table 3. Indicators measuring implementation of the strategic goal: “Restoring the 
continuity of urban structures and the aesthetics of urban space”

Source: own elaboration based on Gminny Program Rewitalizacji dla Miasta Poznania 2017.

�or “Restoring the continuity of urban structures and the aesthetics of urban space” 
are provided two indicators. Threat to cultural heritage will be presented as areas cove�
red by the preservation protection zone with the majority of inner�city development 
and a complicated ownership structure (expected decline in the value of the indicator). 
Threat to functionality of areas as areas particularly requiring equipment in technical 
and social infrastructure, basic services and improvement of the functionality of constru�
ction areas (expected decline in the value of the indicator).

The last goal “Improving the acoustic climate and air quality “is the implementation 
of social and investment measures within the framework of environmental protection 
leading to improved management and living conditions in the city center [Gminny Pro�
gram Rewitalizacji dla Miasta Poznania 2017].

Table 4. Indicators measuring implementation of the strategic goal “Improving the 
acoustic climate and air quality”

Source: own elaboration based on Gminny Program Rewitalizacji dla Miasta Poznania 2017.
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In last goal have been distinguished three indicators. Acoustic climate will be measu�
red by exceeding the permissible noise level in decibels (expected decline in the value of 
the indicator). The second and the third indicators measure the same phenomenon – the 
quality of atmospheric air. They are expressed as concentration of total suspended dust 
PM10 and PM2.5 (both expected decline in the value of the indicators). 

Conclusion

Revitalization is a multifaceted process that is based on a comprehensive approach combi�
ning social and spatial economic aspects. Most of the activities are carried out with public 
funds, which is why it is important to create an appropriate system to supervise their use. 

The monitoring system of revitalization processes is undoubtedly an important ele�
ment of the whole process. Thanks to appropriately selected indicators for the purposes, 
it is possible to observe the progress and effects of the tasks being performed. Thanks 
to the monitoring system, the operator has the possibility of controlling the progress of 
works, the resources involved and whether the intended goals can be achieved. Despite 
the complexity of building and application of the system of measuring revitalization it 
is necessary to improve the efficiency and effectiveness of revitalization activities. The 
Poznań Program presents indicators for monitoring the revitalization process. It can be 
seen that for each purpose they have been selected so that it is easy to assess whether 
the basic assumptions of revitalization have been achieved, that is, to make positive 
changes in the spatial, economic and social aspects.

References

Adamski T., Orpych R. (2011), Rewitalizacja terenów zdegradowanych a możliwość rozwoju regio-

nu, Urząd Marszałkowski Województwa Śląskiego.

Bryx M. (ed.) (2012), Rewitalizacja miast a przedsiębiorczość, Oficyna Wydawnicza Szkoła Główna 

Handlowa, Warszawa.

Czerwińska-Rojek A. (2011), Wpływ działań rewitalizacyjnych na rozwój społeczności lokalnej 

[in:] B. Skrzypczak (red.), Rewitalizacja społeczna – od aktywizacji do rozwoju lokalnego, Wydawni�

ctwo Naukowe InstytutuTechnologii Eksploatacji – Państwowy Instytut Badawczy, Radom.

Jarczewski W., Jeżak J. (2010), System monitorowania rewitalizacji, Instytut Rozwoju Miast, 

Kraków.



212

Paulina Rataj

Kowalczyk J. (red.) (2012), Rewitalizacja społeczna, współpraca międzysektorowa, streetworking. 

Refleksje wokół realizacji pilotażowego Programu Rewitalizacji Społecznej „Pod parasolem Kazimie-

rza”,  Impuls, Kraków.

Kozłowski S., Wojnarowska A. (2011), Rewitalizacja zdegradowanych obszarów miejskich. Za-

gadnienia teoretyczne, Wydawnictwo Uniwersytetu Łódzkiego, Łódź.

Lorens P., Martyniuk-Pęczek J. (ed.) (2009), Wybrane zagadnienia rewitalizacji miast,  Wydawni�

ctwo Urbanista, Gdańsk.

Olejniczak K. (2007), Teoretyczne podstawy ewaluacji ex-post [in:] A. Haber (ed.), Ewaluacja ex-

post. Teoria i praktyka badawcza, Polska Agencja Rozwoju Przedsiębiorczości, Warszawa.

Ostańska A. (2009), Podstawy metodologii tworzenia programów rewitalizacji dużych osiedli 

mieszkaniowych wzniesionych w technologii uprzemysłowionej na przykładzie osiedla im. St. Mo-

niuszki w Lublinie, Wydawnictwo Politechniki Lubelskiej, Lublin.

Pazder D. (2008), Rewitalizacja śródmiejskich przestrzeni kulturowych jako czynnik wzrostu atrak-

cyjności miasta. Badania średniej wielkości miast wielkopolski, Wydawnictwo Politechniki Poznań�

skiej, Poznań.

Sztando A. (2008), Pomiar rezultatów programu rewitalizacji miasta [in:] Samorząd terytorialny, No. 9.

Zajączkowska A. (2008), Monitoring na potrzeby wdrażania projektu, Boris, Warszawa.

Gminny Program Rewitalizacji dla Miasta Poznania (2017) [online], http://bip.poznan.pl/bip/

uchwaly/lvi�1021�vii�2017�z�dnia�2017�11�07,71611/, access: 26.02.2018. 

Krajowe Centrum Wiedzy o Rewitalizacji  (2017), Ustal system monitorowania i oceny programu 

[online], http://www.miir.gov.pl/media/34153/21_Ustal_system_monitorowania_i_oceny_pro�

gramu.pdf, access: 26.02.2018.

Leipzig Charter on Sustainable European Cities (2007) [online], http://www.silesia.org.pl/upload/

Karta%20Lipska.pdf, access: 25.11.2015.

Sikorska P. (2017), Monitorowanie Procesu rewitalizacji [online], https://www.miir.gov.pl/me�

dia/39861/Monitorowanie_programu_rewitalizacji.pdf, access: 26.02.2018.



Błażej Socha | blazej.socha@uni.lodz.pl

University of Łódź, �aculty of Management

Mezzanine Capital as an Alternative Source  
of Financing Enterprises in Poland – Financial  
Performance Overview

Abstract: The objective of the paper is to highlight the possibility of providing funding for the 

SME sector by means of mezzanine financing and to evaluate the impact of this type of finan�

cing on the financial condition of businesses. 13 entities which applied mezzanine capital to 

finance their activity were covered by the study. In accordance with the research objective the 

financial performance indicators were analysed in the year of securing mezzanine financing and 

in 5 consecutive years of operation of the firms. Additionally, the comparison of the financial 

results obtained by these entities with the average industry results was prepared. Mezzanine 

capital seems to be an attractive method of financing businesses in the SME sector, first and 

foremost, due to its flexible form. The analysis of the dynamics of the indicators of financial eva�

luation in 5 consecutive years following the period of obtaining the finance may point to an im�

provement in the profitability of the enterprises, however, the analysis in relation to the average 

industry indicators shows that the enterprises funded by means of mezzanine capital generally 

do not achieve profitability or efficiency above the average results for a particular industry.

Key words: mezzanine capital, SMEs, capital structure decision 

Introduction

The decisions with regard to the choice of sources of finance are of a  fundamental 
character. The success and profitability of new investments are dependent on them as 
well as the lifespan and competitiveness of a business. Therefore, such decisions have 
for a long time constituted the subject of intense discussions in the academic milieu as 
well as in the circle of business practitioners. The structures of capital adopted by the 
decision makers are evolving due to factors such as the changing business environ�
ment and the application of business models which have not been used so far. One of 
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the vital elements of the aforementioned debate is the elimination of the funding gap 
which affects predominantly the SME segment.

The objective of the paper is to highlight the possibility of providing funding for the 
SME sector by means of mezzanine financing and to evaluate the impact of this type of 
financing on the financial condition of businesses. The first part of the study is devoted 
to a concise survey of the literature on the subject with regard to the sources of corporate 
finance and the funding gap. In the second part, the characteristic features of mezzanine 
financing as well as the findings of research in this regard carried out in Poland are presen�
ted.  The third part of the study constitutes the description of the research findings concer�
ning the financial condition of firms which have applied mezzanine financing.

Capital structure decisions

The issue of corporate finance and the choice of an optimal capital structure is un�
doubtedly one of the key decision making areas for company managers. It is belie�
ved that a widespread discussion on this issue was initiated by the presentation by 
Modigliani and Miller [1958, pp. 261–279] in their work on the impact of the capital 
structure on the company value. Their model evolved in the course of time and con�
stituted the foundation for consecutive models of capital structure, which took into 
account the actual processes occurring in the economy. Undeniably, these models 
have considerably contributed to the practice of making financial decisions in most 
businesses. Another significant theory which affects the decisions concerning cor�
porate finance was put forward by Donaldson [1961] and subsequently modified by 
Myers and Majluf [1984, pp. 187–221]. In accordance with the pecking order model, 
in terms of funding businesses first try to rely on internal funds. In the situation whe�
re such means are insufficient they decide on debt financing. External financing by 
equity is the last resort. This, first and foremost, results from the concerns of business 
owners about losing control over the entity and the premises ensuing from the asym�
metric information theory, according to which, external investors, whose knowledge 
about the firm is lesser than the knowledge possessed by the owners of the firm, 
may perceive equity financing as a signal that current owners do not believe in the 
success of their venture strong enough to take advantage of the benefits of financial 
leverage. Three fundamental theories affecting the choice of the source of financing 
presented above along with the agency cost theory, negative selection, moral hazard 
and bankruptcy costs are a sufficient proof of the complexity of the process, which is 
of particular relevance as regards the SME sector, where employing a financial mana�
ger is not considered as an obvious necessity.  
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Another significant aspect which conditions raising external finance is the im�
perfection in the market mechanism, which could enable to determine a  price at 
which a  balance between the demand for capital and capital supply could be at�
tained [Łuczka 2001, p. 91]. The shortcomings of the capital market may be manife�
sted in the relationship between a firm and an external finance supplier. As exempli�
fied by the capital market, in order to determine whether a given loan is profitable or 
too risky a creditor must be acquainted with project characteristics as well as know 
the profile of the firm which is applying for funds. Not infrequently, acquiring and 
reliably confirming this information is either impossible or too costly.  Therefore, the 
only possible option is often to restrict access to a  loan or to increase the interest 
rate. In both the former and latter case, it may result in certain profitable projects not 
securing funding, although it would be profitable for the creditor and for the debtor 
as well. This imbalance between demand and supply is referred to as a funding gap 
[IBS 2013, p. 18]. The occurrence of a funding gap is explained, first and foremost, by 
a mismatch between the risk and return on investment in relatively small investment 
projects as well by a knowledge gap [Harding 2002]. Transaction costs, which in the 
case of smaller scale investment projects may be relatively higher than in the case of 
large�scale projects and a lack of knowledge on the development potential of the in�
vestment as well as a lack of reliable and convincing financial projections discourage 
investors from financing a particular group of projects and/or businesses.

The research with regard to the funding gap in Poland was carried out by Daszyń�
ska�Żygadło and Marszałek [2015, pp. 269–280] and the Institute for Structural Research 
[IBS 2013, pp. 47–78]. According to the forecasts, in 2020 the said gap may amount to 18 
billion PLN and its size is increasing along with rising investment needs in a fast�growing 
economy. When comparing this value to investment outlays incurred by firms, which in 
2016 totalled approximately 149 billion PLN [BDL], it is clearly visible that the funding gap 
may constitute a significant obstacle to the investment activity of Polish enterprises. The 
funding gap may concern raising both external debt capital and equity capital. As regar�
ds debt, it may be stated that there is a certain group of entities which are subject to dis�
crimination in granting loans [Prędkiewicz 2012, pp. 152–159]. As far as equity financing 
is concerned, the private equity/venture capital market is not willing to invest in entities 
at all stages of development. As it may be concluded from the arguments presented 
above, the enterprises which are affected by the funding gap search for the sources of 
finance from the entities which, on the one hand, would let the current owners keep 
control and, on the other hand, would be able to adequately evaluate the potential of 
implemented investment undertakings.  Mezzanine capital funds may constitute one of 
the instruments which will be able to fill in the gap in the sources of finance for SMEs.
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Financing by means of mezzanine capital 

Mezzanine financing cannot be treated as a new and innovative source of funding. Mez�
zanine funds came into being in the 1970s. This type of funds has been operating in 
Europe since the 1980s, and in Poland the first activities of these entities date back to 
the year 2002 [Kuchciński 2017, pp. 205–216]. Mezzanine capital is a hybrid source of 
finance, which combines the characteristics of equity and debt [Svedik, Tetrevova 2015, 
pp. 449–455]. This type of financing is primarily targeted at the enterprises which genera�
te positive cash flows and need additional funds to finance company growth. Mezzanine 
funds invest financial resources in enterprises in the start�up phase, emerging growth or 
development stage (see �igure 1). The possibility of adapting the instrument applied to 
the capacity of a given entity and the characteristics of the planned transaction constitu�
tes a vital advantage of mezzanine financing.

The fee which an entrepreneur applying mezzanine financing is obliged to pay 
to the fund comprises a  few elements. The first two components – current interest 
payment and pay in kind, which is settled when it becomes due (when the term of 
investment ends), are characteristic of debt financing. The third component – equity 
kicker lets the financier acquire shares in the enterprise at a fixed price. Usually, equity 
stake is in the form of a warrant. The key differences between debt financing, equity fi�
nancing and mezzanine financing of a business entity have been presented in Table 1. 
By analysing the market, it may be concluded that providing funding by mezzanine 
capital contributes to company growth, reducing the necessity to issue equity at the 
same time. Therefore, current owners may keep control over the enterprise. �urther�
more, this type of financing may contribute to lowering the cost of capital and enables 
a more flexible adjustment of terms of payment to the needs.  
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Figure 1. Financing solutions for SMEs

Source: EI� 2017, p. 1.

When looking at the volume of the financial resources secured by private equity 
funds in Europe, it may be noted that this form of raising finance is the least popular in 
Central Eastern Europe (CEE). As shown in Table 2, in the years 2012–2016 this type of 
funds in CEE raised on average 0.46 billion EUR, which is a negligible value when contra�
sted with other regions.

When analysing the share accounted for by mezzanine capital in the private equity 
market in CEE, it may be stated that the popularity of this form is still minor. The largest 
share accounted for by this type of capital was observed in the years 2009–2012, i.e. 
after the financial crisis. In the recent years the activity of this type of funds in CEE is 
scant. In Poland, private equity investment in 2016 accounted for 0.172% of the GDP, 
which in relation to the average for CEE which totalled 0.120% of the GDP and the 
average for Europe – 0.329% indicates that the market should further develop [Invest 
Europe 2017b, p. 18]. 
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Table 1. Capital sources by level of flexibility
Senior Mezzanine Equity

Security Secured Subordinated None
Ranking Senior Second Third
Covenants Tight �lexible None
Term Demand Term/Patient Patient
Coupon Coupon – �loating Coupon – �ixed Dividend
Rate Prime Risk Adjusted Market Adjusted
Equity Kicker None Warrants Shares
Capital Providers Bank Private Capital Private Capital / Capital 

Markets
Liquidity High Low Right of Sale / Shotgun

Source: Silbernagel, Vaitkunas 2012, p. 4.

Table 2. Incremental amount raised per year in regions (billion EUR)
2012 2013 2014 2015 2016

UK & Ireland 14.2 35.2 22.8 23.1 41.3

DACH 2.7 1.9 6.2 3.0 3.3

Nordics 1.8 7.1 6.2 8.4 5.9

France & Benelux 5.8 9.7 13.0 14.1 18.9

Southern Europe 2.0 4.8 3.9 4.5 3.7

CEE 0.5 0.4 0.4 0.4 0.6

Source: Invest Europe 2017a, p. 14.

Research in the area of application of mezzanine capital in Poland was conduct�
ed among others by Kuryłek [2016a, pp. 138–151; 2016b, pp. 901–912], Golej [2016, 
pp. 57–84] and Kuchciński [2017, pp. 205–216]. When analysing the findings obtained 
by Kuryłek [2016b, pp. 901–912], it may be stated that the fi rms which apply for mez�–912], it may be stated that the fi rms which apply for mez�912], it may be stated that the firms which apply for mez�
zanine financing are characterised by relatively high cash flows, although their median 
net result is negative. In the opinion of the author, mezzanine capital may be essential 
for further development and investment activity of these entities. The author failed to 
demonstrate the impact of mezzanine financing on the revenue obtained in the succes�
sive years. According to Golej [2016, pp. 57–84], the size of the investments implemented 
with the application of mezzanine capital decreases, which may lead to increased popu�
larity of this source of finance. He also states that this kind of financing is targeted prima�
rily at mature firms in sound financial condition which, however, do not have adequate 
credit capacity to finance their investments. Kuchciński [2017, pp. 205–216] in his paper 
highlighted the potential for applying mezzanine financing in the property market.
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Data and methodology

13 entities were covered by the study, which according to Doniec [2014] and Kuryłek 
[2016a, pp. 138–151] applied mezzanine capital to finance their activity. Most of them 
were funded by mezzanine capital in the years 2005 and 2008, with the exception of 
the IN�O�TV��M company which secured this type of financing in 2012. In accordance 
with the research objective set at the outset of the study, the dynamics of the indicators 
pertaining to the following areas was analysed: profitability, efficiency, liquidity, levera�
ge and growth trends in the year of securing mezzanine financing and in 5 consecutive 
years of operation of the firms covered by the study. Due to the fact that the enterprises 
which constituted the subject of the study operated in different industries, the author 
decided to supplement the analysis of the dynamics of the financial condition indicators 
with the comparison of the financial results obtained by these entities with the average 
industry results. The average values for particular industries were obtained by gathering 
the financial data on non�public enterprises which conducted business activity registe�
red under the same Polish Classification of Activity number as the surveyed enterprises.  
In order to eliminate outliers, values of the applied financial indicators were standardized 
with the application of the z�score formula. The comparison was made as at the end of 
2013, which enabled the researchers to verify whether the potential positive effect of 
mezzanine financing lasts in the long term. One entity – Stolarka S.A. was excluded from 
this part of study due to the fact that in 2016 it filed for bankruptcy. The financial data for 
the purpose of the analysis were obtained from the EMIS Intelligence base. 

Results

The findings of the study with regard to the dynamics of the financial condition indicators 
of the enterprises which applied in their funding mezzanine capital are not unequivocal. 
As regards return on assets (see �ig. 1), it may be stated that a relative improvement in 
at least one period following the securing of financing occurred in 10 out of 13 analysed 
entities. Lasting (exceeding two periods) and positive return on assets was reported in 
the case of 7 entities. In 3 entities (Lux�Med, Internet Group and ZTB) return on assets in 5 
consecutive years following the application of the financing was lower than at the outset 
of the study. As far as return on equity (see �ig. 2) is concerned, all enterprises, with the 
exception of GTS, improved their results in at least one out of 5 analysed years after ob�
taining mezzanine finance. In the case of 6 enterprises, return on equity in all 5 surveyed 
years was higher than in the base period. As for return on sales (see �ig. 3), mezzanine 
financing did not bring any positive results in the case of 2 entities. In 7 enterprises return 
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on sales in at least 4 out of 5 years was higher than in the base year. The last analysed pro�
fitability indicator which relates operating profit (earnings before deducting interest and 
taxes) to assets substantiates the results obtained so far (see �ig. 4). 10 out of 13 surveyed 
entities improved their result in at least one period. Taking into account the findings pre�
sented above, it may be assumed that financing with the application of mezzanine capi�
tal will in the long term, have a positive impact on the profitability of business entities. 

Figures 1–4. ROA, ROE, ROS and EBIT to assets indicators
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Source: own elaboration.

The analysis of overall asset turnover (see �ig. 5) brings unequivocal findings. In 
the case of 4 entities, the use of assets did not increase. Two enterprises managed to 
increase asset turnover in all the analysed years in relation to the base year. It seems 
that the application of the form of financing discussed in the paper did not have 
a significant impact on the current ratio (see �ig. 6). After conducting the analysis of 
the debt ratio and long�term debt to equity (see �ig. 7 and �ig. 8), it may be stated 
that in the majority of cases securing mezzanine financing resulted in increasing the 
share of debt in the sources of finance of the enterprise in subsequent years. The 
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same conclusion may be drawn as regards the increasing share of long�term debt in 
relation to equity.

The above analysis of the dynamics of selected indicators of the financial condition of 
the enterprises financed with the application of mezzanine capital may point to an improve�
ment in profitability. This may be caused by two factors. The first of them is connected with 
the flexibility which is characteristic of mezzanine financing. The other factor concerns the 
expertise and experience of the decision makers in mezzanine funds who reduce the finan�
cial risk of unprofitable investments or enterprises. In order to substantiate the conclusions 
put forward above, the values of standardized financial indicators of the analysed enterprises 
contrasted with the average indicators for a particular industry were presented in Table 3. 

Figures 5-8. Assets turnover, Current Ratio, Debt Ratio and Long-term Debt Ratio indicators
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Source: own elaboration.

Out of the analysed industries, the wire telecommunications industry turned out to 
be the most profitable. In comparison to the said industry, the entity funded by means of 
mezzanine capital (GTS) was less profitable in terms of return on assets, return on equity 
as well as the operating profit margin. In the case of 5 out of 12 entities, the values of all 
the analysed profitability indicators were below the industry average. The said entities 
operated in the following industries: wholesale of computers, computer peripherals and 
software, rail freight transport, service activity supporting land  transport, wire telecom�
munications and healthcare. Profitability above the industry average with regard to at le�
ast two out of three profitability indicators was visible in the following areas: production 
of oil and other liquid fats, production of machines for metal treatment, production of 
buses, production of transport equipment, construction and wireless communications 
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with the exclusion of satellite telecommunications. The analysis of asset turnover indi�
cated that the results above average were obtained only by two enterprises funded by 
means of mezzanine capital: Wheelabrator which produces machines for metal treat�
ment and ABC Data which operates in the area of wholesale of computer hardware and 
software. In most of the analysed entities, as many as 10 out of 12, the current ratio was 
lower than the industry average in the period specified above. As regards the area of 
using debt to finance the business activity, there is no distinct trend visible. Half of the 
analysed enterprises use debt to a larger extent than the enterprises operating in this 
industry and the other half do exactly the opposite.  

Table 3. Standardized financial performance by industry 

Industries 
by PKD

Return 
on 
Assets 
(ROA)

Return 
on 
Equity 
(ROE)

Operating 
Profit 
(EBIT) 
Margin

Asset 
Turnover

Current 
Ratio

Debt to 
Total 
Assets 

10.41 Company financing 
with use of 
mezzanine capital

0.0223 �0.0576 0.0423 �0.3276 �0.0840 �0.0297

Mean in industry 0.0171 �0.0444 0.0169 0.2432 0.0074 �0.0216

28.41 Company financing 
with use of 
mezzanine capital

0.0328 �0.0351 0.0469 0.0142 �0.0144 �0.0278

Mean in industry 0.0233 �0.0490 0.0256 �0.1461 �0.0335 �0.0259

29.10C Company financing 
with use of 
mezzanine capital

0.0211 �0.0498 0.0284 �0.2055 �0.0575 �0.0162

Mean in industry 0.0201 �0.0476 0.0269 �0.1741 �0.0216 �0.0115

30.20 Company financing 
with use of 
mezzanine capital

0.0222 �0.0499 0.0546 �0.3233 �0.0144 �0.0226

Mean in industry 0.0241 �0.0687 0.0343 �0.1650 �0.0345 �0.0700

41.10 Company financing 
with use of 
mezzanine capital

0.0211 �0.0504 0.0347 �0.3118 �0.0525 �0.0135

Mean in industry 0.0196 �0.0391 �0.3250 �0.1334 0.0668 �0.0230

46.51 Company financing 
with use of 
mezzanine capital

0.0232 �0.0444 0.0233 0.3718 �0.0632 �0.0233

Mean in industry 0.0240 �0.0265 0.0240 0.2287 �0.0382 �0.0254

49.20 Company financing 
with use of 
mezzanine capital

0.0209 �0.0515 0.0161 �0.3362 �0.0804 �0.0129

Mean in industry 0.0241 �0.0440 0.0528 �0.0648 �0.0550 �0.0151
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Industries 
by PKD

Return 
on 
Assets 
(ROA)

Return 
on 
Equity 
(ROE)

Operating 
Profit 
(EBIT) 
Margin

Asset 
Turnover

Current 
Ratio

Debt to 
Total 
Assets 

52.21 Company financing 
with use of 
mezzanine capital

0.0178 �0.0796 0.0177 �0.1596 �0.0781 0.0130

Mean in industry 0.0247 0.0203 0.0335 0.0684 �0.0383 0.2159

58.19 Company financing 
with use of 
mezzanine capital

0.0206 �0.0526 0.0372 �0.3764 �0.0847 �0.0271

Mean in industry 0.0223 �0.0392 0.0331 �0.0769 �0.0425 �0.0210

61.10 Company financing 
with use of 
mezzanine capital

0.0229 �0.0427 0.0496 �0.2946 �0.0729 �0.0114

Mean in industry 0.0423 0.1147 0.1536 �0.1402 �0.0403 �0.0228

61.20 Company financing 
with use of 
mezzanine capital

0.0251 �0.0470 0.0451 �0.2271 �0.0552 �0.0278

Mean in industry �0.4901 0.3123 0.0203 �0.0186 �0.0533 �0.0249

86.21 Company financing 
with use of 
mezzanine capital

0.0185 �0.0610 0.0186 �0.3348 �0.0505 �0.0022

Mean in industry 0.0239 �0.0417 0.0300 0.0119 �0.0245 �0.0240

Source: own elaboration.

To sum up the obtained findings, it may be stated that the application of mezzanine 
capital in financing the enterprise cannot be treated as a  guarantee of improvement 
of the financial position. Admittedly,  the analysis of the dynamics of the indicators of 
financial evaluation in 5 consecutive years following the period of obtaining finance may 
point to an increase in the profitability of the enterprises, however, the analysis in rela�
tion to the average industry indicators shows that the enterprises funded by means of 
mezzanine capital generally do not achieve profitability or efficiency above the average 
results for a particular industry. Analogous conclusions may be drawn as regards the use 
of debt and financial liquidity.

Conclusions

The objective of the study presented in this paper was to highlight the possibility of 
funding the SME sector by means of mezzanine capital as well as to evaluate the im�
pact of mezzanine financing on the financial condition of the enterprises. Mezzanine 
capital seems to be an attractive method of financing businesses in the SME sector, 
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first and foremost, due to its flexible form. Undoubtedly, one of its advantages is easing 
the concerns of the owners about losing control over their business and the possibility of 
lowering the cost of capital of the enterprise. The mezzanine finance market in Poland is 
relatively small and the information on implemented investments is scarce. �or this reason, 
it is particularly difficult to conduct research and analyses of the effectiveness of applying 
this source of finance in enterprises. Admittedly, the analysis of the dynamics of the indi�
cators of financial evaluation in 5 consecutive years following the period of obtaining the 
finance may point to an improvement in the profitability of the enterprises, however, the 
analysis in relation to the average industry indicators shows that the enterprises funded by 
means of mezzanine capital generally do not achieve profitability or efficiency above the 
average results for a particular industry. Analogous conclusions may be put forward with 
regard to the use of debt and financial liquidity. Due to the unequivocal character of the 
findings of research along with a relatively small number of analysed enterprises, it is not 
possible to definitely say what the future of this type of financing might be.  

According to the author’s knowledge, this is the first study in Poland, which exami�
ned the coefficient between mezzanine capital as an alternative source of financing en�
terprises and its financial performance. The paper contributes to a better understanding 
of the multidimensional aspect of the financial decision�making in a enterprises. In order 
to spur further development it is necessary to adequately educate entrepreneurs and 
make them aware of the advantages of applying for hybrid forms of financing. 
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The Comparison of the Crypto- and Fiat Currencies’ 
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Abstract: The article describes the issues related to exchange rate volatility of crypto� and 

fiat currencies. The first part presents the issue of exchange rate volatility as well as meth�

ods of its evaluation and criteria of the conducted research. In the next part the author 

presented the essence of currencies and the main currency i.e. fiat money in the global 

economy in terms of the volume of transactions on the �OREX market. Then the main idea 

of crypto currency was presented – together with its advantages as well as disadvantages 

and main currencies in the economic cycle in terms of their market capitalization. Next, the 

results of research on exchange rate volatility in the time horizons were presented: 1�day, 

1�week, 1�month and 1�year. The exchange rate fluctuations of EUR, JPY, GBP and BTC, ETH, 

XRP cryptocurrencies against the US dollar were analyzed. The article was concluded with 

a  summary, which shows that cryptocurrencies are characterized by significantly greater 

exchange rate volatility against the so�called traditional currencies.

Key words: fiat curriencies, cryptocurriences, exchange rate volatility

Introduction

In 1999 M. �riedman said: “The one thing that’s missing, but that will soon be developed, 
is a reliable e�cash, a method whereby on the internet you can transfer funds from A to B, 
without A knowing B or B knowing A” [�riedman 1999]. In 2009, which is just a few years 
later, Bitcoin was created and is described as the first cryptocurrency creating the oppor�
tunities mentioned by �riedman. Since then, a dynamic growth in popularity was noted. 
Market value and importance of cryptocurrencies, currently of circulation in excess of 
1,550, and their total capitalization on December 31, 2017 amounted to USD 573 billion 
[coinmarketcap.com].
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The function of cryptocurrencies is based on blockchain technology, which is a distri�
buted network and was firstly introduced with Bitcoin to solve the double�spending 
problem. As a  result of the bitcoins append validated, mutually agreed�upon tran�
sactions started to be provided [Christidis, Devetsiokiotis 2016, pp. 2292–2303].

Supporters of cryptocurrency claim that they will replace the currently used fiat 
money, which the world’s leading currencies are considered to be. This idea is justified 
by the advantages of this technological solution. However, cryptocurrencies also seem 
to note several defects that might have a significant impact on reducing their use as 
a means of payment. One of the most important is the high volatility of their rates in 
relation to traditional currencies. The research goal of this article is to compare and 
assess the volatility of main crypto� and fiat curriencies in 2015–2017. The hypothesis 
was defined as follows: Cryptocurrencies show significantly higher exchange rate vo�
latility than fiat currencies. The research methods used are literature analysis as well 
as assessment and comparison of the level of exchange rate indicator for particular 
currencies obtained on the basis of historical exchange rates in 2015–2017. 

Exchange rate volatility and the method of its evaluation as 
well as the criteria of the conducted study

Volatility refers to the amount of uncertainty, risk and fluctuations that occur on the 
market and, as the most important to the quantity and scale of price changes in a gi�
ven period on the financial markets. It is measured as the quotient of the variability of 
a given trait – the standard deviation and the average value of this trait. Most often 
expressed in percentage. 

In terms of evaluating the exchange rate volatility, a situation is assumed provided 
that the value of the indicator below 5% means a low level of volatility. The level of 5�10% 
means the average volatility, while the values above 10% testify to the real volatility of 
a particular currency [Michalczyk 2014, p. 353].

The present study assessed exchange rate variability on a period of 1�day, 1�week, 
1�month and 1�year based on daily close prices. The exchange rate fluctuations of EUR, 
JPY, GBP and the cryptocurrencies BTC, ETH, XRP against the US dollar, considered as the 
most important currency in the global financial system, were analysed in the following 
paper. The study period included 3 years: from January 1, 2015 to December 31, 2017 
(with the exception of the Ethereum currency, which was established in August 2015). 
This period was chosen for the reason of a dynamic increase in the popularity of cryp�
tocurrencies during this time. The obtained results are presented in diagrams. In or�
der to show the scale of differences in volatility, in relation to the graphs depicting the  
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variability of cryptocurrencies, the author decided to include charts representing volati�
lity for fiat currencies on the same scale, although it reduced their readability.

Fiat currency – the essence and main currencies

�iat money is a currency without support based on material goods (such as ore), the va�
lue of which usually comes from a legally�designated monopoly in using it in a particular 
area as a legal tender and generated on demand by state institutions, mainly through tax 
collection. The value of fiat money is based on trust in the issuer.

In modern economic systems, fiat money is issued by central banks as part of their 
monetary policy. The main instrument regulating the amount of money in circulation 
based on the interest rate granted by central banks, established from time to time. The 
purpose of such changes is usually based on the statutes of these banks to maintain the 
economic situation and stability of the economy [https://www.nbportal.pl].

Throughout history, paper money and banknotes had traditionally been described 
as a promise to the sides of the transaction. After the post�World War II Bretton Woods 
system, the U.S. dollar has been served as an international reserve currency, on the value 
of $35 for an ounce. In August 1971, Richard M. Nixon (United States President) provided 
an announcement that he would “suspend temporarily the dollar into gold” or other re�
serve assets. In fact, however it was the actual end of the Bretton Woods system and the 
last vestiges of the gold standard. Within two following years, a major currencies bridge 
“floated”, rising and falling in value [www.britannica.com].

Currently, fiat currencies are considered as so�called traditional. The largest in terms 
of turnover on the exchange market (�OREX) are represented by United States Dollar 
(USD), EURO (EUR), Japanese Yen (JPY) and British Pound Sterling (GBP). �or the base cur�
rency – a point of reference – was USD. The remaining three currencies were examined 
for the volatility of their exchange rates. Chart 1 presents the share of particular curren�
cies in the �orex market. The US dollar is the leader – as much as 87.6% of the volume of 
all transactions related to currency pairs, was in USD.
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Chart 1. Most Traded Currencies in 2017

Source: own elaboration based on: https://thedailyfx.com/.

Cryptocurrencies: advantages, disadvantages and main 
cryptocurrencies

Cryptocurrencies are defined in law and have legal defintion as “convertible digital currencies” 
(according to the US �inancial Crimes Enforcement Network directive issued in 2013) or as a “digi�
tal equivalent of cash” (according to the European legislation EC/2009/110 on electronic money). 
Such description applies to the cryptocurrencies that are directly convertible to official curren�
cies based on digital marketplaces and exchange sites. [Papadopoulos 2015, ss. 153–171].

The vast majority of cryptocurriences as a payment system does not need any cen�
tralized authority to confirm or deny specific transactions. Individuals and entities which 
do not trust one another or any single central authority can finalize the transaction on 
the permission relying on a consensus mechanism to ensure the ledger’s accuracy. This 
avoids the necessity for users to possess their own database that they periodically recon�
cile against those of their counterparties. Instead, all transactions are recorded on a sin�
gle database. Every user have a copy of the database, thus there is no possibility of failure 
as exists with traditional relational databases. Once they are included to the blockchain 
transactions cannot be done again, providing the ledger an immutable record of all pre�
vious transactions [Lewis, McPartland, Ranjan 2017, ss. 6–7]. Moreover, e�commerce in�
volving cross�border transactions benefits from cryptocurriences are not related to any 
specific countries. Virtual currencies also enable entities with no access to traditional 



233

The Comparison of the Crypto- and Fiat Currencies’ Exchange Rate Volatility in The Years 2015–201

payment mechanism (credit cards or banking services) to participate in e�commerce. In 
fact, it is even feasible to transfer a payment without revealing one’s personality, similar�
ly like in case of physical money [Jagg, Bach 2015, ss. 139–151].

The most immediate effect virtual currencies like Bitcoin could exert on e�commerce 
is related to their property of payment irreversibility. Transactions in virtual currencies 
cannot be undone, but only refunded by the receiving party. Moreover virtual curren�
cies are capable of providing such advantages form traditional trading to e�commerce 
and to find the solution to the problem of payment reversibility of card payments faced 
by online merchants. Payment irreversibility of virtual currencies transfers risk from mer�
chants to the final consumers, since they may not receive the purchased goods. Nevert�
heless, the extent of this risk is lessened by a reputation incentive for online merchants 
(and involved posts) to correctly dispatch and deliver, respectively. In fact, in compari�
sion to consumers, merchants possess a much stronger reason to maintain a reputation 
of trust [Jagg, Bach 2015, ss. 139–151].

Another type of risk is the highly volatile exchange rate of cryptocurriencies in com�
parison to traditional currencies. In order to recognize cryptocurrencies as full�fledged 
money, they should provide the opportunity to be used as so called means of payment. 
However, the high volatility of their exchange rate causes it difficult to be used as offi�
cial, legal means of payment. As a result the following question should be pointed � do 
cryptocurrency have much greater volatility than fiat currencies? The comparison is pre�The comparison is pre�
sented in the third part of this study.

Three cryptocurrencies with the largest market capitalization as at December 31, 
2017 were selected for comparison. Their capitalization in USD as well as the market 
share are presented in Table 1 and Chart 2.

Table 1. Share of individual cryptocurrencies in the market by capitalization as at 
31/12/2017

No Cryptocurrency Code Market Capitalization 
(USD)

Market 
Share

1 Bitcoin (BTC) BTC 220 903 949 498 39%

2 Ripple (XRP) XRP 82 199 880 481 14%

3 Ethereum (ETH) ETH 69 767 510 695 12%

4 Bitcoin Cash (BCH) BCH 41 526 715 510 7%

5 Others � 158 475 124 904 28%

  Market � 572 873 181 088 100%

Source: own elaboration based on data from coinmarketcap.com.
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Chart 2. Share of individual cryptocurrencies in the market by capitalization as at 
31/12/2017

Source: own elaboration based on data from coinmarketcap.com.

Bitcoin is the first decentralized digital currency, which can be described as pro�
ceeding without a central bank or single administrator. The network is described as the 
peer�to�peer and transactions are done directly, without an intermediary. Such tran�
sactions are checked by network through the system of cryptography and recorded in 
a  public distributed ledger called a  blockchain. Bitcoin was invented by an unknown 
individual or group of people under the name Satoshi Nakamoto with release of as open
�source software in 2009. Bitcoins are created in a process known as mining. They can 
be exchanged for other currencies, products, and services [Brito, Castillo 2013, pp. 1–7].

Ripple is a real�time gross settlement system (RTGS), currency exchange and remit�
tance network created by the Ripple company. The Ripple Transaction Protocol (RTXP) 
or Ripple protocol, is described as a distributed open source internet protocol – ledger 
and national cryptocurrency abbreviated to XRP (ripples) [Carson 2014]. Ripple released 
in 2012 was provided to enable “secure, instantly and nearly free global financial tran�
sactions of any size with no chargebacks” [Bradbury 2014]. The main idea is to support 
tokens representing fiat currency, cryptocurrency, commodity or any other unit of value 
such as frequent flier miles or mobile minutes. At its core of system, Ripple is based on 
a shared and public network or ledger, which uses a consensus process that allows for 
payments, exchanges and remittance in a distributed process.
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Introduced in 2015, Ethereum is a decentralized software mechanism that provided 
Smart Contracts and Distributed Applications to be done and run without any downti�
me, fraud, control or interference from any third party. Ethereum should not only be tre�
ated as a platform but also a programming language based on a blockchain technology. 
It helps developers to build and publish distributed applications. The potential applica�
tions of Ethereum are widely usable. According to Ethereum, it can be used to “codify, 
decentralize, secure and trade just about anything” [investopedia.com].

Comparison of exchange rate volatility

1-day volatility
�irstly, the 1�day volatility will be analyzed. In the case of currencies, the fiat was charac�
terized by a low level, which is shown in Chart 3. The highest increase in 1�day volatility 
concerns GBP in June 2016, which is related to the Brexit referendum. It amounted to 
around 6% then. The volatility of currency exchange rates usually fluctuated in the range 
of 0�1%, which is confirmed by the trend lines.

Chart 3. 1-day volatility of EUR, JPY and GBP exchange rates in 2015–2017

Source: own elaboration based on data from nbp.pl.

The 1�day volatility of the cryptocurrency differs significantly – chart 4 and 5 have 
been scaled in a standardized manner. The variability of 1�day cryptocurrencies often ex�
ceeds 10%, which means high volatility. In turn, trend lines are aiming for 5%, which me�
ans that the volatility on the average level persists for the majority of the analyzed period.
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Chart 4. 1-day volatility of BTC, ETH i XRP exchange rates in 2015–2017

Source: own elaboration based on data from coinmarketcap.com.

Chart 5. 1-day volatility of EUR, JPY and GBP exchange rates in 2015–2017 – the scale 
is similar as on Chart 4

Source: own elaboration based on data from nbp.pl.

1-week volatility
The volatility of the rates in the weekly period is presented in Chart 6. In comparison 
to the 1�day, slightly higher levels of volatility can be observed, which should be 
considered as standard situation as the studied period has been extended. However, 
traditional currencies are still characterized by low volatility its values are usually in 
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the range of 0�1%. Definitely less often weekly variability reaches the value in the 
1–2%. In turn, exceeding the level of 2% occurred only a few times, and this was most 
often the result of high uncertainty caused by significant events for the economy, 
such as the referendum on Brexit.

Chart 6. 1-week volatility of EUR, JPY and GBP exchange rates in 2015–2017

Source: own elaboration based on data from nbp.pl.

In the case of weekly volatility of cryptocurrency rates, as of traditional currencies, 
a slight increase in the level of volatility could be noted (Chart 7). Ethereum currency 
was characterized by the highest volatility, especially in the first year of the market 
debut, i.e. August 2015 – August 2016. In addition, there are several changes in the 
Ripple course, which resulted from information appearing on the market, which were 
considered by investors to be significant for the further fate of this cryptocurren�
cy. Against the background of the other two cryptocurrencies, Bitcoin recorded the 
smallest volatility of the exchange rate. It is still higher than for traditional currencies, 
which can be observed by comparing Charts 7 and 8.



238

Robert Sterniński

Chart 7. 1-week volatility of BTC, ETH and XRP exchange rates in 2015–2017

Source: own elaboration based on data from coinmarketcap.com.

Chart 8. 1-week volatility of EUR, JPY and GBP in the years 2015–2017 – the scale  
similar as on Chart 7

Source: own elaboration based on data from nbp.pl.

1-month volatility
Trend lines determining the level of monthly volatility for traditional currencies differs 
around the level of 1%, i.e. is characterized by low volatility. This is shown in Chart 9. Once 
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again in June 2016, a clear change to GBP could be observed, when 1�month volatility 
approached the level of 5%.

Chart 9. 1-month volatility of EUR, JPY and GBP exchange rates in 2015–2017

Source: own elaboration based on data from nbp.pl.

In turn, the 1�month volatility in the case of cryptocurrencies fluctuates around the 
level of 10%, however, short�term, sudden exchange rate changes often exceed this 
level. The biggest changes, reaching even 80–100% on a month�to�month basis, were 
noted by Ripple. The variability at 20–45% was achieved by Ethereum. On their backgro�
und, Bitcoin was characterized by the smallest volatility, but still significantly higher than 
traditional currencies (Chart 11).
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Chart 10. 1-month volatility of BTC, ETH and XRP exchange rates in 2015–2017

Source: own elaboration based on data from coinmarketcap.com.

Chart 11. 1-month volatility of EUR, JPY and GBP rates in 2015–2017 – scale as in 
Chart 10

Source: own elaboration based on data from nbp.pl.

1-year volatility
The values of the annual exchange rate volatility for all analyzed currencies are presented 
in Table 2. Among traditional currencies, the highest annual volatility was observed in 
GBP in 2016. In the case of cryptocurrency, the highest volatility was observed in 2017. 
The highest value of was reached by Ripple – 135.71%.
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Table 2. 1-year volatility of selected fiat currencies and cryptocurrencies in 2015–2017

Year EUR JPY GBP BTC ETH XRP
2015 2,52% 1,66% 1,81% 21,78% 27,67% 42,09%
2016 2,25% 5,24% 6,19% 24,50% 37,49% 14,01%
2017 4,52% 1,56% 2,88% 101,18% 83,37% 135,71%

Fiat Currency Cryptocurrency

Source: own elaboration based on data from coinmarketcap.com oraz nbp.pl.

Summary

The aim of the paper was to compare and assess the volatility of main crypto� and fiat 
currencies in the period of years 2015–2017. The results of the conducted reearch con�
firmed that the cryptocurrencies selected for the study in relation to the so�called tra�
ditional currencies were characterized by significantly higher volatility in the analyzed 
period at all adopted time horizons – day, week, month and year. In several scientific 
publications, there was a statement not supported by scientific research, identical with 
the conclusions from this article, about the much higher exchange rate volatility of cryp�
tocurrencies against fiat currencies. However, the added value of this article is the ana�
lysis of data using statistical methods and proving on their basis that the exchange rate 
volatility of cryptocurrencies far exceeds the exchange rate volatility of fiat.

The volatility of traditional currencies in the analyzed period usually was in the range 
of 1–2%, due to the fact that these currencies can be considered as stable, characterized 
by low volatility. On the other hand, the variability of cryptocurrencies was 5–15%, so 
they assumed values considered as medium and high volatility. Based on the obtained 
results, it should be recognized that cryptocurrencies are definitely less stable than tra�
ditional currencies. It is caused by, inter alia a high volume of speculative transactions in 
general cryptocurrencies. In order to be able to recognize cryptocurrencies as a stable 
currency in the future, the volatility should be at a lower level.

Cryptocurrencies have existed in the economic cycle since 2009, but their dyna�
mic growth has been in recent years. �urther research should be conducted on the 
volatility of their rates, also in relation to traditional currencies, because it is possible 
that over time they will gain stability or, on the contrary, there will be rapid changes in 
their value. In addition, new cryptocurrencies are still emerging, which exchange rate 
fluctuations may significantly differ from the variability of the current major cryptocur�
rencies, i.e. BTC, ETH, XRP. In the case of some of the new currencies, their creators try 
to introduce changes and improvements that lead to eliminating the inconvenience 



242

Robert Sterniński

in their use to conclude daily transactions. It may also be possible to stabilize their 
exchange rates against traditional currencies.
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Roles and Responsibilities of Audit Committees  
in Public-interest Entities1

Abstract: In the worlds, the role and rules governing the functioning of audit committees are 

one of the main topics in the discussion on corporate governance in public�interest entities. Au�

dit committees have become a permanent component of supervisory bodies in publicly traded 

companies and financial institutions in many countries. Efficient and effective functioning of au�

dit committees is seen as an opportunity to improve supervision quality in the entities. This paper 

describes the effect of the current legal regulations on establishing audit committees in Polish 

financial institutions and publicly traded companies. The author analysed the roles and respon�

sibilities of audit committees in such entities in order to initiate a discussion on the competen�

cies and liability of audit committee members in Poland. Having analysed the Rules of Operation 

of audit committees as well as other documents the author classified the main areas of audit 

committees’ activity in the analysed entities and present the author’s theoretical concept of inte�

grated audit programme in public�interest entities, as well as directions for further research. The 

following research methods have been used: critical analysis the source documents and internal 

regulation in selected financial institutions and publicly traded companies, as well as legal acts.

Key words: financial institutions, publicly traded companies, audit committees, internal 

audit, internal control

Introduction
Issues related to corporate governance in public�interest entities have attracted the atten�
tion of a variety of international organisations for more than 30 years. It should be noted 
that the recent financial crisis showed that traditional corporate governance practices used 

1 This paper has been written as part of the project No. 51109�XX5 “Theoretical and practical aspects of the 
assessment of the internal audit function in the public sector”, carried out by the University of Economics in 
Poznań. The study was been presented at the 16th European Academic Conference on Internal Audit and 
Corporate Governance Parthenope, University of Naples, Italy, 18–20 April 2018.
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by public companies and financial institutions had not been effective enough. Therefore, 
an intensive international discussion began on how to improve the effectiveness of risk 
management and the adequacy of internal control systems in public�interest entities, as 
well as on the role and purpose of bodies responsible for the supervision and assessment 
in these areas. Attempts have also been made to extend the competencies and responsi�
bilities of supervisory boards and their committees, including in particular the audit com�
mittee and the risk management committee. In recent years, legislation on and guidelines 
for audit committees in public�interest entities have been introduced in many countries. 
A number of scientific articles on this subject have been published. Polish regulations and 
scientific studies have also been moving in that direction. In Polish public�interest entities, 
audit committees were introduced only in 2009. �rom the current perspective it is now 
possible to carry out the first reliable research study in this field.

The purpose of the present article is to discuss the role and tasks of audit commit�
tees in public�interest entities in Poland. The paper describes the impact of amended 
laws and other regulations on the development of audit committees in Poland. It draws 
attention to the role and purpose of audit committees as a tool for supporting effective 
supervision in financial institutions and publicly traded companies. The paper addresses 
the problem of the role, competencies, responsibilities and effectiveness of audit com�
mittees and present theoretical concept of integrated audit programme.

Research methodology and overview of the analysed entities

In order to determine research problems related to the roles, tasks and responsibilities of au�
dit committees in Polish public�interest entities the author analysed legal regulations and 
reviewed literature and earlier research, as well as internal documents from selected entities. 

The study involved selected Polish publicly traded companies and various groups of 
financial institutions, such as banks, insurance companies, investment fund companies 
and pension fund companies.

In Poland, public�interest entities are not formally required to make internal regula�
tions of audit committees available online. Some Polish publicly traded companies and 
financial institutions do so voluntarily. The analysis focused on those entities that parti�
cipated in the Best Corporate Social Responsibility Report competition in 2017. The com�
petition has been organized in Poland since 2008. So far, 275 companies and institutions 
have attended. In the 2017 edition, 44 reports were submitted, including 8 from financial 
institutions (mostly commercial banks). The other analysed Polish publicly traded com�
panies operate in a variety of sectors and industries. The author thoroughly analysed 
internal regulations of audit committees as well as other documents relating to the key 
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corporate governance elements, made available online by the analysed companies and 
financial institutions. 

Review of empirical research literature

Corporate governance  and audit committees draw much attention from researchers all over 
the world, which has resulted in numerous studies on their theoretical and practical aspects, 
e.g.: Krishnan and Visvanathan [2008]; Pomeroy and Thorton [2008]; Baxter and Cotter [2009]; 
Gendron [2009]; Bedard and Gendron [2010]; Cohen, Krishnamoorthy and Wright [2010]; 
Brown, Beekes and Verhoeven [2011]; Sun, Liu and Lan [2011]; Qi and Tian [2012]; Sharma 
and Iselin [2012]; Sun and Cahan [2012]; Chan, Liu and Sun [2013]; Sultana, Singh and Van der 
Zahn [2014]; De Vlaminck and Sarens [2015]; Sultana [2015] and other authors. Audit commit�
tees have been well researched in the Anglo�American governance model.

A literature review carried out by the author showed that researchers followed a number 
of theoretical approaches to study and explain audit committees practices, such as agen�
cy, institutional, and efficiency theories. As suggested by Gendron [2009], Dobija [2015] and 
other authors, a  single theory should not be expected to explain the results obtained in 
a study; in fact, diverse theories can be employed simultaneously to describe a given reality.

The importance of corporate governance for emerging market economies has also 
been widely recognized. However, the debate has focused on issues such as privatization, 
board composition, executive compensation, corporate governance disclosures, and the 
general performance of corporate governance systems. Research related to audit commit�
tees in emerging market economies in this context are very limited [Dobija 2015].

�or example in Poland, many theoretical and empirical analyses of corporate gover�
nance in the private sector as well as analyses dedicated to audit committees have focused 
strictly on new regulations and practice. Theoretical aspects of corporate governance have 
been presented by Jeżak [2010], Postula [2013], Adamska, Mesjasz and Urbanek [2016]. 
Ambroziak and Chmielewski [2011] analysed the role of audit committees in ensuring ex�
ternal audit quality. Ignyś [2006] presented corporate governance regulations in the Euro�
pean Union and perspectives for Poland. Szczepankiewicz [2010] presented the role of au�
dit committees as new bodies ensuring the reliability of financial statements and internal 
control systems in public�interest entities. Dudek [2009], Szczepankiewicz [2009], Nadol�
na [2010], Dobija, Koładkiewicz, Cieślak and Klimczak [2011], Piaszczyk [2012] discussed the 
role and tasks of audit committees in public�interest entities. Szczepankiewicz presented 
the role of audit committees as bodies supporting effective corporate governance in fi�
nancial institutions [2011a], including: commercial banks [2012a)], head banks of cooperati�
ve banks federations [2011b], insurance sector institutions [2012b], and in investment fund 
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companies [2014]. Słomka�Gołębiowska [2012] and Marcinkowska [2014] presented many 
corporate governance aspects in banks. Kiedrowska and Szczepankiewicz [2012] reviewed 
the role of audit committees in the integrated enterprise risk management systems in the 
insurance sector. Szczepankiewicz and Dudek [2010] compared the tasks and organisation 
of audit committees in the public sector and in public�interest entities. 

The results of the research carried out

Role of audit committees in the Polish laws and regulations
In 2006, the European Commission adopted Directive 2006/43/EC (39). The Directive pre�
sents guidelines for the development of more detailed regulations in individual Member 
States. Were addresses issues related to the supervision of public�interest entities and 
the independence of certified auditors. It formally were obliges public�interest entities 
to establish audit committees, as well as to assess: (1) the quality of internal control sy�
stems, (2) risk management efficiency, (3) internal audit efficiency, and (4) the quality of 
financial reporting process and financial review activities. 

In Poland, the interest in setting up audit committees and internal audit functions in 
publicly traded companies began to grow only in 2008. Back then, many public compa�
nies first established audit committees operating at their supervisory boards, without 
setting up internal audit functions. Supervisory boards made audit committees respon�
sible only for financial reporting and consulted them in the process of appointment of 
certified auditors. �ew public companies tasked audit committees with supervision over 
internal control, internal audit and risk management. Such a situation resulted from the 
lack of detailed Polish regulations in this area.

In 2007, the Board of the Warsaw Stock Exchange passed a new set of corporate go�
vernance rules [Best Practice for WSE-Listed Companies 2007). The document largely chan�
ged the earlier approach to the functions and tasks of the audit committee. Only after 
its publication the role of the audit committee as defined by Directive 2006/43/EC was 
directly linked to financial reporting, ensuring independence and high quality of exter�
nal audit, need for internal audit, and risk management. 

Since December 2009 audit committees are obligatorily appointed by (and in fact 
operate in) most Polish public�interest entities. The obligation results from the provi�
sions of the Statutory Auditors and Public Supervision Act [2009] amended in Septem�
ber 2009. Its Article 86 lists the key tasks of the audit committee, taking into account the 
guidelines of Article 41 of Directive 2006/43/EC. 

Unfortunately, back in 2009 not all public�interest entities in Poland were bound by 
the said obligation. Audit committees had to be set up by commercial banks, insurance 
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companies and publicly traded companies. Exemptions were granted to investment and 
pension fund companies, cooperative banks and a number of other institutions. Only in 
November 2010 the Polish Financial Supervision Authority published Recommendations 
on the functioning of audit committees [2010] in public-interest entities. In 2013 Directive 
2006/43/EC was replaced by Directive 2013/34/EU. However, the new Directive did not 
change the regulations on the scope of audit committee tasks. 

The Statutory Auditors, Auditing Firms and Public Supervision Act [2017] obliged all 
public-interest entities to set up audit committees. As from November 2017, audit com-
mittees must be obligatorily established by investment and pension fund companies 
and other financial institutions. The amended act on statutory auditors lists far more ta-
sks of audit committees in public-interest entities compared to the earlier act from 2009.

Internal and external supervision system model in public-interest entities in Poland
The author developed a research-based model of internal and external supervision sy-
stem in public-interest entities in Poland. The model is applicable to the analysed groups 
of financial institutions and listed companies. In Poland, management systems and inter-
nal control procedures are the basic elements of the internal governance system. Its cha-
racter is functional rather than institutional. The internal and external supervision system 
model in public-interest entities in Poland is presented in Figure 1.

Figure 1. Internal and external supervision system model in public-interest entities 

Source: by the author.

The internal governance system, as well as audit committees, internal audit, external au-
dit and financial supervision currently constitute the key elements of corporate governance 
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in public�interest entities. Currently, financial supervision authorities and various interna�
tional organisations have been trying to increase the efficiency of corporate governance in 
public�interest entities. Increasing the efficiency of bodies responsible for the supervision 
and assessment in this area has been discussed internationally at great lengths. 

In Poland, financial statements of all public�interest entities undergo financial audit. As 
already mentioned, statutory auditors’ tasks with regard to financial statements (as well as 
other services provided to financial institutions and publicly traded companies) are defined 
in the said Statutory Auditors, Auditing �irms and Public Supervision Act [2017]. The basic 
tasks of statutory external auditors in public�interest entities are presented in �igure 2.

Figure 2. Tasks of statutory external auditors in public-interest entities 

Source: by the author.

In global literature, the role, aims, independence and professionalism of internal au�
dit are also being debated. The objective of the internal audit function is to carry out 
independent and objective examinations and to evaluate the adequacy and efficiency 
of the internal control system as well as to issue opinions concerning the entity’s mana�
gement system, including risk management efficiency. Internal audit should encompass 
all operating areas of the organisation. The internal audit function is responsible for an 
independent and objective examination and assessment of the adequacy and effective�
ness of the internal governance system. The basic tasks of the internal audit function in 
public�interest entities in Poland are presented in �igure 3.

Figure 3. Tasks of internal audit functions in public-interest entities 

Source: by the author.

In analysed entities the information about identified irregularities and internal audit 
conclusions as well as about remedial measures taken is provided on a regular basis to 



251

Roles and Responsibilities of Audit Committees in Public-interest Entities

the audit committee or to the supervisory board of the organisation. Internal audit is 
a management tool used by the management board of the company to obtain reasona�
ble assurance that:

1) the organisation’s goals and tasks are effectively pursued,
2) procedures laid down in legal regulations or adopted by the management board 
are consistently implemented and followed,
3) internal control mechanisms and procedures are adequate and effectively sup�
port correct operation of the organisation,
4) the risk management system and corporate governance are effective.
The current roles and tasks of internal audit in institutions are defined in The Interna-

tional Standards for the Professional Practice of Internal Auditing [2016] of the Institute of 
Internal Auditors (IIA). The aims and goals of internal audit are pursued on the basis of 
a wide range of courses of action set out in IIA’s Standards. 

In Poland, the legal obligation to perform internal audit applies only to commercial banks 
(since 2008), insurance companies (since 2013) and investment fund companies (since 2013). 
Other financial institutions and publicly traded companies are not bound by the said obliga�
tion. Nevertheless, many of them have voluntarily established internal audit functions (de�
partments). Likewise, it is not obligatory to implement IIA Standards in public�interest entities, 
and each entity is free to develop and implement its own internal audit standards. However, 
in the recent years IIA Standards have been adopted in practice by many financial institutions, 
including mostly banks, insurance companies as well as multiple publicly traded companies.

In some groups of financial institutions integrated internal governance systems have 
been implemented. On the basis of the study the author concluded that such a  mo�
del exists in commercial banks, insurance companies, investment fund companies and 
certain listed companies. Those financial institutions where audit committees were set 
up in 2009 were the first to develop such models. However, there still are many orga�
nisations where the simplest internal governance system model is still operated, such 
as pension fund companies, cooperative banks and many publicly traded companies. 
Internal control systems in many companies have been developed on the basis of The 
Internal Control – Integrated Framework [1994]. �igure 4 presents the integrated internal 
governance system model in public�interest entities in Poland.

Supervisory boards of public�interest entities are responsible for the development, 
introduction and functioning of internal regulations that determine the activity of audit 
committees. The main goals and tasks (�igure 5) of the audit committee in public�inte�
rest entities should be described in detail in its rules of operation. The rules of operation 
should set out in detail all tasks and courses of action in all areas.
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Figure 4. Integrated internal governance system model in public-interest entities 

Source: by the author.

Figure 5. Tasks of the audit committee in public-interest entities

Source: by the author.

Tasks of audit committees understood as new bodies supporting effective corporate governance 
of financial institutions and publicly traded companies 

At present, audit committees support supervisory boards of public�interest entities 
in executing their control and supervisory obligations. Audit committees operating in 
public�interest entities are obliged to act pursuant to Article 130 of the Statutory Au�
ditors, Auditing �irms and Public Supervision Act [2017]. Table 1 presents the scope of 
audit committee tasks in public�interest entities defined in the Statutory Auditors and 
Public Supervision Act (2009) and in the Statutory Auditors, Auditing �irms and Public 
Supervision Act (2017).
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Table 1. Audit committee tasks in public-interest entities pursuant to the Statutory 
Auditors Act

Article 86 of the Statutory Auditors and 
Public Supervision Act (2009)

Article 130 of the Statutory Auditors, Auditing Firms and Public 
Supervision Act (2017)

1) monitoring of the financial reporting 
process;

2) monitoring of the effectiveness of internal 
control systems, internal audit and risk 
management;

3) monitoring of financial audit services 
provided by auditing firms;

4) monitoring of independence of the 
certified external auditor to financial review 
activities and other activities in public�
interest  entities.

1) monitoring of:

a) financial reporting process,

b) internal control system efficiency, risk management and internal 
audit, also in the area of financial reporting,

c) financial audit services provided by auditing firms;

2) controlling and monitoring of statutory auditors’ and auditing firms’ 
independence, particularly if the auditing firm in question provides 
the public�interest entity with services other than audit;

3) notification of audit results to the supervisory board or to another 
supervisory or controlling body; explaining how the audit 
contributed to sound financial reporting in the organisation and 
what was the role of the audit committee in the audit process;

4) assessing the independence of the statutory auditor and expressing 
consent for the provision of non�audit services;

5) preparation of the auditing firm selection policy;

6) preparation of the policy of provision of non�audit services by the 
auditing firm or its affiliated entities;

7) defining the procedure of auditing firm selection by the entity;

8) presentation of auditing firm recommendations to the supervisory 
board or another supervisory or controlling body;

9) presentation of recommendations aimed at ensuring soundness of 
the financial reporting process in the entity.

Source: by the author on based of Statutory Auditors and Public Supervision Act [2009] and Statutory 

Auditors, Auditing �irms and Public Supervision Act [2017].

In all analysed public�interest entities, the main tasks of the audit committee pursu�
ant to Article 130 of the Statutory Auditors, Auditing �irms and Public Supervision Act 
(2017) are described in the audit committee Rules of Operation. The Rules of Operation 
in Polish publicly traded companies rarely include further detailed descriptions of these 
tasks of the audit committee. Only in the analysed banks and insurance companies, the 
Rules of Operation define in detail all tasks and courses of action in the following areas:

1) supervision of internal control system (procedures),
2) supervision of risk management system,
3) supervision of internal audit function and risk management function, 
4) supervision of financial reporting process,
5) supervision of financial statement audit services and other financial services,
6) supervision of relations with firms cooperating and other external entities.
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Audit committees in the analysed banks and insurance companies undertake many 
tasks, including in particular:

 – ensuring proper communication between the management board, operating mana�
gement staff, personnel and internal auditors/certified auditors, 

 – ensuring the independence of the internal audit function and external auditors, 
 – assessing the risk identification and management system, including recognition of main 

risks faced by the organisation and evaluation of risk mitigation procedures in place, 
 – assessing the efficiency and adequacy of the internal control system, 
 – monitoring relations between the organisation and its affiliated entities, 
 – analysing financial reports presented by the management board, with a special fo�

cus on accounting principles and methods adopted by the organisation, 
 – assessing information management systems, 
 – issuing opinions on changes in the position of the internal audit unit function manager,
 – issuing opinions on changes in the management board and in key managerial positions,
 – exercising oversight activities in other areas defined by applicable regulations.

Qualifications of audit committee members 
Pursuant to the Statutory Auditors, Auditing �irms and Public Supervision Act [2017], audit 
committees in public�interest entities must consist of 3 or more members. Most audit com�
mittee members, including chairpersons, must be independent from the entity in question. 
Detailed conditions of independence are specified in Article 129, section 8 of this Act [2017].

At least one independent member of the audit committee should have appropriate qua�
lifications in accounting or financial auditing. It should be noted that a proper selection of in�
dependent members of the committee, specialising in risk management, financial reporting, 
internal control and auditing ensures effective operation of the committee, thus making it 
an effective tool supporting the operation of the organisation. Not unlike internal auditors, 
independent members of the audit committee should jointly possess the knowledge, skills 
and experience allowing the committee to carry out its activities in an effective and compe�
tent manner. Appropriate selection of experts specialising in various fields jointly forming 
a comprehensive pool of qualifications, expertise and experience, makes it possible to create 
a team with versatile capabilities covering all necessary aspects. A well�selected team is able 
to efficiently and professionally conduct all tasks delegated to the committee.

Many audit committee members hold postgraduate diplomas in internal auditing 
from Polish universities and international qualification certificates, such as Certified In�
ternal Auditor (CIA), Certifi ed �raud Examiner (C�E), Certifi ed Information Systems Audi�Certified �raud Examiner (C�E), Certified Information Systems Audi�
tor (CISA), Chartered �inancial Analyst (C�A), Certified �inancial Services Auditor (C�SA), 
Association of Chartered Certified Accountants (ACCA) or are licensed statutory auditors.
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The theoretical model of integrated audit programme in public-interest entities
In the author’s view, the efficiency of control and supervision exercised by the audit com�
mittee in public�interest entities can be ensured by developing and implementing an 
integrated audit programme. The programme should coordinate activities performed as 
part of internal and external audits through:

1) presentation of operating principles and internal governance system structure 
(internal control and risk�management procedures) to internal and external auditors,
2) analysis of internal and external auditing results with a  view to improving the 
internal governance system,
3) managing relations between internal and external auditors, joint adoption of auditing 
methodology and cooperation between internal and external auditors in risk assessment,
4) defining rules applicable to the use by internal auditors of reports issued by cer�
tified auditors in previous audits and principles governing external auditors’ access 
to internal audit reports.
The tasks of the audit committee in the context of operating an integrated audit 

programme are listed in �igure 6.

Figure 6. Theoretical model of integrated audit program in public interest-entities

Source: by the author.
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Conclusions and directions for further research

The current Polish legislation specifies the fundamental operating principles and tasks 
of audit committees in public�interest entities. The existing solutions are conducive to 
the development of audit committees in the Polish reality. Audit committees already do 
have a defined status in public�interest entities. In recent years their role has significantly 
increased, and so have the qualifications of their members.

Detailed operating principles, roles and tasks of audit committees in public�interest 
entities are defined in their Rules of Operation. In public�interest entities the Rules of 
Operation of the audit committee require approval of the committee’s appointing body, 
i.e. the supervisory board. Having analysed the Rules of Operations of audit committees 
the author identified a number of key areas of their activity. 

The analysis of the Rules of Operations of audit committees allows one to conclude 
that the remaining formal and organisational aspects are similar in nature, irrespectively 
of whether a given committee operates in the public finance sector or in a public�inte�
rest entity. However, not all Rules of Operation analysed by the author defined a detailed 
scope of the committee’s tasks or the conditions of accessing documents, information 
and other operating materials by committee members. Not all Rules of Operation spe�
cified the method and procedure of cooperation between committee members on the 
one hand and entities’ managers and employees on the other.

In the author’ opinion, all Rules of Operation should specify inter alia the following:
1) organisation and method of the audit committee’s proceedings, including: the 
method and frequency of convening its meetings; the method of conducting mee�
tings and passing resolutions; the method of documenting meetings and operating 
tasks; principles of third parties’ participation in meetings,
2) principles of cooperation between the committee on the one hand and the inter�
nal audit department manager and the statutory auditor on the other,
3) procedure in cases involving request for termination of employment (or change 
of terms of employment) of the internal audit function manager. 
In the future, theorists may consider addressing the following issues:
1) Will the obligation to establish audit committees in other financial institutions 
ensure a higher quality of corporate governance in the Polish financial sector?  
2) How do audit committees perform their monitoring duties regarding the over�
sight of risk management, internal control, internal audit, financial reporting and ex�
ternal auditors?
3) What critical factors affect the efficiency of audit committees in public�interest entities? 
4) How to measure the efficiency of audit committees in public�interest entities?
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Changes in Lean Production during the Fourth  
Industrial Revolution

Abstract: One of the key challenges, that modern companies have to face, is being able to 

react and adapt to rapid changes in the economic environment. The need to stay competi�

tive forces the adjustment of value chains in order to meet the demands of contemporary 

technology. The aim of this paper is to verify whether lean management is complimentary 

or contradictory to Industry 4.0 and analyze if modern companies are interested in aligning 

lean solutions with the technologies connected with the fourth industrial revolution. The 

use of such novelties can be seen as costly, but crucial in order to stay competitive. �urt�

hermore, the interaction between a pre�existent paradigm, which is Lean Production, and 

the new concept of Industry 4.0 is shown on various real�life case studies, which are used in 

order to show the practical outcome of the fourth industrial revolution. A framework for the 

implementation of smart solutions is proposed (treated as one of the main components of 

the transition from Lean to Smart), such as the e�Kanban. 

Key words: industry 4.0, lean production, integration, modern management

Introduction

The fourth industrial revolution, which can used interchangeably with the term In�
dustry 4.0, is inseparably connected with using advanced technologies in order to 
optimize internal and external processes of a  manufacturing company. It is based 
on forming a  network of interconnected operations across the value chain during 
the life cycle of a product. It should be seen not only as a technological trend, but 
also a way of dealing with the complexity and dynamics of modern manufacturing 
environment. 

Since the early 1990s the principles of Lean Production have become widely 
accepted in the production industry. The advent of new technological solutions 
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forced the re�think of Lean Production principles, as the development of new solu�
tions resulted in making some of them inefficient and wasteful. �urthermore, the 
changes in modern economic environment have forced production companies to 
rethink their long�term development strategies in order to adapt to the changes 
so as to stay competitive. 

The fourth industrial revolution is the major paradigm shift, which treats achieving 
smart and sustainable solutions as priorities. Taking into consideration all of the chan�
ges in modern production, a question arises on how Industry 4.0 can interact with Lean 
Production. Anthony [2017] points, that lean mindset is crucial, when it comes to creating 
a  sustainable and improved manufacturing environment. Maintaining quality and con�
stant process improvement requires evolution and modifications in the use of historical 
knowledge. The changes in modern production enable a new, enhanced Lean, which is 
supported by Industry 4.0.

The main technologies of Industry 4.0

Innovation is a  point of interest of various research fields. According to Griffin [1999, 
p. 424] it is the directed effort of an organization towards the development of novelty 
goods, services or finding new applications of existing products or services. The Orga�
nization for Economic Co�operation and Development [2005] enriches the definition of 
innovation, which can be understood as a:

 · Radical novelty – the introduction of a new or significantly improved product, good 
or service; 
 · Technical improvement – a change of the way a product looks or works; the develop�

ment or improvement of a process; 
 · Managerial innovation – implementation of a  new marketing or organizational 

method, workplace organization or external relations.
During the 2012–2014 period circa 24% of EU�28 countries introduced product inno�

vations. The countries with main contribution were Ireland (35,7%), �inland (34,5%) and 
Germany (34,4%). The modern landscape of manufacturing has been shaped by waves 
of economic development and innovation. 
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Figure 1. Share of enterprises that implemented product innovations, 2012–14 (%)

Source: Eurostat data.

Since the 18th century mankind has witnessed four major paradigm shifts in the field 
of manufacturing. The �irst Industrial Revolution (1784) enabled faster production of go�
ods by introducing steam�powered machine. The mechanization of production chan�
ged the way that humankind lived and worked. Since then the desire to innovate was 
growing stronger in every society. The Second Industrial Revolution (1870) was marked 
by the introduction of mass production, while the Third (1969) was defined by the use of 
IT systems and automatic manufacturing. The use of new technologies has always been 
one of the main drivers of economic progress. 

Nowadays the mankind is witnessing the �ourth Industrial Revolution. Industry 4.0 can 
be identified as a new type of industrialization connected with shifting from embedded to 
cyber�physical systems (CPS). The term was introduced in 2011 in Germany at the annual 
Hanover �air and is currently used by the German �ederal Government to describe the long�
term plan of implementing a wide spectrum of technological innovations into the national 
economy. Similar strategies are in development in various European countries. Examples 
may include the Polish Industry 4.0 Platform, which will be used in order to connect the pro�
viders of technological innovations with their potential customers. Moreover, Industry 4.0 is 
the term which emphasizes the integration of systems, intelligent machines and using tech�
nological advancements in the production process. The aim of the changes is to boost the 
efficiency of manufacturing and simplify making changes in the range of produced goods. 
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Table 1. The evolution of manufacturing

Past Present Future

Communication 
system Analog Internet and Intranet Internet of Things 

Cyber Physical Systems

Concept Neo�Taylorism Lean Production Smart �actory

Solution Mechanization and 
automation

Automation and 
computerization

Virtualization and 
integration

Source: Mrugalska, Wyrwicka 2017.

Industry 4.0 connects the Internet of Things (IoT), Artificial Intelligence (AI), big data 
etc. (main technologies are depicted in fig. 2). The IoT is the combination of technolo�
gies, which enables connection of various devices, accessing them remotely and mana�
ging them from a chosen place as long as it is connected to the Internet. The Industrial 
Internet of Things (IIoT) is based on the connection of hardware and software used insi�
de of a company in order to enable real�time visibility of operations from any location at 
a chosen time [Salimi 2017]. 

Figure 2. The main technologies of Industry 4.0

Source: own elaboration.
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Koch and Kuge [2014, pp. 11–12] note that the fields of the companies working envi�
ronment affected by the fourth industrial revolution are 

 · Value chains – integration of horizontal and vertical value chains by enabling easier 
information transfer between manufacturing systems;
 · Products and services – digitization is one of the reasons, why highly customizable 

products can be manufactured. The production process is more flexible and gives 
the possibility to produce small batches of individualized products with all of the 
advantages of mass production. The technological advancements enable changing 
production from centralized to decentralized. CPS are able to independently execu�
te their tasks and make their own decisions. The information carrier is not only the 
machinery, but also the product itself.
 · Business Models – the industrial Internet will affect the creation of new 

business models thanks to a  wider range of solutions proposed to customers 
and partners.

The integration of Lean Production and Industry 4.0

Lean Production originates from the Japanese automotive sector. It was first introdu�
ces in the Toyota Production System after the Second World War. J. Pettersen [2009] 
has emphasized the fact, that even though the concept of Lean Production has been 
long known in contemporary management, it has no concise definition. Womack and 
Jones [1994] used “lean enterprise” to define a group of companies, whereas Shadur 
and Bamber [1994] used the term “lean management” as a definition of general ma�
nagement aspects. A guideline to understanding the concept can be the definition 
proposed by J. Krafcik [1988], who suggested that Lean is “a systematic approach to 
identify and eliminate waste through continuous improvement; flowing the product 
at the pull of the customer in pursuit of perfection”. The implementation of Lean 
Production requires the integration of basic the principles with business culture to 
ensure constant process improvement. The motivation behind Lean Production and 
Industry 4.0 is similar, as the concepts seek for the ways to reduce complexity, both 
on the micro and macro level. They are used to simplify networked systems and pro�
duction networks, but also to support individual factories. In order to remain on the 
market companies need to keep resource�intensity on a low level. Lean Production 
tries to reduce complexity using simple solutions and by simple means. The modifi�
cations are limited and possible only to a certain degree. Industry 4.0. enables sim�
plification from the perspective of the user, as it gives the chance of remote control 
using a pre�defined interface. 
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Interaction between Lean Production and Industry 4.0 enables the expansion of 
the business model and the optimization of processes by using wireless network com�
munication between containers, machines, production lines etc. According to a rese�
arch, conducted by PwC (Industry 4.0: Building the digital enterprise, 2016) Industry 
4.0 can no longer be described as a futuristic and fuzzy idea, as modern companies 
start including the implementation of advanced connectivity methods into their stra�
tegic plans. 

Nowadays nearly 90% of companies have been using Lean Production Systems 
(LPS) and it can be stated that they have become a  standard in the manufacturing 
environment [Dombrowski, Richter, Krenkel 2017]. A survey by The Boston Consulting 
Group (including over 750 managers in the field of manufacturing) has shown, that al�
most 97% of the respondents stated, that in 2030 Lean Management will still be highly 
relevant. 70% of them suggested, that process digitalization will be of great signifi�
cance, while only 13% stated that it is important nowadays. These results show that 
even if some of the companies can’t be described as technologically advanced, there 
is a high level of awareness concerning the changes in the working environment, that 
are about to happen. The transformations of some practices can drastically change 
their value for the company [Bick 2014]. Due to the shift some of the solutions, such as 
the use of physical Kanban Cards and whiteboards, can be seen as wasteful. There are 
multiple examples of the new methods of improvement in the field of traditional Lean 
Management solutions, some of which are stated in table 2.

Table 2. Examples of Lean Production improvements in Industry 4.0

Factors Improvement methods
Statistical process

control (SPC)

Real�time process tracking and management

Product to machine and machine to human communication

Quality management

Software enhanced Gemba walks

Digital quality management

Advancement in process control

Pull production
e�Kanban

Replenishment monitoring

Just�in�time (JIT)

Item tagging

Wireless product tracking systems

Automatic shipping list transmission
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Factors Improvement methods
Waste elimination Real�time process monitoring

Work standardization

and norms

Standards of communication

Standards of product identification

System element standardization

Continuous flow

Real�time optimization of the supply chain 

Remote asset control

Digital performance management

Source: own elaboration.

From Lean Production towards Smart Production – data and 
case analysis

The case study analysis proposed in the paper consists of the research of three fields: 
product, planning, machines and factories. The research has been conducted with 
regards to various primary sources of data, such as scientific papers and journals, 
newspapers and reports by the European Union. Due to the implementation of novel 
solutions in terms of technology, a new manufacturing concept has emerged, which 
can be described as a  smart factory. According to Geissbauer, Vedso and Schrauf 
[2017] a smart factory is a  facility, which forms a global value chain by connecting 
elements such as cloud computing, big data, hi�tech sensors, IoT, data capture and 
analytics, digital fabrication and software�as�a�service. According to a  report pub�
lished by Capgemini, an IT consulting service provider, investments into intelligent 
manufacturing can contribute to an average increase in the overall efficiency in fac�
tories by 27%, what can result in significant cost reduction in that kind of companies. 
Moreover, the forecasts suggest, that by the end of 2022 nearly 20% of all factories 
will transition into being smart, what will enable an increase in the efficiency of the 
work of machines [Smart �actory 2017]. Table 3 depicts the possible advantages of 
the implementation of technological innovations in the field of manufacturing. 
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Table 3. The forecasted increase in productivity in the manufacturing sector resulting 
by implementation of smart factory initiative

Factors
Conservative 

Estimate
Optimistic 
Estimate

Expected growth of productivity by implementing smart 
solutions

27% 28%

The share of smart factories in overall number of 
production plants

21% 60%

Added productivity in manufacturing companies owing 
to smart factories

5,7% 16,8%

Incremental value added to the global economy (with 
the assumption that value added is translated into value 

added)
$500 bln $1483 bln

Source: Smart �actory – raport Capgemini 2017.

Smart products
The use of Radio�frequency identification (R�ID) technology results in encoding a di�
gital information directly into the product, what eliminates the need of human inter�
ference during the manufacturing process. The good itself is the only necessary infor�
mation carrier during the process, what can be seen as an reference to the Japanese 
philosophy of constant improvement –  Kaizen. What is more, the R�ID mini transpon�
ders enable tracking of the goods or parts along the supply chain. The processes of 
the Supply Chain affected by the implementation of R�ID technology include [Hunt, 
Puglia 2007]:

 · planning and forecasting of demand – better accuracy of the data will result in the 
improvement of demand forecasts;
 · procurement� automatic procurement processes will lower their costs;
 · manufacturing and assembly – R�ID tag carries specific information about the pro�

duct what helps its tracking during the production process;
 · distribution – efficiency of distribution is increased by automation in the fields of 

warehousing, delivering and the collection of payment.
R�ID product identification is currently used to improve Kanban systems. Traditio�

nal Kanban systems relied on manual scanning of barcodes labels on containers used 
in the production process. This caused the inventory data to be recorded and transfer�
red with a considerable delay, what often resulted in stock management error. Physical 
Kanban Cards, which contain information about product specification and the size of 
the production, have been gradually replaced by e�Kanban. The technological enhan�
cement enables real�time tracking of the containers within the supply chain, which 
causes the maximization of process reliability. �rom 2011 to 2017 the percentage of 
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enterprises, which use R�ID has raised, and as of 2017 is the highest in �inland (23%) 
and Belgium (21%), what can lead to the conclusion that companies are interested in 
implementation of this solution into their activity.  

Table 4. Enterprises using Radio Frequency Identification Technologies (% of enterprises 
with at least 10 employees)

2011 2014 2017 % change

EU (28 countries) 4 10 12 8

Lithuania 7 11 10 3

Hungary 3 7 7 4

Czech Republic 4 6 8 4

Greece 2 4 7 5
Ireland 6 6 11 5

Romania 1 8 7 6

Denmark 3 11 9 6

Latvia 3 8 9 6

United Kingdom 1 6 8 7

Poland 2 6 9 7

Croatia 7 12 14 7

Portugal 3 14 11 8

�rance 2 7 11 9

Estonia 3 8 12 9

Sweden 3 9 12 9

Spain 6 11 15 9

Italy 3 11 13 10

Slovenia 5 13 15 10

Germany 6 14 16 10

Malta 7 15 17 10

Slovakia 8 12 18 10

Cyprus 3 8 14 14

Luxembourg 5 15 18 13

Austria 6 18 19 13

Bulgaria 3 17 18 15

�inland 8 21 23 15

Netherlands 2 12 18 16

Belgium 4 17 21 17

Source: own elaboration on the basis of Eurostat data.
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Smart planning
In logistics a Milk Run is a  round trip in order to facilitate distribution or collection of 
goods. It can be considered as either external or internal. The external Milk Run is based 
on planning the trips to collect or transport goods from several suppliers in fixed time in�
tervals. Internal Milk Run material supply system   deliver various parts to the production 
sites inside of the plant. Optimization of these delivery systems contributes to the deve�
lopment of standardized material handling systems and minimizing waste. 

Companies, such as German Wittenstein AG, use technological enhancements in 
order to improve the internal Milk Run system, which consist of vehicles operating on 
a fixed route in predetermined time intervals. The aim of Milk Run 4.0 implementation is 
to minimize the production waste, due to the fact that a wide range of produced goods 
excludes the possibility of maintaining a standardized production cycle. The dynamic 
Milk Run has been made possible by switching the internal optimization objective to 
being demand�driven. Process simulations resulted in developing a heuristic, which cal�
culated the times of departure and proposed an adequate route for each vehicle. The 
results have shown the reduction of previous time slots by 30% [Maier 2014]. 

Smart machines and factories
Re�engineering of traditional work stations and integrating them with R�ID chips enab�
les automatic control of the product manufacturing process. Real�time data connection 
gives the employees a  chance of fast decision�making. Automation in manufacturing 
has caused a broad use of robotics, which can be defined as the construction and use 
of machines, which are able to perform task done by humans [Advanced Manufactu�
ring, pp. 4–5]. Robots can be used for the creation of a flexible working environment, 
as well as manage complex situations. According to the International �ederation of Ro�
botics  [2018] acceleration in the number of robots in the manufacturing industry can 
currently be witnessed. The number of robots per 10 000 employees has raised globally 
(66 units in 2015, 74 in 2016). The country with the highest level of automation is Ger�
many (3rd globally, after Republic of Korea and Singapore), in which the high demand 
for robots is forecasted to cause a rise in their supply by 5% per year between 2018 and 
2020 [International �ederation of Robotics 2018]. Moreover, recently a  fairly new idea 
has made its way into manufacturing, which is the combination of human and robotic 
work. The collaborative robots (cobots) initiative can be understood as the utilization of 
the functionality of robots and human labor in order to create something that in other 
circumstances could not have been produced with such an ease. Cobots are currently 
used mainly in small and medium enterprises, such as �rench Nichrominox, a provider 
of sterilization equipment for dentists, where the use of this kind of a novelty resulted 
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in a 10% gain in productivity since its introduction. These kinds of aids can be seen as 
the first step towards going smart and Industry 4.0 for companies which have limited 
amounts of money to spend on the transition [Nichrominox 2018].

Bosch�Rexroth [2017] has developed an interactive platform, which is able to handle 
all of the data processed inside the company. It enables gathering, managing and visu�
alizing the data. Moreover, it gives a chance of faster communication between people 
and machines, as the operator is able to adjust the assembly process to real�time needs. 
ActiveCockpit also serves as an application to diagnose and optimize processes and mi�
nimize the risk of failure. The system is internally integrated, what means that is used by 
the management and assembly line workers.   

The design of a framework for implementation of enhanced Lean Production solutions
Implementation of Smart techniques is dependent on the successful replication of use 
cases. Moving towards Industry 4.0 for companies, which follow the Lean principles, de�
pends on developing a framework integrated with the solutions that are used both inter�
nally and externally. The theoretical framework proposed in the article consists of 7 basic 
phases helpful in enhancing Lean Production and implementing Industry 4.0 solutions:

Phase 1 – a�priori strategy mapping
 · The evaluation of digital and financial capabilities of a company,
 · Aligning smart strategies with the overall, long�term strategy of the company,
 · Providing a set of adequate targets in order to implement new solutions,
 · �inding measures, which are of the most value for the business.

Phase 2 – the piloting phase of process enhancements
 · Seeking to define the needed capabilities,
 · Establishing proof of the concepts,
 · Defining the added value,
 · Checking if the proposed improvements fit the technological infrastructure in 

the company,
 · Checking the solutions used in other companies,
 · Collaborating with organizations that are prone to innovate.

Phase 3 – the transformation of proposed strategies into projects
 · Estimating the resources needed, 
 · Evaluating the risk and their impact on the project,
 · Introduction of the course of the new or improved process.

Phase 4 – the development of solutions that fit the needs of the customers,
 · Implementing data exchange solutions shared by the cooperating companies,
 · Developing a coordinated supply chain
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Phase 5 – The implementation of a new or improved process
 · Process go�live.

Phase 6 – Data analysis
 · �inding solutions in order to effectively gather and analyze the data,
 · Combining data from various fields of the business activity,
 · Improving the processes by using real�time data analysis.

Phase 7 – real�time process monitoring
 · System control, 
 · Optimization and real�time monitoring.

Re-designing the Kanban system used in a company 
located in Lodz Voivodeship

The empirical study consists of the analysis of Lean Production solutions used in a meat 
processing company located in Lodz Voivodeship. The management of the company is 
interested in applying modifications to the existing Kanban system in order to automa�
tically order unprocessed meat from the slaughterhouse to the production line. Due to 
the fact that the process is currently in development, the analysis will be based only on 
designing the upgraded Kanban system – the e�Kanban.

In the analyzed company Kanban is used to order various animal parts before pro�
cessing. One Kanban card is used per every container with specific type of parts. Additio�
nally the cards contain information about the minimal necessary stock. Due to limited 
storage space and the characteristics of processed products one of the optimization ob�
jectives is the minimization of transportation time. 

Classic Kanban system used in the company can be modified into e�Kanban, in which 
the process of automatic order placing starts with sending an automatically generated 
order to the suppliers’ plant. The manual Kanban is based on making transactions and 
placing orders via e�mails or faxes and recording them in Excel spreadsheets. The infor�
mation is later managed by an individual, what makes the data invisible for the people, 
who are responsible for process improvements. The evaluation of the digital and finan�
cial capabilities of the analyzed company has shown that there is a high possibility of 
successful implementation of the e�Kanban, which can also be used to build a repository 
of information useful for further research on the possibilities of process improvements. 
The system would complement the long�term strategy of the company, which assumes 
the necessity of being innovative so as to stay competitive. 

One of the most important elements of successful implementation of an impro�
ved process is the adequate design. The course of actions in the proposed e�Kanban 
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starts with coding the information about needed goods into an R�ID tag placed on 
a production container. Once the container is empty the supplier is automatically in�
formed about the type and amount of needed parts. Every part placed inside of the 
container is given an individual serial number, which is temporarily assigned to the 
specific case. Once the order is complete, all of its elements are transported through 
an R�ID gate and consolidated into a loading unit. During the loading process an elec�
tronic shipping list is sent to the customer. Once a truck, containing the order, reaches 
the customers plant, the R�ID tags are automatically read. If the shipping list matches 
the information provided by the tags, the goods are immediately transported to the 
production line, where they are placed in a designated area and, soon after, used in 
the production process. Goods are not stored in the main warehouse, thus they do not 
increase the inventory. 

The main benefits of such operations for the manufacturers include better control 
of the materials used for just�in�time production, better inventory control and the re�
duction of the number of shipping errors. The combination of Lean Production and 
technological advancements can prove to be beneficial.

Conclusions

The analysis of various data sources shows that the idea of Industry 4.0 is getting con�
stantly clarified and shaped. Moreover, it can be stated that companies are interested 
in the implementation of technological improvements into their working environment. 
Some of the solutions, which could have been seen as novel a couple of years ago, are 
becoming a standard. A slow transition from lean towards smart can be witnessed, due 
to the fact that managers see the need of using such advancements in the near�by futu�
re. Recent years have shown successful implementation cases of various improved Lean 
Production solutions, what shows that Industry 4.0 can be beneficial for the pre�existent 
managerial paradigms. The fourth industrial revolution, even though it was mainly asso�
ciated with the German industry, slowly spreads worldwide. Polish companies are star�
ting to develop new solutions and improve the ones currently used so as to stay com�
petitive. Various new technologies are used in the process, what gives hopes, that the 
industry will soon be an innovative and creative working environment. �urther research 
will be performed in order to evaluate the implementation of the e�Kanban system and 
verify the theoretical framework proposed in the paper. 
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Abstract: Third party liability insurance for motor vehicle owners, due to their mandatory 

nature, are the most frequently concluded insurance in Poland. The scope of this insurance 

is unified by EU directives, therefore competition between insurance companies is not based 

on modifying the product, but mainly on the insurance price and the quality of customer ser�

vice. An important element of the ratemaking process in motor insurance is the bonus�malus 

system, which, apart from the ratemaking function, has a preventive function. There are many 

different bonus�malus systems in Poland. However, insurance companies do not always fami�

liarize customers with the operating system, although they have such an obligation.

The aim of the paper is to assess the preventive function of the bonus�malus system and 

knowledge of insured about the bonus�malus system. The main research hypothesis that 

has been put forward is that the bonus�malus system performs a preventive function, but 

the knowledge about the system itself among the insured is small.  The empirical study was 

conducted on the basis of data from one of the insurers offering motor third party liability in�

surance on the Polish market and from a questionnaire survey. The descriptive and mathema�

tical statistics tools were used to assess the results of the research. The conclusions from the 

research allowed to positively verify the research hypothesis set for the purpose of the study.
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Introduction

The term of “motor insurance” refers to all insurance that applies to motor vehicles, 
and in particular to owners of these vehicles. These include, among others, liability 
insurance for motor vehicle owners related to the movement of these vehicles, called 
motor third liability insurance. In Poland, according to the statutory classification [Act 
on Insurance and Reinsurance Activities from September 11, 2015], motor third liabi�
lity insurance constitute a tenth group of Section II of   other personal insurance and 
non�life insurance .These insurance belong to the most frequently concluded insuran�
ce in Poland, as evidenced by the contribution of premiums of these insurances in the 
non�life insurance premium. According to data on non�life insurance [U�G: Information 
bulletin – motor insurance III / 2017] in Poland, the written gross premium1 from mo�
tor third party liability insurance  accounted 36.2% of Section II insurance premium. 
This insurance group decides about the position2 of the insurance company  on the 
insurance market. The insurer’s goal should be to adjust the level of premiums to the 
risk represented by the insured, among others through the use of the bonus�malus 
system .Too high premium may result in the loss of customers, too low premium may 
lead to anti�selection of risk in the insurer’s portfolio, that is insurance for an increasing 
number of customers with high loss ratio. However, it should be highlighted that the 
prices on the local market and the marketing policy of the insurance company have 
a large impact on the amount of premiums. The insurer can lead a policy of increasing 
the share of assignment of premiums  on the market, which causes the lowering of pri�
ces.  The requirements of the Polish �inancial Supervision Authority and recommenda�
tions of the Supreme Court observed in the last few years in Poland contributed to the 
increase in the value of paid claims, benefits and costs of damage and consequently, to 
an increase of premiums in this insurance group.

The aim of the work is an attempt to examine whether the bonus�malus systems 
actually perform a preventive function and whether the insured are aware of how the 
bonus�malus system affects the amount of the premium. We hypothesize here that 
bonus�malus systems perform a preventive function, however, the insured are not ful�
ly aware of the scale of impact of the bonus�malus system used by the insurer on the 
amount of the premium.

1 According to The Regulation of the Minister of Finance of December 28, 2009 on specific accounting principles of 
insurance and reinsurance undertakings (Journal of Laws of 2009 No. 225, item 1825), the written premium is the 
amount of the premium due for the entire period of liability, regardless of its length.
2 Measured by the share in the written gross premium of Section II.
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The bonus-malus system in the ratemaking process in 
motor third liability insurance and its functions

In motor vehicle liability insurance the ratemaking process consists of two stages. The 
first one consists of determining the a priori premium by means of actuarial methods and 
based on known risk factors, called basic ratemaking variables [Ostasiewicz 2000]. Net 
premium increased, among others about the costs of insurance activity and the security 
allowance is the so�called base premium. In the second stage, called a posteriori ratema�
king, the base premium is adjusted by including in it increases and discounts depending 
on the individual risk factors of the insured, receiving the so�called written premium. 
A bonus�malus system [Lemaire 1995] is one of the elements of a posteriori ratemaking, 
commonly used in Europe.  At the same time, it is one of the basic tools of competition 
on the motor insurance market [Cieślik 2013].

This system most often makes the written premium rate dependent on the current 
insurance history (the number of claims reported in the previous insurance period)3.In 
the classic bonus�malus system, the insured person without the loss history goes to the 
basic (starting) class, then, depending on the number of claims reported, moves in sub�
sequent insurance periods to a specific tariff class. Insured who did not report any da�
mage go to classes with a lower premium or remain in the same class if they are already 
in the class with the maximum discount. Insured who reported one or more damages in 
a given insurance period in the next period go to the class with an increased premium in 
accordance with the rules of movement between classes. The tariff classes differ in the 
amount of the premium, expressed as a percentage of the basic premium, that is, the 
rate of the basic premium. Classes with a contribution rate lower than 100% are classes 
in which there is a “bonus” (discount), classes with a premium rate higher than 100% are 
the “malus” classes (with increased premiums) [Szymańska 2014].

An exemplary bonus�malus system is shown in Table 1. The system has 13 classes 
with a maximum increase of 100% of the base premium and a maximum discount of 
60% of the base premium. The starting class is class 3, where go customers without 
a loss history.

3 In the majority of systems operating in the world, the assignment to the bonus�malus class depends on the 
number of damage caused in the past, usually within one year. However, there are exceptions. Belonging to 
a class in some American or Korean bonus�malus systems depends on the number of penalty points that the 
insured has obtained for traffic offenses during the three years preceding the conclusion of the policy.
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Table 1. The bonus-malus classes and the transition rules between the classes used by 
PZU SA in the civil liability insurance of vehicle owners

The bonus�malus 
class

% of 
premium

Rate / period of damage�free 
insurance

Displacement in bonus�malus 
classes after each damage for 
which compensation was paid

1B 200 IV rate tightened 1B
1A 150 III rate tightened 1B
1 130 II rate tightened 1B
2 115 I rate tightened 1A
3 100 base rate 1
4 90 1 year 2
5 80 2 years 3
6 80 3 years 4
7 70 4 years 5
8 60 5 years 6
9 50 6 years 7

10 50 7 years 8
11 40 8 years 9

Source: PZU General Terms and Conditions of Insurance applicable to insurance contracts concluded from 

1st January 2016.

The bonus�malus system in motor insurance fulfills three basic functions: ratema�
king, preventive and marketing [Jędrzychowska, Poprawska https://piu.org.pl/public/
upload/ibrowser/WU/WU2.../jedrzychowska�poprawska.pdf]. 

The ratemaking function consists on correction of the base premium through the 
system of discounts and increases to adjust the insurance price to the individual risk 
factors of the insured person, most often measured by the number of losses caused by 
insured in previous insurance periods. In the literature on the subject many studies can 
be found regarding the evaluation of the ratemaking effectiveness of bonus�malus sy�
stems [Lemaire 1995; Szymańska 2014].

The marketing function of the bonus�malus system is related to the actions taken 
by an insurance company aimed at encouraging customers with low claims to take out 
insurance. Indirectly, the impact of this function can be examined by measuring the 
insurer’s contribution in the motor insurance market.

The term “insurance prevention” should be understood as any activity aimed at re�
duction of fortuitous damage, by limiting their size, as well as reducing the likelihood of 
implementation of risks. This activity can take material and non�material form. Insurers  
implement such a prevention in a wide range, because this activity brings measurable be�
nefits to insurance companies in the form of reduced payment of claims. The material form 
of insurance prevention, consisting on the financing of specific preventive measures by 
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insurance companies, does not have such a significant role in their activity as non�material 
prevention, also known as general or legislative prevention. A classic example of the last 
one is the bonus�malus system. The preventive function of the bonus�malus system is to 
encourage insured, through discounts, to safer driving, and indirectly to avoid damages. 
At the same time, increases in premiums are intended to discourage to the generation 
of damage. The effectiveness of this bonus�malus system function is difficult to evaluate.

Premiums on the motor liability insurance market in Poland

�rom 2003 to 2015, there was ongoing “price war” on the Polish motor liability insurance 
market. As a result, premiums for this insurance have been systematically lowered by the 
majority of insurance companies. At this time, the average active insurance premium in 
motor third party liability insurance remained at a similar level, and in 2012–2015 it was 
decreasing year by year (figure 1).

Figure 1.The average premium for an active policy4  in the 10th group in Poland in 
2006–2017 (in PLN)

Source: own study based on:  P�SA, Statistics of non�life insurance market 2006�20 15; PIU, Annual Report 

of the Polish Insurance Association for 2016; P�SA, Quarterly Bulletin 4/2017.

4 This is the gross written premium in the reporting period for the active policy (data up to 2016) and gross 
written premium in the reporting period for the number of policies included in the reporting period (data 
after 2015).
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After a few years of the “price war” on the Polish market, offering of “cheap motor 
third liability insurance” led to a situation in which insurers started to generate an incre�
asing deficit on these products. This is evidenced by the technical result in group 10. It 
is worth noting that at the end of 2015 the largest technical loss in history amounted to 
over 1 billion PLN has been recorded. The year 2016 ended with loss on insurance activi�
ty in the 10th group in the amount of 1.08 billion PLN.

Starting from the end of 2015, there has been a sharp increase in the price of motor 
third liability insurance for vehicle owners, which is particularly severe for customers. 
The main determinant of the current increases are the legal regulations (P�SA guidelines 
and recommendations and the Supreme Court’s jurisdiction), which, contributing to the 
increase in the value of paid claims and benefits as well as the costs of claims settlement, 
consequently deepen technical losses in this insurance group. Additional factors include 
an increase in the number of road accidents and collisions as well as a number of killed 
and injured as a result of these road accidents and an increase of insurance crime. It sho�
uld be assumed that further price increases in this insurance segment are inevitable not 
only due to the need to restore the financial balance of insurers.

The increase of prices on the market makes customers to start paying more atten�
tion to the price of motor third party liability insurance. Does the fear of the premium 
increase makes them behave safer and is the preventive function of the bonus�malus 
system stronger?

Insurance awareness

Insurance awareness is the basic element of a properly functioning insurance market. It 
allows customers to rationally use the insurance offered on the market.  

The term of insurance awareness itself  is not unequivocal and is defined differently 
in the subject literature [Sułkowska 2000; Pazio and �ormanowska 2002; Szromnik 2000; 
Szumlicz 2006; Wieteska 2010]. We are going to present here one of the definitions. 
According to T. Szumlicz [2006]: insurance awareness is the knowledge and skills that 
enable to use insurance protection rationally that is, in consequence, to demonstrate 
the applied insurance foresight .The author includes: risk category, insurance protection 
function, risk community, general insurance conditions, plus insurance to the range of 
knowledge and skills.

Due to the adhesive nature of the insurance contract, the General Conditions of 
Insurance (GTC) are its inseparable part. Delivery of GTC is the insurer’s obligation. 
The shape of the GTC is regulated by art. 812 of the Civil Code. The most important 
elements that must be presented there are: the subject and scope of insurance, the 
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manner of conclusion of the insurance contract, scope and duration of insurance 
coverage, rights and obligations of the parties of the contract, terms, conditions, 
manner and reasons for termination of the contract by the insurer and insured, the 
method of determination and payment of the insurance premium and additional 
fees. Reading and understanding of the general terms and conditions of insurance 
allows to choose the insurance product rationally, which according to the creator of 
the definition [Szumlicz 2006] determines not only  insurance awareness, but, most 
of all, makes shown insurance foresight real.

This paper focuses on assessment of the insurance awareness of customers conclu�
ding the motor third party liability insurance in the scope of their knowledge of pre�
mium calculation and, above all, the role of the bonus�malus system in the ratemaking 
process. The preventive function of the bonus�malus system works if the insured has 
knowledge about the impact of loss ratio on the level.

The evaluation of the effectiveness of the preventive 
function of bonus-malus systems  

During examination of the effectiveness of the preventive function of the bonus�malus 
system, two basic questions arise: first, is the insured aware of the role of the bonus�ma�
lus system in the ratemaking process and does the insured know the system; secondly, 
does the bonus�malus system perform a preventive function and does the insured drive 
more carefully due to fear of premium increases.

The study was carried out in two stages. In the first part of the study, a random 
sample was obtained from the motor third liability insurance portfolio of natural 
persons of one of the insurers, which reserved anonymity. About 10 0005 policies 
were randomly selected for the study and were subjected to observation in terms of 
the number of damages and the bonus�malus rate for the period of four consecutive 
years 2013–2016 (contracts continued for this period by the analyzed insurer). Two 
research hypotheses have been put forward. The first research hypothesis is that 
the average number of claims among insured persons who caused at least one dam�
age in a given year was higher than the average number of damages caused by the 
same insured in the following year. �or the research there have been selected poli�
cies for which there were recorded damages in the first investigated year (sample I) 
and the same policies in the following year (sample II). The form of null hypothesis 
was formulated as 210 : mmH =  against the alternative hypothesis 211 : mmH > , 

5 No exact number is provided in order to keep the data anonymous.
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where m1 – arithmetic mean of the number of losses in the portfolio in the first year, 
m2 – the arithmetic mean of the number of claims in the portfolio in the second year 
for insured  who reported damage in the first year. The test for two averages for 
large trials was used to verify the hypothesis [Domański 2001]. The test statistic has 
the form: 
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2014 and 2015–2016.The significance level of 0.05 was assumed. 

In 2013, the number of policies in the sample for which at least one damage was 
reported was 16 210, the average number of losses was 1 039. In 2014, for the same 
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reported for the sample for 18 010 policies, the average number of losses was 1.031. 
In 2016, for the same policies, the average number of losses amounted to 0.795. The 
value of the test statistic was 63.67. At the 0.05 significance level, the test rejected 
the null hypothesis in favor of the alternative hypothesis, which makes it possible to 
assume that insured causing damage to the portfolio in 2015 in the following year, 
on average, caused less damage.

The second verified research hypothesis was the hypothesis that the percentage 
of  insured in the portfolio who in 2014 were punished with a reduction of discount 
in the bonus�malus system and in the following year 2015 did not cause any damage 
(p1) was lower than the insured who in 2015 were punished by a  reduction of the 
discount in the bonus�malus system and in the following year 2016 did not cause 
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where k1/n1 – the percentage of insured in the sample who in 2014 were punished 
with a reduction of the discount in the bonus�malus system and in the following year 
2015 did not cause any damage, k2/n2 – the percentage of insured in the sample who in 
2015 were punished with a reduction of the discount in the bonus�malus system and in 
the following year 2016 did not cause any damage.

The percentage of insured who in 2014 were punished with a  smaller discount or 
higher increase and in 2015 did not cause any damage amounted to 21,72%. On the 
other hand, the share of insured who in 2015 were punished with a smaller discount or 
higher increase and in 2016 did not cause any damage amounted to 22,88%. The value 
of the test statistic was “�2.21”. At the significance level of 0.05, the test rejected the null 
hypothesis in favor of the alternative hypothesis. This allows to claim that the percenta�
ge of insured who rode safer after increase of the premium caused by the loss ratio was 
higher in year 2016 than in 2015.  The reason for this behavior could be the increase of 
the prices of motor third party liability insurance on the market.

The second part of the study was carried out on the basis of a questionnaire, filled out 
by customers holding liability insurance for motor vehicle owners in one of the multiagen�
cies operating in Lodz. The questionnaire was completed by 200 respondents in 2017, of 
which 156 were completed correctly.

The questionnaire contained 14 questions. The work presents selected results of the study.
Only 9,62% of respondents are familiar with the General Conditions of Insurance 

when concluding motor third party liability insurance. It should be emphasized that the 
blame for this lies primarily on the site of insurers, who in most cases do not familiarize 
customers with the terms of the contract (figure 2).
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Figure 2. Structure of respondents according to the knowledge of General Conditions 
of Insurance when concluding motor third-party liability insurance [%]

Source: own study.

Over 75% of respondents are aware of the fact that reporting a loss will result in an 
increase in premiums in the next period, and that a damage�free course of insurance 
allows  to get more and more discounts in the future (figure 3). Over 60% do not know 
that the dependence of the premium on the loss ratio is defined in the bonus�malus 
system because of the lack of knowledge about what the bonus�malus system is (figure 
4).However, it should be emphasized that over 80% of the respondents do not know 
exactly how discounts and increases are paid in the purchased motor third party liability 
insurance (figure 4).
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Figure 3. Structure of the respondents according to the awareness of the impact of claims 
on the amount of premium in the next periods of motor third party liability insurance

Source: own study.

Figure 4. Structure of respondents according to the knowledge of the bonus-malus 
system of motor third party liability insurance

Source: own study.
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Among respondents, approximately 17% reported loss on motor third party liability 
insurance in the last few years, of which more than 82% say that this was the reason why 
they were driving more cautiously in the next year. Research shows that about 52% of in�
sured rode cautiously from fear of increase of the premium (figure 5).  At the same time, 
less than 2% of all respondents are aware that you can buy a discount protection service 
when entering into motor third party liability insurance.

Figure 5. The structure of the insured who reported damage in the last few years and 
in the following year were driving more cautiously according to the reasons for this 
attitude

Source: own study.

Summary

On the basis of the conducted research, it can be assumed that the insured who cause 
damage in a given year drive more carefully in the following year. Higher premiums on 
the motor third party liability insurance market, which makes the premium increases 
caused by the reporting of damage more severe, strengthen the preventive function of 
the bonus�malus system. 

The research allowed to positively verify the main research hypothesis that the 
bonus�malus system has a preventive function, but the knowledge about the system 
among the insured is small.  Insured are aware of the relationship between the loss ratio 
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and discounts and premium increases, but they do not equate this relationship with the 
bonus�malus system. Most often they do not know exactly the rules of transition be�
tween bonus�malus classes and the amount of premium rates in individual classes of the 
system. This is a result, first of all, in most cases of the ignorance of the General Insurance 
Terms by the insured, but what is more worrying is that insurers do not share the rules of 
bonus�malus system functioning even with the insurance agents.

References

Cieślik B. (2013), System bonus-malus jako narzędzie konkurencji na rynku ubezpieczeń komunika-

cyjnych, Poltext, Warszawa.

Domański Cz. (2001), Metody statystyczne. Teoria i zadania, Wydawnictwo Uniwersytetu Łódz�

kiego, Łódź.

Lemaire J. (1995), Bonus-Malus Systems in Automobile Insurance, Kluwer, Boston.

Ostasiewicz W. (2000), Modele Aktuarialne, Wydawnictwo Akademii Ekonomicznej im. O. Lan�

gego we Wrocławiu, Wrocław.

Pazio N.M., Formanowska A. (2002), Struktura świadomości ubezpieczeniowej w świetle badań, 

“Wiadomości Ubezpieczeniowe”, nr 3–4.

Sułkowska W. (red.) (2000), Bariery rozwoju polskiego rynku ubezpieczeniowego, Zakamycze, Kraków.

Szromnik A. (2000), Negatywne procesy zmian rynku ubezpieczeniowego w  świetle koncepcji 

„błędnych kół”, “Wiadomości Ubezpieczeniowe”, nr 7–8.

Szumlicz T. (2016), Atrybuty świadomości i przezornosci ubezpieczeniowej, “Rozprawy Ubezpie�

czeniowe”, nr 1.

Szymańska A. (2014), Statystyczna analiza systemów bonus-malus w ubezpieczeniach komunika-

cyjnych, Wydawnictwo Uniwersytetu Łódzkiego, Łódź.

Wieteska S. (2010), Świadomość czy samoświadomość ubezpieczeniowa, “Annales. Etyka w życiu 

gospodarczym”, Vol. 13, nr 1.



292

Anna Szymańska, Arkadiusz Kijek

Legal acts

Rozporządzenie Ministra �inansów z dnia 28 grudnia 2009 r. w sprawie szczególnych zasad ra�

chunkowości zakładów ubezpieczeń i zakładów reasekuracji Dz. U. z 2009 r. Nr 225, poz.1825 

(The Regulation of the Minister of Finance of December 28, 2009 on specific accounting principles of 

insurance and reinsurance undertakings, Journal of Laws of 2009 No. 225, item 1825). 

Ustawa z  dnia 11 września 2015 r. o  działalności ubezpieczeniowej i  reasekuracyjnej Dz. U. 

z 2015 r., poz. 1844, Załącznik do ustawy z dnia 11 września 2015 r. (Act on Insurance and Rein-

surance Activities from September 11, 2015, Journal of Laws of 2015, item 1844)

Internet sources

Jędrzychowska A., Poprawska E., Pomiar efektywności systemu bonus-malus. Analiza wybra-

nych metod oceny, https://piu.org.pl/public/upload/ibrowser/WU/WU1_2014/jedrzychowska�

poprawska.pdf, access: 29.01.2018. 

KN�, Biuletyn kwartalny. Rynek ubezpieczeń  4/2017, https://www.knf.gov.pl/?articleId=58844&p_

id=18, access: 15.12.2017.

KN�, Biuletyn roczny. Rynek ubezpieczeń 2016, https://www.knf.gov.pl/?articleId=58844&p_id=18, 

access: 15.12.2017.

KN�, Statystyka rynku ubezpieczeń majątkowych 2006-2015, www.piu.org.pl, access: 15.12.2017.

PZU, Ogólne Warunki Ubezpieczeń Komunikacyjnych, Uchwała Zarządu PZU S.A. nr 

UZ/374/2013, mające zastosowanie dla umów ubezpieczenia zawieranych od dnia 1 stycz�

nia 2016 r., https://www.pzu.pl/c/document_library/get_file?uuid=08f28487�eb69�492c�aed6�

aa81af5d05ec&groupId=10172, access: 29.01.2018.

U�G, Biuletyn informacyjny – ubezpieczenia komunikacyjne  III/2017, https://ufg.pl/infoportal/faces/

pages_home�page/Page_4d98135c_14e2b8ace27__7ff4/Page_a47c431_14bed81a009__7fee/Pa

ge_4566a85a_14ca29e2a50__7ff6?_afrLoop=1207548109223007&_afrWindowMode=0&_adf.ctrl�

state=nw05jn5nq_80, access: 15.01.2018.



Magdalena Ślebocka | magdalena.slebocka@uni.lodz.pl

University of Lodz, �aculty of Economics and Sociology

Marta Szaja | marta.szaja@wzieu.pl

University of Szczecin, �aculty of Management and Economics of Services

Financial Aspects of Revitalization Process on the 
Example of Post-industrial and Post-Military Areas

Abstract: Revitalization is an activity focused on reviving degraded urban areas, e.g. post�

industrial and post�military areas, the purpose of which is to find a new application for them 

and lead to a state in which areas change their function. It is not limited only to renovation 

and modernization of the building – its aim is primarily to improve the quality of social life, 

aesthetics and image of the entire city.

It should be remembered that conducting activities in this area, in the first place, required 

precise determination of financial resources, allocated to them in the long�term horizon. 

Therefore, raising funds from both public institutions and private investors is an extremely 

important element including planning of the revitalization activities.

In this context, on the basis of the available literature and source documents, the paper 

discusses the basic financial sources of financing revitalization projects and the financial 

challenges that local authorities face when trying to resuscitate degraded areas and give 

them a more functional character than previously.

The main goal of the paper is to present the significance of revitalization in the urban develop�

ment process and to present and compare the basic sources of financing revitalization projects 

in post�industrial and post�military urban areas. The research hypothesis assumed that despite 

the multitude of financial tools at the disposal of local self�government, funds allocated to revi�

talization projects come mainly from EU funds and national government programmes. Thanks to 

them, irrespective of the character of the city, local self�government units can carry out planned 

revitalization projects and actively support the whole process of renewal of degraded urban areas.

Key words: revitalization, degraded area, financing of urban processes, post�industrial area, 

post�military area

Entrepreneurship and Management 2018
University of Social Sciences Publishing House | ISSN 2543�8190

Volume XIX | Issue 1 | Part 1 | pp. 293–308



294

Magdalena Ślebocka, Marta Szaja

Introduction

One of the basic problems numerous cities in Poland have to tackle are the city centres,  
post�industrial and post�military areas, which, on the one hand, are attractive but, on 
the other hand,  frequently in dilapidated conditions as a result of neglect. The need 
for regeneration of these areas is predominantly connected to the fact that they are 
no longer able to perform the administrative, economic or cultural functions fulfilled 
so far, e.g. due to the collapse of industry or closing down of military units.  There�
fore, the process of revitalization is treated as a remedy aimed at reviving the urban 
areas which are derelict and degraded as a result of losing the functions allocated to 
them so far. It should be remembered, though, that the activities carried out in the 
revitalization process are extremely time�consuming and costly. Moreover, in the case 
of revitalization activities local authorities are required to very accurately specify the 
funds earmarked for this purpose which will be needed in the long run. Not only the 
owners of property and entrepreneurs are obliged to specify the funds allocated to re�
vitalization but, first and foremost, this requirement concerns the public sector. Due to 
the fact that cities are not able to cover all the costs connected with the revitalization 
process from their own resources, they are forced to raise the necessary funds, which 
poses a  serious challenge. Presently, the own�source funds of territorial self�govern�
ments [Law of 9 October 2015, Art. 3 Section 1 and 2 – Art. 3 ust. 1 i 2 Ustawy z dnia 
9 października 2015 r. o rewitalizacji]  supplemented with the EU funds constitute a pri�  supplemented with the EU funds constitute a pri�
mary source of finance for revitalization activities. 

The objective of this paper is to present and compare the primary sources of finance 
for revitalization projects in post�industrial and post�military cities. 

The paper is divided into three parts. In the first part the notion of revitalization is 
expounded. In the second part the primary sources of financing regeneration projects 
are outlined.  The third part is devoted to a case study of the cities degraded due to the 
collapse of industry or closing down of  military units – Łodź and Kołobrzeg. The case 
study serves the purpose of evaluating the financial aspects of revitalization projects. 
The paper ends with the conclusions on the basis of which it is possible to assert that, 
despite the existence of numerous financial instruments at the disposal of a territorial 
self�government unit  (TSU), and irrespective of the character of a particular unit, public 
funds constitute the primary source of finance for revitalization projects. 

The following research methods were used for the purpose of this paper: desk rese�
arch,   an analysis of the Polish and foreign literature on the subject as well as an analysis 
of the Polish legal acts regulating the procedures related to the subject of research and 
the methods of economic analysis. 
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The essence of the revitalization processes

It is difficult to unequivocally define the notion of revitalization process. It is multi�It is multi�
faceted and spread over time [Ptaszycka�Jackowska 2000, p. 47]. In the literature on 
the subject there are numerous definitions concerning different categories of the 
areas located within a  city (problem�stricken and degraded in physical, social and 
economic terms) [Urząd Mieszkalnictwa i Rozwoju Miast, GTZ 2003, p. 13]. This term 
mainly concerns a comprehensive process of regenerating an urban area, the space, 
functions and substance of which have been structurally devastated leading to 
a critical condition which renders impossible or hinders proper economic and social 
development of this particular area as well as sustainable development of the whole 
city [Belniak 2009, p. 50; Szaja 2016, pp. 169–173; Sadowska 2010, pp. 411–422]. Thus 
revitalization consists in reconstruction, renovation, redevelopment and regenera�
tion of a particular area [Hall 2006, pp. 57–58]. In the light of binding provisions of 
the Act on Revitalization – revitalization denotes the process of recovering from the 
critical state of degraded areas, which is conducted in a comprehensive way by in�
tegrating the activities for the benefit of the local community, space and economy 
[Art. 2. 1. Ustawy z dnia 9 października 2015 r. o rewitalizacji]. This means that revi�1. Ustawy z dnia 9 października 2015 r. o rewitalizacji]. This means that revi�This means that revi�
talization projects should not only be a tool for rehabilitation, but also a source of 
increase  in the urban resources and infrastructure as well as provide an impetus for 
the optimization of using these.  

Each urban system is characterised by a dualistic socio�spatial structure. Within the 
framework of the social subsystem a social level and an economic level can be distin�
guished. The urban subsystem encompasses urban substance and the natural environ�
ment. There is a fifth level as well, which concerns identity and image. One of the key ele�
ments of a successful regeneration of the public space is to understand how significant 
these levels of revitalization are and how they interrelate. In order to bring the expected 
results, the rehabilitation of degraded urban fabric must be carried out on all the afore�
mentioned levels [Janas, Jarczewski, Wańkowicz 2010, p. 117] (see figure 1).
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Figure 1.  Revitalization levels

Source: own compilation on the basis of: Janas, Jarczewski, Wańkowicz, Rewitalizacja miast polskich tom 

10, 2010, p. 117.  

It can be noticed that the scope of the notion of revitalization process is very broad and 
the goals of the activities pertaining to it vary considerably. Table 1 shows basic characteristic 
features which distinguish the said process from other forms of intervention in urban space.

Table 1. Characteristic features distinguishing revitalization from other forms of  
intervention in urban space

Attribute Description Distinctive elements

The location of the main objectives 
in the socio�economic  and eco�
spatial sphere

The activities with regard 
to infrastructure  as well as  
architecture and urban planning  
have an instrumental character, 
they are subordinated to the main 
objectives.

It is not an activity which consists 
solely in renovation and building 
which does not have a fixed socio�
economic or eco�spatial objective.

Reaction to a crisis
It encompasses a given area and 
is manifested in many branches at 
the same time.

It is not an activity which is 
undertaken beyond the crisi�
stricken area (thus the delineation 
of the revitalization area is crucial)

The requirement of cooperation

It must be implemented in 
cooperation with various local 
partners which include both the 
public sector (usually the gmina) 
as well as local entrepreneurs and 
the law enforcement sector and 
often also other partners – local 
higher education institutions, the 
police, etc.

It is not a programme which 
does not take into account the 
involvement of private partners 
(both commercial and non�
commercial ones).
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Comprehensive character

It always constitutes a multi�
layered plan of the activities which 
enhance one another (synergistic 
ones) which aim at instigating 
qualitative change in the whole 
earmarked area, including in all 
cases a change in the negative 
image of the area.

It is not a listing of one�off actions 
limited to a particular spot which 
are not interconnected and do 
not make up a cohesive and 
comprehensive programme.

Source: own compilation on the basis of: Szaja 2012, pp. 175–187; Bielniak 2009, pp. 52–53.

To sum up, it is specific of the revitalization process that the activities are carried out 
in already existing urbanised spaces1 and encompass the rehabilitation of dilapidated but 
once vibrant areas of the city (e.g. the city centres of old cities) which are considerably de�
preciated or even lost as a result of wartime operations or post�war devastations and de�
molitions. Revitalization also embraces the activities aimed at restructuring post�industrial 
and post�military areas [Urząd Mieszkalnictwa i Rozwoju Miast, GTZ 2003, pp. 12–15].

The primary sources of finance with regard to revitalization

Revitalization is a complex and complicated process which is, first and foremost, inten�
ded to improve the quality of life in the degraded areas. Its distinctive features are the 
complexity and the interdisciplinary character of carried out activities, which is reflected 
not only in the time needed to implement these activities, which usually covers several 
years, but also in the need to constantly monitor, modify and update the whole process.

In order to implement revitalization projects it is necessary to engage numerous en�
tities: local authorities, non�governmental organizations, entrepreneurs. Social participa�
tion and the obligation on the part of public authorities to allocate funds for this purpose 
play an important role  in every stage of the process [Ślebocka, Tylman 2015, pp. 113–114; 
Brzozowska et al 2013, p. 93]. The funding for implementing revitalization projects, like in 
the case of other development investment projects, comes from various sources. 

In general, two kinds of attitudes towards financing revitalization projects can be 
distinguished in the subject literature. The first of them concerns a number of activities 
carried out by public authorities, both at the central and local self�governmental level, 
and their direct involvement in financing revitalization projects. In accordance with the 
second attitude, the public entity solely plays the role of the organizer of a given project. 
The task of the public entity consists in creating the conditions, where the burden of the 
investment is borne by private investors [Prusik, Banaszek, Źróbek 2015, p. 50]. Such an 

1 This is the main feature that distinguishes revitalization from other activities aimed at planning and building 
new development units on previously undeveloped areas.
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attitude towards implementing revitalization projects can be noticed in the division of 
the sources of finance.

According to the said division, the primary sources of financing revitalization proje�
cts in Poland are as follows: [Ślebocka 2016, p. 466; Ślebocka, Tylman 2015, p. 141; Kocza�
nowicz�Chondzyńska 2009, pp. 12–13; Kogut�Jaworska 2017, pp. 214–229]:

 – public means:
 – of foreign origin (European funds, foreign non�refundable resources, loans gran�

ted by international financial institutions, the JESSICA initiative), 
 – of national origin (government operational programmes, national funds),
 – of regional and local origin (territorial programmes and contracts, regional and 

local funds, gminas budgets);
 – non�public means: 

 – of commercial origin (bank loans, leasing, issuing of bonds, bank guarantees and 
loan subsidies),

 – of private origin including social participation;
 – combinations of private and public means, i.e. a private�public partnership.
Each of the sources of finance mentioned above is significant for the revitalization 

process itself, however most funds allocated to this purpose come from public means. Ac�
cording to the guidelines included in the National Urban Policy “city budget should consti�
tute the very first source of finance for revitalization interventions which serve the public 
interest” [Ministerstwo Rozwoju 2015, p. 68]. Moreover, a signifi cant portion of contribu�Ministerstwo Rozwoju 2015, p. 68]. Moreover, a signifi cant portion of contribu� 2015, p. 68]. Moreover, a signifi cant portion of contribu�2015, p. 68]. Moreover, a signifi cant portion of contribu�p. 68]. Moreover, a signifi cant portion of contribu�68]. Moreover, a signifi cant portion of contribu�]. Moreover, a significant portion of contribu�
tions should come from tax revenues and local charges as well as income from municipal 
assets [Ryszko 2012, p. 131]. In fact, European funds account for the largest proportion of 
the resources applied in revitalization. Therefore, the JESSICA programme, which is an ini�
tiative launched by the European Commission and the European Investment Bank, plays 
a significant role as regards the successful implementation of revitalization projects.  It is 
from this programme that the projects combining the commercial aspect with social ele�
ments are financed. Such projects are particularly desirable from the point of view of the 
local community dwelling in the degraded area [Gralak 2010, p. 10].

Apart from non�refundable resources of national and foreign origin, public authori�
ties in order to raise funds necessary to carry out revitalization projects may also ap�
ply such refundable instruments as credits, loans or issuing of bonds. The third group 
is made up of private sources of finance. Attracting these sources requires from public 
authorities the creation of a climate conducive to investment and the fostering of coop�
eration between the private and public sector. 

To sum up, it should be emphasised that revitalization is an extremely cost�intensive 
process which, by engaging various groups of entities, gives an impetus to significant 
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positive changes for the dwellers of degraded areas, in particular post�industrial and 
post�military lands. It constitutes a powerful stimulus to development and contributes 
to a comprehensive improvement in the quality of life in a given area.  

Presentation of revitalization activities as exemplified in 
Łódź  and Kołobrzeg

Since the middle of the twentieth century the continuous process of degradation of cit�
ies has been under way. This is caused by a  low quality of buildings allied with inap�
propriate maintenance and a lack of space necessary to satisfy growing social demands 
[European Investment Bank 2006, p. 1]. The factors such as: a progressive degeneration 
of urban fabric, relocation of industry outside the inner city (connected inter alia with 
introducing new technologies, structural changes to the industry as well as the moderni�
sation of the transport sector) [Kaczmarek, Kowalczyk 2016, p. 289], abandoned military 
housing estates, a deterioration in the standard of living in run�down areas have made 
the regeneration activities aimed at recovering the lost quality a priority.

The selection of cities for analysis was caused by the convergence of intra�city struc�
tural changes. Despite the fact that the transformation processes of city centers were de�
termined by different factors (in Łódź due to the reallocation of industry and in Kołobrzeg 
as a result of the reallocation of military units), due to the location of degraded areas, their 
re�inclusion into the urban fabric became a priority issue for local authorities.

In Łódź, the problem of reconstructing degraded urban fabric is vital due to the large 
area in which the issues directly connected with the revitalization processes are con�
centrated. The run�down quarters cover the area of 1,783 ha, which accounts for 6.08% 
of the total area of the city of Łódź. Within the degraded areas, tenement houses, villas 
and palaces of erstwhile factory owners as well as factories are situated. The first rege�
neration activities were launched by the city authorities at the turn of the 20th and 21st 
century. However these were one�off actions limited to a particular spot and mostly con�
sisted in renovating the representative street of the city – the Piotrkowska Street.  Pre�
sently the inner city, in which 200 factories [http://przetargi.bip.uml.lodz.pl] are situated, 
has been divided into 20 investment projects. Eight projects have been made a priority 
to be implemented with the use of funding from the European Union. They encompass, 
first and foremost, overhauls and modernisations of historic buildings of the industrial 
architecture of the 19th century which are important for the city. The following histo�
ric buildings are included in the projects: the workers’ housing of the former industrial 
empire of Izrael Poznański located next to the Manufaktura  (an arts centre, shopping 
mall, and leisure complex situated in a renovated old industrial complex) or residential 



300

Magdalena Ślebocka, Marta Szaja

buildings – former workers’ housing estate and former factory buildings situated in the 
Księży Młyn (the Priest’s Mill) residential area. The table presented below sets out esti�
mated costs of revitalization projects currently being carried out and planned in Łódź.

Table 2. Basic sources of financing revitalization projects in Łódź in the years  
2016–2022 in zloty

Specification

Long-term Financial 
Forecast for the city 
of Łódź for the years 

2016–2040

The list of strategic 
projects of the city of 

Łódź enumerated in the 
Ordinance

Long-term Financial 
Forecast for the city of 

Łódź for the years 2016-
2040 as well as the list 

of strategic projects 
of the city of Łódź and 
the list of contingent 

projects
enumerated in the 

Ordinance
Total financial outlays 
within the framework 

of the revitalization 
programme in the years 

2016�2040 including 
inter alia:

980 677 660.68 1 423 072 877.42 3 005 147 417.02

Local public funds from 
the city budget in the 

years 2016�2022
530 130 246.47 492 217 824.90 1 084 078 517.68

External public funds 
from the European Union 

in the years 2016–2022
432 095 963.63 928 855 055.26 1 648 380 821.18

Source:  own calculation on the basis of the data presented in  the Long�term �inancial �orecast for the 

city of Łódź, Resolution No. XXII/532/15 of the City Council in Łódź of 30 December 2015 on adopting  the 

Long�term �inancial �orecast for the city of Łódź for the years 2016–2040 as well as the Ordinance  No. 

7421/VI/14 of the President of the city of Łódź of 3 November 2014 amending the Ordinance on preparing 

investment projects submitted for financing under the scheme of the resources provided by the Europe�

an Union in the period 2014–2020. 

When analysing the data set forth in Table 2 it may be noted that: 
 – the funds needed to implement all the undertakings consisting in regenerating de�

graded urban fabric amount to approximately 3 billion zloty.  The said amount covers 
the projects enumerated in the Long�term �inancial �orecast on the list of strategic 
projects of the city of Łódź as well in the Ordinance which supplements the �orecast. 
However, only those projects mentioned in the Long�term �inancial �orecast are likely 
to be actually implemented, including 8 priority projects;

 – the basic source of finance for revitalization projects until the year 2022 will be public 
funds from the European Union.
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The table presented below sets out the basic sources of finance for the revitalization 
projects to be implemented within the framework of 8 priority projects.

Table 3.  Basic sources of financing revitalization projects  to be implemented within 
the framework of 8 priority projects of the city of Łódź in zloty

Specification Total value of 
the project

Total value of 
subsidy

Percentage  
share of 
subsidy

Particular  sources of subsidy
European 

Union funding
State Budget 

funding
Project 1 228 953 559.67 105 700 433.47 46.17 101 218 478.79 4 481 954.68

Project 2 126 666 784.02 71 885 336.75 56.75 70 042 465.11 1 842 871.64

Project 3 77 099 520.83 31 110 835.37 40.35 31 110 835.37 2 995 928.66 

Project 4 150 067 316.35  74 535 926.18 49.67 69 211 616.27 5 324 309.91

Project 5 116 568 683.27 44 256 313.45 37.97  44 256 313.45 6 345 105.37 

Project 6 93 131 062.74 35 870 039.26 38.52  33 342 351.23 2 527 688.03

Project 7 136 282 807.42 62 748 029.52 46.04  59 688 538.17 3 059 491.35

Project 8 51 907 926.38 24 440 500.21 47.08 23 225 365.24 1 215 134.97

TOTAL 980 677 660.68 450 547 414.21 45.94 432 095 963.63 18 451 450.58

Source: https://uml.lodz.pl/dla�mieszkancow/rewitalizacja/rewitalizacja�obszarowa�centrum�lodzi�projek�

ty�1�8/, http://centrumwiedzy.org/wp�content/uploads/2015/10/p_8245_f5a26cff.pdf, access: 16.02.2018.

When analysing the data set forth in Table 3 it may be noted that: 
 · the total sum of funds allocated to the revitalization of the inner city of Łódź amounts 

to 980 million zloty, including the funding from the European Union and  from the 
state budget accounting for 45.94%,
 · the largest area subjected to revitalization undertakings is covered by Project 1 – ap�

proximately 100 ha, Project 4 – 32.5 ha and Project 7 – 14 ha. The said area is populated 
by 8 803 inhabitants and thus the total sum allocated to revitalization projects per one 
inhabitant of the above�mentioned area amounts to as much as 58 537.28 zloty,
 · the financial resources earmarked for  revitalization projects in Łódź calculated per one in�

habitant amount to 1 403.60 zloty, including the amount of subsidy which totals 644.85 zloty.
The financial resources allotted to the revitalization of the 8 aforementioned areas 

constitute just a portion of funds needed to regenerate the degraded urban fabric. 
Kołobrzeg struggles with a similar problem of revitalizing run�down urban land. As 

can be concluded from the information provided by the City of Kołobrzeg (see Table 4), 
the area subjected to revitalization processes embraces a part of degraded urban land. 
In the Municipal Revitalization Programme 4 sub�areas have been indicated, the scope 
of which covers the area of 301.50 ha, which accounts for 11.75% of the city area. The 
number of inhabitants of this area amounts to 11 645 people, which accounts for 25.06% 
of the overall local population.   Post�military lands cover 53.50 ha of the area earmarked 
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for revitalization, which accounts for 2.08% of the area inhabited by slightly above 1% of 
the population of the city.

Table 4. Sub-areas earmarked for revitalization

Sub-area
Space Number of 

inhabitants

ha % Number 
of people %

The Inner City Sub�area including the Salt Island and 
the eastern part of the Harbour 140.70 5.48 6 433 13.85

The Western Sub�area including the western part of 
the Harbour 76.80 2.99 1 238 2.66

The Post�Military Sub�area located on both sides of 
Mazowiecka street 53.50 2.08 486 1.05

The Lębork Sub�area 30.50 1.19 3 488 7.51

Total 301.50 11.75 11 645 25.06

Kołobrzeg 2 567 - 46 463 -

Source: own compilation on the basis of: The Diagnosis of the Crisis �actors and Phenomena for the Pur�

pose of Delineating the Degraded Area and the Revitalization Area for the City of Kołobrzeg 2016; Popu-

lation. The state and structure of population and natural movement by territory in 2016 (as at 31 December 

2016). Warszawa: the Central Statistical Office, 2017�05�30, access: 16.02.2018

The Local Revitalization Programme of Post�military Areas in Kołobrzeg for the years 
2010–2015 constitutes a  binding document which specifies the scale of regeneration 
activities and the outlays incurred with regard to this purpose2. This long�term docu�
ment contains inter alia a detailed description of 14 sub�projects implemented in the 
city in the years 2010–2014. 

Table 5. Revitalization projects implemented in the years 2010–2014

Sub-projects Estimated project costs Implementation 
date

Sub�project 1 13 600.00 PLN 2010 

Sub�project 2 3 900 000.00 PLN 2011�2013

Sub�project 3 1 020 000.00 PLN 2011�2014

Sub�project 4 300 000.00 PLN 2011–2012

2 As at 20 �ebruary 2018, Annex to the Resolution No. L/675/10 of the City Council of the city of  Kołobrzeg of 
29 September 2010.
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Sub�project 5 60 000 000.00 PLN 2010–2014

Sub�project 6

No costs were envisaged in the case of tasks carried 
out within the framework of this sub�project; they 
were connected with drafting a new study of land use 
conditions and directions and with amending the land 
development plan of the area of the city of Kołobrzeg.

2010–2012

Sub�project 7 30 000.00 PLN 2011–2013

Sub�project 8 25 000.00 PLN/year since 2010

Sub�project 9 10 000.00 PLN/year since 2010

Sub�project 10 300 000.00 PLN/year since 2010

Sub�project 11 70 000.00 PLN/year since 2010

Sub�project 12 1 250 000.00 PLN 2011–2013

Sub�project 13 2 250 000.00 PLN 2011–2012

Sub�project 14 1 680 000.00 PLN 2011�2012

Sub�project 15 5 000.00 PLN/year 2010�2011

Source: own compilation on the basis of: the Annex to the Resolution No. L/675/10 of the City Council of 

the city of  Kołobrzeg of 29 September 2010, access: 16.02.2018. 

The substantial part of the revitalization activities scheduled with regard to post�mili�
tary land was conducted in the years 2010–2014. It has undoubtedly affected the restora�
tion and change in the forms of land use which have been applied so far, the rehabilitation 
of degraded areas, the creation of cultivated green areas, the increase in the level of land 
investment as well as a betterment of standard of living of the residents, etc.  However, 
not all the objectives have been attained, and a lack of up�to�date document related to 
the revitalization programmes of post�military areas is not conducive to the intensification 
of the activities in this regard. It is clearly visible in the level of outlays on the Municipal 
Revitalization Programme, to which in the period 2016–2018 the sum of 103 555 zloty was 
allotted and in the years 2018–2022 – as little as 70 000 zloty [Uchwała nr XXXVIII/580/17].

Conclusions

One of the consequences of the change in the political system in Poland in the late 1980s 
was the accelerated degradation of urban areas, especially those dominated by industry 
and those where the troops deployed by the countries belonging to the Socialist Block 
were stationed. As a result, whole quarters of cities were severely devastated, fraught with 
economic and social problems as well as social conflict�ridden. The local authorities respon�
ded to the progressive degradation process with numerous revitalization undertakings.  

Revitalization is often referred to as a set of “customised” activities, where the success 
of the venture depends on the adequate determination of investment needs with regard 
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to a given devastated area. The process comprises several levels. It does not consist in 
solely modernising the existing housing stock. The basic task of revitalization is, first and 
foremost, to reverse the negative trends such as space degradation, social pathologies, 
the loss of the original function of the area as well as a  failure to adjust the existing 
functions to the needs of local recipients. It is a recovery process which encompasses 
a number of activities such as modernisation of the existing housing stock, adapting the 
functions to the needs existing in a given area, efforts connected with the development 
of trade and services and restoration of balance in the social life [Markowski et al 2005, 
pp. 7–38]. In particular, in the case of revitalization of post�industrial and post�military 
areas it is vital to preserve their identity as historic heritage. The fragments of post�in�
dustrial or post�military areas which are the most valuable and best preserved are left 
untouched in their original architectural form [Kaczmarek, Kowalczyk 2016, p.  290]. It is 
the case in Łódź and Kołobrzeg, too.

There are similar problems in both cities. They are mainly related to the lack of guaran�
tees of obtaining the necessary funds for planned investments, the existence of a catalog 
of extraordinary costs (costs being unplanned costs) and visible limitations in public access 
to up�to�date information on revitalization activities. In Łódź, the problem of regenerat� In Łódź, the problem of regenerat�
ing degraded urban fabric is of great importance due to the large scope of the area in 
which the issues directly connected with revitalization processes are concentrated as well 
as the number of people residing in the said area (2.47% of the total number of inhabitants 
of the city). Although Łódź is considered to be the leader in revitalization, so far the city 
has not been able to raise any other funds for this purpose apart from the public ones. In 
Kołobrzeg, the situation is the same since the resources which have been allotted so far to 
revitalization activities have been provided by the city budget or the EU budget. 

To sum up, it can be noted that despite the existence of a wide range of tools at the 
disposal of territorial self�government units, by means of which revitalization projects 
can be implemented, public funds are still the primary source of financing investments 
in this regard. The basic source of income is the city budget supported with the EU funds 
and subsidies from the state budget. The financial resources transferred by private en�
trepreneurs, e.g. within the framework of a public�private partnership3 [Ślebocka 2016, 
pp. 464–472] or the residents of the degraded areas are of minor importance.

The directions of further research should in the first place focus on the attempt to 
identify activities undertaken by territorial self�governments of the studied cities favo�
ring the involvement of private entities in the revitalization process. In addition, particu�
lar attention should be paid to activities aimed at approximating ways that contribute 

3 In Poland, only 8 revitalization projects have been implemented with the application of this model so far. 
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to the increase in the level of absorption of funds from external, non�returnable sources 
allocated to revitalization activities.
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Corporate Social Responsibility – Research Overview

Abstract: Social responsibility in modern economic activity is a strategic and long�term ap�

proach. Social reporting is recommended by investors and considered a  good practice for 

companies; however, in the majority of countries, it is a voluntary process not regulated by the 

law. In Poland, the requirements of EU Directive 95 regarding the disclosure of non�financial 

data have been implemented in the accounting legal regulations (latest act amendment). 

When discussing the aspects of the development of corporate social responsibility, its per�

ception, and practical implementation, it is impossible not to mention the most important 

results of research of corporations, reporting in the area of sustainable development and 

social responsibility that have been conducted in Poland and in the world over the past few 

years. It allows to understand and appreciate the scale of the phenomenon. The purpose 

of this article is to point out that social responsibility is an extremely important area and, 

in consequence, has long�term effects on the current and future generations. The article 

includes a short overview of studies on the CSR theoretical and practical aspects both in 

Poland and worldwide. Literature review and deductive methods have been used as princi�

pal methods of research. 

Key words: Corporate Social Responsibility, CSR reporting, research on CSR practice, CSR 

effects, CSR implementation

Introduction

Mutual interaction between corporations and their economic and social environment 
is a current phenomenon which, from the point of view of the evolution, seems natural. 
Rational business policy should contribute to a balanced and steady development while 
maintaining or even improving the ability of future generations to fulfill their necessities 
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in the years to come. Corporate social responsibility which, in relation to corporations 
is associated with a sustainable development, is understood in a considerably broader 
sense. Nowadays, in their course of action, corporate management boards begin to take 
into account issues of so called responsible business which does not only refer to the 
interest in the growth of corporate value but also to care for the natural environment, 
ethical conduct in business activity, and openness to the necessities of the local society, 
people in need, educational institutions, or non�governmental organizations. This defini�
tion of business responsibility is called Corporate Social Responsibility (CSR). The concept 
of corporate social responsibility is based on the subject executing economic objectives 
while being involved in the implementation of social interests taking into account social 
aspects of its business activity. 

The purpose of this article is to point out that social responsibility is an extremely 
important area and, in consequence, has long�term effects on the current and future ge�
nerations. When discussing the aspects of the development of corporate social respon�
sibility, its perception, and practical implementation, it is impossible not to mention the 
most important results of research that have been conducted in Poland over the past 
few years. It allows to understand and appreciate the scale of the phenomenon. The 
article includes a short overview of studies on the CSR theoretical and practical aspe�
cts both in Poland and worldwide. Literature review and deductive methods have been 
used as principal methods of research. 

Corporate social responsibility as a subject of scientific 
research and studies 

It is difficult to provide a homogenous and coherent definition of Corporate Social Re-
sponsibility (CSR) or social responsibility of business, as it is a constantly evolving notion. 
Numerous aspects contribute to its concept, such as corporate activity profile, adopted 
business model, standards of the culture in which the corporation operates, or different 
expectations of the stakeholders. The concept that serves as the foundation of the defi�
nition of corporate social responsibility is the idea of sustainable development described 
by J. Elkington, which he named the 3P concept (People, Planet, Profit), better known as 
the three bottom line concept [Elkington 1997, part I]. 

The problem of the relation between business and society has existed for thousands 
of years. Ancient philosophers tried to explain the question of taking up business acti�
vity in order to become wealthy. Religion also provides indications as to the relation 
between people and business. It is the interest in this particular relation that has led 
to the development of business ethics that combines the elements of philosophy and 
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economics. However, it was not until the development of economic sciences that at�
tention was drawn to the business aspects of corporate social responsibility.   

Principal reasons for the increase of interest in corporate social responsibility inclu�
de changes in corporate environment, the increase of intangible resources significance, 
search for new competitive areas, reorientation of the consumer position, and change in 
the approach of investors. The above�mentioned changes are the results of the easy ac�
cess to information, which leads to the increase of the average consumer knowledge of 
both product quality and corporate operation. This forced corporations to communicate 
in a more open manner and make their actions more transparent. We should remem�
ber, however, that corporate social responsibility is not the same as charitable activity 
and that it should not serve the objectives of marketing, or at least not exclusively or 
primarily. Corporate social responsibility should be understood as the new philosophy 
of business operation, embedded in the management system and business strategy. As 
such, the concept will be understood correctly and will bring measurable benefits for 
corporations and stakeholders. 

Corporations should realize that social responsibility does not consist in conducting 
one or two social or ecological campaigns; it does not only consist in fulfilling legal or 
formal requirements, but in increased investments in environmental protection, human 
resources, and other relations of the corporation with its surroundings. CSR activity is 
a long�term process, not a one�time report on ecological and social activities. Therefo�
re, corporate social responsibility is definitely not philanthropy as third parties may be 
given goods obtained from the exploitation of others. Corporate social responsibility is 
a broader notion as it consists in not only obtaining profit for the shareholders but also 
conscious and voluntary decisions that have a positive effect on the entire surrounding. 
According to the European Commission, entrepreneurs undertake voluntary actions to 
improve the society’s wellbeing. They do not do it for the publicity but due to the aware�
ness of the relation between a responsible action and a stable business success.   

A corporation that follows the CSR concept should respect international standards 
of conduct and adhere to the rules of respect for the law. If national law does not have 
adequate social and environmental protective measures in place, then the subjects sho�
uld at least make an effort to respect international standards of ethical conduct. There 
may be cases when the local law remains in conflict with international standards and in 
such cases organizations should respect the international standards of conduct that are 
in conflict with the local law to the highest extent possible. Corporations should also 
strive to exert influence on the appropriate government organizations in order to solve 
such conflicts. 
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Selected research in the area of CSR activities in Poland 

When discussing the issue of the development of the idea of corporate social responsibi�
lity, its perception, and practical implementation, it is worth performing a short overview 
of literature on the subject indicating the results of the most important studies conduc�
ted in Poland and worldwide over the past few years.  This will allow us to understand 
and appreciate the scale of the phenomenon. In practice, the most frequently studied 
aspects in Poland were those regarding the knowledge and areas of use of and reporting 
on the concept of corporate social responsibility (table 1).  

Table 1. Selected examples of CSR studies in Poland

Investigating 
subject Object of study Year of 

publication

PARP
Study of the knowledge and areas of use of and reporting on the 
concept of corporate social responsibility in Poland [PARP 2012, 
p. 9].

2012

CSRinfo
Study of the practice of reporting on the activities of socially 
responsible corporations in Poland [www.csrinfo.org, access: 
14.04.2015].

2013

P. Płoszajski et al

Objective of the study was to observe the change trend in relations 
to the type of undertaken initiatives, intensity of performed 
activities, and size of resources destined for the implementation of 
the corporate social responsibility activities. The study was based 
on the analysis of thirty eight cases studies of listed companies 
[Płoszajski 2013].

2013

Martis Consulting

Study of perception of corporate social responsibility of listed 
companies by investors 
[http://martis�consulting.pl/badanie�martis�consulting�wsrod�
inwestorow�instytucjonalnych�postrzeganie�spolecznej�
odpowiedzialnosci�spolek�gieldowych�inwestorow//,  access: 
16.06.2015] 

2014

�OB and KPMG
The purpose of the study was to confront facts in the area of 
CSR activities in Poland among management staff and people 
responsible for social activities in large and medium corporations. 

2014

�OB

�ourteenth edition of the Responsible Business �orum Repost 
“Responsible Business in Poland. Good Practices” (it constitutes 
the largest overview of the activities of socially responsible 
business in Poland) [http://odpowiedzialnybiznes.pl/publikacje/
raport�2015/,   access: 12.10.2016] for 2015. 

2015

�OB

 “CSR Managers” 
[http://odpowiedzialnybiznes.pl/publikacje/wyniki�badania�
menedzerowie�csr/, access: 10.11.2016].
The principal objective of the study was to verify the opinions 
of the management staff regarding CSR achievements in Polish 
business over the past 15 years and how they perceive the 
perspective of its development in Poland in the near future.   

2015

Source: own study.
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Analysis of the research results clearly shows that relations with consumers and em�
ployees are considered the key CSR area in corporations. �ew subjects, however, admit 
implementing such practices in their own corporations. The majority of the studied sub�
jects admitted that the key aspect of corporate social responsibility is the care for human 
rights and natural environment. Activities performed for the benefit of local societies are 
perceived as important; however, they are only performed by a low percentage of the 
examined corporations. Summarizing, it can be said that:

 – In 2012 there was a glaring discrepancy between what should be the key aspect for 
a corporation in the CSR area and what actually was being implemented, 

 – In 2013 leading sectors in the area of CSR reporting on the Polish market were: fuel 
and gas, �MCG (Fast moving consumer goods), and financial sectors,

 – Among listed companies, the majority of CSR reporting companies form a part of 
Respect Index,  

 – In 2014 following the rules of corporate social responsibility had average importance 
for investors; it was considered more important to have a strategy that took into acco�
unt the rules of social responsibility, which, according to the representatives of listed 
companies, augments their value, 

 – Year 2015 brought more interest in CSR activities and reporting. Studies also show 
the weakest points of Polish CSR. The biggest barrier in the CSR development of the 
past 15 years turned out to be the lack of understanding of its idea by the manage�
ment of companies and, more importantly, the managers indicate this very same 
obstacle in the CSR development in the answer to the question about the forecast 
for the coming 15 years.  

To summarize the study results, it may be stated that good practices in the area of 
CSR in Poland are on the rise and they are implemented by corporations that have a gra�
dually better understanding of the fact that nowadays business activity has to bring 
value, not only profit. CSR development is noticeable also in the number of companies 
adopting new practices. Areas with the biggest number of practices remain unchanged. 
Those practices include social involvement (in the context of customers and employees) 
and the development of a local society. 

Short overview of international studies in the area of CSR

World literature includes numerous trends in the research related to the reporting of 
social responsibility. Selected studies are mentioned in Tables 2–8 and then briefly 
discussed. 
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Table 2. Selected examples of studies in the area of reasons for disclosing CSR information

Authors Publication Year of 
publication

Ch.J. Van Staden and J. Hooks Van Staden, Hooks 2007, pp. 197–210 2007

L. Dagiliene Dagiliene 2010, pp. 197–204 2010

R. Moore Moore 2013, pp. 366–386 2013

M. Rodrigue, M. Magnan and E. Boulianne Rodrigue, Magnan, Boulianne 2013,  
pp. 301–316 2013

M. Contrafatto Contrafatto 2014, pp. 414–432 2014
L. Parker Parker  2014, pp. 632–659 2014

Source: own study.

Many authors examined what lies behind the decisions of corporations when they 
inform of their activities in the area of CSR. On the basis of the CSR activities typology, 
both reactive and proactive approach towards the motives behind the disclosure were 
taken into account. The studies demonstrate that there is no clear dependence between 
undertaking CSR activities and the occurrence of crisis situations. Authors point out that 
corporations which often negatively affect environment and local societies do not im�
plement any marketing policy in the area of CSR activities, whereas subjects that are 
ecologically and socially “correct” do undertake such initiatives and communicate them 
to the stakeholders. 

Table 3. Selected examples of studies in the area of relations between CSR reporting 
and financial corporate results

Authors Publication Year of 
publication

K.E. Aupperle, A.B. Carroll and J.P. Hatfield Aupperle, Carroll, Hatfield 1985,  
pp. 446–463 1985

S.A. Waddock and S.B. Graves Waddock, Graves 1997, pp. 303–319 1997
M. Porter and M. Kramer Porter, Kramer 2011, pp. 62–77 2011
W. Elliott, K. Jackson, M. Peecher and  
B. White 

Elliott, Jackson, Peecher, White 2013, 
pp. 275–302 2013

W. Leoński Leoński 2015, pp. 135–142 2015
T.A. Olaniyi, Jalloh, and S.T. Abdusalam Olaniyi, Jalloh, Abdusalam 2016, pp. 1–19 2016
Y. Oiu, A. Shaukat and R. Tharyan Oiu, Shaukat, Tharyan 2016, pp. 102–116 2016

Source: own study.

Numerous researchers confirm the existence of correlation between CSR acti�
vities and achievements of a corporation, particularly in the area of liquidity, profi�
tability, and capital efficiency. The results are not unambiguous though. It must be 
due to the existing relation between CSR and the level of revenue. While the effect 
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CSR has on the expenses is obvious, the impact of such activities on the revenue is 
difficult to determine as the benefits can be usually perceive in the long�term per�
spective.  Therefore, the majority of the authors indicate that the impact of CSR on 
the revenue is indirect. 

Table 4. Selected examples of studies in the area of factors that affect the scope, quality, 
and manner of CSR reporting and data reliability  

Authors Publication Year of 
publication

C.A. Adams, W.Y. Hill and C.B. Roberts Adams, Hill, Roberts 1998, pp. 1–21 1998
J. Hooks and Ch.J. Van Staden Hooks, Van Staden, 2011, pp. 200–213 2011
D.M. Patten and N. Zhao Patten, Zhao 2014, pp. 132–144 2014

S. Leitoniene and A. Sapkauskiene Leitoniene, Sapkauskiene 2015,  
pp. 334–339 2015

G. Michelon, S. Pilonato and �. Ricceri Michelon, Pilonato, Ricceri 2015,  
pp. 59–78 2015

Source: own study.

Numerous researchers focus on the analysis of the factors that affect the qua�
lity and scope of information about ecological and social activities regarding the 
size of the corporation and the sector in which it operates as important factors. The 
decisive factor behind CSR disclosure is also the country. Differences are the result 
of cultural differences, legal regime of a given country or region (including govern�
ment and ecological relations), as well as different historical and socio�economic ex�
perience.  There is a widespread view that the larger the corporation the bigger the 
need and desire to report CSR�related information and corporations communicate 
more of this kind of information to the stakeholders. Research also indicates that so 
far the most common form of disclosing information on corporate social responsi�
bility is the annual report, activity report, and, in the recent years, integrated report 
(although not to the degree as the other two). Information published on corporate 
Internet websites should also be mentioned here. 
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Table 5. Selected examples of comparative CSR studies in different countries  

Authors Publication Year of 
publication

C. Adams and N. Kuasirikun Adams, Kuasirikun 2000, pp. 53–79 2000
D.L. Gill, S.J. Dickinson and A. Scharl Gill, Dickinson, Scharl 2008, pp. 243–262 2008

A. Paszkiewicz and A. Szadziewska Paszkiewicz, Szadziewska 2011,  
pp. 77–90 2011

D. Krumwiede, A.M. Hackert, J. Tokle and 
R.J. Vokurka

Krumwiede, Hackert, Tokle, 
Vokurka 2012, pp. 389–401 2012

L.V. Pimentel, A.S. Branca and M. Catalão� 
�Lopes

Pimentel, Branca, Catalão�Lopes 2016, 
pp. 1–5 2016

Source: own study.

Researchers agree that the greater weight of responsibility for CSR activities still lies 
in the hands of the developed western European and North American countries, where�
as the extent of social responsibility in countries such as, for example, South Africa, is still 
humanitarian and there is no denying the effects of CSR activities in this country exist on 
paper rather than in the actual socio�economic reality [Eweje 2006, pp. 93–129]. 

Research results suggest that countries of the Near East, for example, seem to be 
more inclined to support and report charitable activities of corporations, whereas Ger�
many, to give an example, values more ethical and social standards. Moreover, CSR 
activities in business are supported by men rather than women employed by the cor�
porate sector. 

Numerous studies concern the relations between national culture and CSR. The re�
sults of those studies suggest that all four cultural dimensions defined by G. Hofstede 
[Hofstede 1983, pp. 75–89] can be closely linked to the involvement in CSR activities. 

Table 6. Selected examples of studies on reliability of the CSR information 

Authors Publication Year of 
publication

J. Anderson and A. �rankle Anderson, �rankle 1980, pp. 467–479 1980
D. Moser and P. Martin Moser, Martin 2012, pp. 797–806 2012
P. Griffin and Y. Sun Griffin, Sun 2013, pp. 93–113 2013
G. Peters and A. Romi Peters, Romi 2013, pp. 213–236 2013
G. Peters and A. Romi Peters, Romi 2015, pp. 163–198 2015
A. and K. Trotman Trotman, Trotman 2015, pp. 199–230 2015

Source: own study.

Separate research trend is the analysis of the reliability of the CSR information. Sin�
ce disclosing information from the area of CSR has been voluntary so far, such reports 
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turned out to be susceptible to falsifications, errors, or “embellishments”. In order to mi�
nimize the risk of significant irregularities, some organizations decide to obtain formal 
declarations on the reliability of social reports. 

Key conclusion from the conducted studies is that there are significant differences 
in the declarations on the reliability of the CSR reports issued by audit companies as 
well as those that do not do audits. Principal differences are the size of the declara�
tions and the emphasis. The declarations made by non�audit companies are larger and 
their emphasis is placed on the elements of the corporate order, whereas declarations 
elaborated by audit companies focus on quality and process control. Articles most fre�
quently present the possibilities in the area of the identification of areas which could 
be improved in CSR reporting. 

Table 7.  Selected examples of studies on the CSR consequences 

Authors Publication Year of 
publication

M. Orlitzky, S. Schmidt and S. Rynes Orlitzky, Schmidt, Rynes 2003,  
pp. 403–441 2003

G.B. Sprinkle and L.A. Maines Sprinkle, Maine 2010, pp. 445–453 2010
Y. Kim, M. Park and B. Wier Kim, Park, Wier 2012, pp. 761–796 2012
�. Gao, L. Lisic and I. Zhang Gao, Lisic, Zhang 2014, pp. 149–175 2014

Source: own study.

Studies stress the fact that corporation which thoughtfully and consistently imple�
ment CSR concept have the opportunity to form permanent relations with stakeholders 
and, according to some, build competitive advantage. CSR activities definitely allow to 
affirm the corporation’s orientation towards long�term and stable growth. Socially re�
sponsible business makes it possible to create a positive corporate image. The great ma�
jority of researchers emphasize the fact that in order to achieve the mentioned benefits, 
the most important element is to perceive a responsible business in a broader strategic 
context as one of the fundamental functions of a corporation. A significant factor of suc�
cess is the analysis on financial results of a company in relation with the environmental 
and social effects of the decisions taken. Study results confirm that in the process of the 
CSR implementation, determination is a crucial factor. The risk of losing reliability and, 
what follows, market value of a company is much higher in case of making empty promi�
ses than postponing certain actions in time in order to prepare for them better.
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Table 8. Selected examples of overview studies of literature on CSR  

Authors Publication Year of 
publication

O. Salzmann, A. Ionescu �Somers and  
U. Steger

Salzmann, Ionescu �Somers, Steger 2005, 
pp. 27–36 2005

A.B. Carroll and K.M. Shabana Carroll, Shabana 2010, pp. 85–105 2010
A. Paszkiewicz and A. Szadziewska Paszkiewicz, Szadziewska 2011, pp. 77–90 2011
R. Gray and R. Laughlin Gray, Laughlin 2012, pp. 228–255 2012
J. Cohen and R. Simnett Cohen, Simnett 2015, pp. 59–74 2015
B.H. Xiaobei and L. Watson Xiaobei, Watson 2015, pp. 1–16 2015
H. Sikacz Sikacz 2016, pp. 241–252 2016

Source: own study.

The studies mentioned in the table above are of crucial importance both for mana�
gement and financial sciences and economic practice. The moment listed companies 
began to take into account information on corporate social responsibility in their re�
porting, papers discussing the issues of understanding, presentation, analysis, and use 
of CSR information in different contexts and aspects started to appear in the literature 
on the subject. The number of studies considerably increased once the European Union 
got involved in the process. We should remember, however, the discussed issues is not 
entirely new and there had been publications in this area already before. Current CSR 
literature is very broad, which is why literature studies in this field deserve recognition 
as they raise the level of knowledge and awareness of scientists and practitioners indica�
ting the evolutionary nature of the phenomenon.  

Conclusion

On numerous occasions, in the conclusions of comparative studies, the authors emphasi�
ze the fact that perception of corporate social responsibility is largely dependent on the 
local surrounding, related to the social and cultural contexts of business operation and 
expectations formulated by various social groups. World literature includes numerous 
research trends related to social responsibility reporting.    

Social responsibility in economic activity is a strategic and long�term approach. New 
concepts of business reports promote not only the extension of the scope of financial 
information and increase of transparency but they place an increasing emphasis on the 
assessment of risk related to the activity of the subjects and the assessment of risk con�
trol as well as correct reporting of non�financial information. The foundations of the new 
model of business reports are formed by the multi�stage, multiannual, and arduous pro�
cess as well as through extensive discussion and social consultation.
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Accounting and its integral element, financial reporting, undergoes changes to�
gether with the changes in its surroundings and its future form is a new, serious chal�
lenge brought on by the 21st century. Social reporting is recommended by investors and 
considered a good practice for companies; however, in the majority of countries, it is 
a voluntary process not regulated by the law. Reporting and data verification standards 
and procedures in the area of corporate social responsibility are still being refined. In Po�
land, the requirements of EU Directive 95 regarding the disclosure of non�financial data 
have been implemented in the accounting legal regulations (latest act amendment). The 
results of the studies mentioned in this article indicate that in case of the majority of 
corporations, reporting in the area of sustainable development and social responsibility 
is either non�existent or it still has not reached quality standards and coherence levels 
applied for other forms of reporting. 

It is important to take into account social and ecological aspects in the strategy of 
striving to obtain the highest profit possible in a corporation. In this way, a favorable so�
cial environment is created, where economic subjects can, with the benefit for the eco�
nomy and society, implement strategies of harmonious and sustainable development.  
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Analysis of the Situation in a Voluntary Pension Pillar in Poland

Abstract: The pension system is a very important part of the public finance system of the 

state. �rom the legal regulations applied, the opportunities for citizens to self – investments 

in future benefits are dependent. It is obvious that without additional individual invest�

ments, the level of pension paid by Social Insurance Institution will be very low in relation 

to the recent salaries.

The paper analyzes the situation in the voluntary commercial pension pillar in Poland. It 

covers the period 2012–2017, the years since retirees have been able to choose between all 

currently operating products under this pillar (Company Pension Plan, Individual Pension 

Account, Individual Pension Security Account). The structure and dynamics of pillar’s assets 

has been estimated, along with an analysis of the significance of the individual products 

that operate there.

The problem seems timely and relevant, especially on the eve of the planned liquidation of 

the second pension pillar (Open Pension �unds are to be converted into investment funds), 

which means that the current third pillar will from 2019 be the only legally regulated possibi�

lity of additional investment for future pensions.

Key words: pension system, pension, commercial pillar, investment fund, individual pension 

security account

JEL Codes: G 11, G 21, G 23

Introduction

In 1999, the pension system reform was introduced in Poland, based on three independent 
pension pillars. The funds accumulated in them were to constitute a source of financing for 
pension benefits. The concept involved the functioning of obligatory pillars (the first Social 
Insurance Institution (SII) and the second Open Pension �unds (OP�)) and one voluntary 
pillar. Until the end of 2003, the commercial voluntary pillar did not have any statutory 
regulations.
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The year 2004 brought the introduction of legal regulations regarding a voluntary 
pension pillar. They introduced group (Employee Pension Plans – EPP) and individual 
(Individual Pension Account – IPA and Individual Pension Security Account  – IPSA) 
options for additional insurance for future pensioners.

In 2011, the first change in the functioning of the second pension pillar took pla�
ce, consisting in reducing the contribution to OP�. In 2014, 51% of assets were writ�
ten off in the accounts of OP� members, and they were faced with the necessity of 
choosing to continue saving in OP� (this decision was taken by around 3 million 
future pensioners).

According to the announcements of the current government, 2019 will mark the end 
of operation, OP�, which will be transformed into third pillar institutions called IPSA, 
which will mean the end of the obligatory commercial pillar in Poland.

�rom January 1, 2012, another product is present in the voluntary pillar – Individual 
Pension Security Accounts. An incentive to participate is the ability to deduct from the 
tax base the payments made within the set limit.

The main purpose of the submitted article is to present the evolution of the pension 
system in Poland and to analyze the structure and dynamics in the third pension pillar, 
which in the current situation is the only institutionalized possibility of additional invest�
ment for future retirement benefits.

The scientific problem presented in the study focuses on the lack of experience 
in Poland in the area of   limiting compulsory sources of financing future pensions for 
a higher level of independence in making financial decisions in the scope of saving for 
future benefits under voluntary products in the third pillar.

The analysis was carried out for the years 2012–2017. It covers both group solutions 
(Employee Pension Plans) and individual solutions (Individual Pension Accounts and 
Individual Pension Security Accounts). The potential of the third pillar was also com�
pared with the assets of OP�, which in the analyzed period constituted the basis of 
commercial pension pillars.

To achieve this purpose, the research hypothesis was formulated, according to which, 
as a result of statutory changes in the pension system, the role of the voluntary pillar will 
increase, and the product that will be most important will be IPSA (ad hoc tax benefits) 
within which an increasing share will be investment funds.

Evolution of pension system in Poland

The pay�as�you�go system, which was in force in most countries, including Poland, 
was as effective as long as the number of people employed and paying social security 
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contributions to the number of people receiving benefits financed from these con�
tributions was high. The only problem of the generational contract system was the 
annual balancing of the sum of expenses and incomes. Until the middle of the 20th 
century, this system functioned properly due to the beneficial relationship mentioned 
above [Hadyniak, Monkiewicz 1999, p. 13].
On 1 January 1999, the reformed pension system became applicable in Poland. The 
financially inefficient pay�as�you�go system was replaced with a  system based on the 
Social Insurance Institution that was already operating and commercial pension pillars, 
which were to constitute an additional source of payment of future pension benefits 
[The Act of August 28, 1997 on organization and functioning of pension funds].
The starting point for the reform of the social security system in Poland was to 
divide the society into three groups, and the criterion for division was age [Olszew�Olszew�
ski 1999, p. 24]:

 · people born before January 1, 1949 were not covered by the reform. Their benefits 
will be paid on the current basis, i.e. they remain in the pay�as�you�go system;
 · people born after December 31, 1948, and before January 1, 1969, they themselves 

decided whether to remain in the old system or join the reformed pension system. The 
decision to join the new system is irrevocable;
 · persons born after December 31, 1968 must obligatorily become members of the 

reformed system.
The fundamental decision underlying the reform was the assumption of paying the 

future pension from three independent sources. The table below presents current solu�
tions in Poland against the background of selected countries of the world.

Table 1. Formula of pension systems in selected countries of the world

Country
Pillars and obligation of the membership

I Pillar II Pillar III Pillar
England YES – obligatory NO YES – voluntary 
Austria YES – obligatory NO YES – voluntary 
Belgium YES – obligatory NO YES – voluntary 
Denmark YES – obligatory YES – obligatory YES – voluntary 
�inland YES – obligatory YES – obligatory YES – voluntary 
�rance YES – obligatory YES – obligatory YES – voluntary 
Greece YES – obligatory YES – obligatory YES – voluntary 
Hungary YES – obligatory YES – obligatory YES – voluntary 
Italy YES – obligatory NO YES – voluntary 
Spain YES – obligatory NO YES – voluntary 
Netherlands YES – obligatory NO YES – voluntary 
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Country
Pillars and obligation of the membership

I Pillar II Pillar III Pillar
Ireland YES – obligatory NO YES – voluntary 
Luxemburg YES – obligatory NO YES – voluntary 
Germany YES – obligatory NO YES – voluntary 
Poland YES – obligatory YES – obligatory* YES – voluntary 
Portugal YES – obligatory NO YES – voluntary 
Sweden YES – obligatory YES – obligatory YES – voluntary 
Chile NO YES – obligatory YES – voluntary 
Mexico NO YES – obligatory YES – obligatory
USA YES – obligatory NO YES – voluntary 

Source: Szumlicz, Żukowski (eds.) 2004, pp. 30–80, Szymańska (ed.) 2017, p. 85 and www.gazetaprawna.pl, 

access:  27.09.2017.

* from 1/01/2019 liquidation of the second pillar is planned.

The architecture of the reform was based on three pension pillars [Sas�Kulczy�
cka (ed.) 1999, pp. 35–36]:

�irst Pillar – this is a reformed Social Insurance Institution. It has a pay�as�you�go cha�
racter. Each insured person has their own pension account, where funds are collected from 
the institution in the form of contributions. On the individual account of the insured, initial 
capital was registered as at 1 January 1999, having the character of acquired rights.

Second Pillar – it is a mandatory pension system of a capital nature. The basis for 
its operation was the establishment of Common Pension Companies, which began the 
management of Open Pension �unds. The funds to the funds come from the part of the 
pension contribution paid to SII, which transfers them to the OP�.

Third Pillar – this is a voluntary capital insurance funded individually by people who 
believe that their benefits from the mandatory pillars will be too low in relation to their 
expectations. This pillar can have two forms [Dybał 2008, p. 46]:

 – A group contract concluded by an employer with an insurance company or an invest�
ment fund. It has the form of the Employee Pension Program. �unds for this pillar come 
from the part of the employee’s net salary, which is intended by him as a retirement 
pension [The Act of April 20, 2004 on employee pensions programs]. 

 – Individual contract for a future pensioner with an institution involved in investing 
the funds entrusted to it. It is necessary to specify the type of fund which is to mul�
tiply its contributions. This is related to the different risk level of funds, which affects 
investment security.

In September 2004, under the third insurance pillar, a product called Individual Pen�
sion Accounts was introduced [The Act of April 20, 2004 on individual pension accounts]. 
Individual Pension Security Accounts have been in existence since 2012. Investors can 
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choose from 5 types of institutions to which they can entrust funds for future pensions 
in management [Wieteska, Czechowska (ed.) 2017, p. 190]. They are:

 – Insurance Companies,
 – Banks,
 – Brokerage �irms,
 – Voluntary Pension �unds,
 – Investment �unds Companies.
The latter type of investor, as the only one, has the characteristics of a classical finan�

cial intermediary [Dawidowicz 2008, p. 10].
Individual Pension Security Accounts function in a  similar way to IPA, and the 

main difference is the form of incentive to save in a  voluntary pillar [The Act of 
March 25, 2011 on amendment of some acts related to the functioning of the social 
insurance system]:

 · in the case of IPA, this is an exemption from capital gains tax, which will not be paid 
when the retirement age is reached, 
 · in the case of IPSA, it is a write – off of the invested amount (up to the applicable limit) 

from the tax base in the settlement of income tax PIT – 37. 

Table 2. Characteristics of the supply of capital pension pillars in Poland – until 
December 31, 2017

X
PILLAR

II III

Membership
Mandatory for people born after December 31, 1968. 
Persons born before January 1, 1949, have no right to 
participate in this pillar

Voluntary. Every citizen 
has the right to join the 
third pillar

Methods of 
increasing the level 
of assets

Acquiring new members, taking over members from 
the competition of the payment of existing members, 
effectiveness of investment policy

Acquiring new 
members, taking over 
members from the 
competition of the 
payment of existing 
members, effectiveness 
of investment policy

Start of the 
membership

When client starts work and starts paying insurance 
premiums

Any. The potential 
customer decides 
when to start paying 
additional premiums

Premium’s level 2,92% of gross salary (the previous states were 
presented in table 3)

The participant himself 
declares the amount 
paid
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X
PILLAR

II III

Regularity of 
payments

Compliant with paid salary and payment of 
premiums (most often monthly)

The participant has the 
right to decide how 
often the contributions 
are paid

Institutions 
operating under 
the pillar

Open Pension �unds

Insurance Companies, 
Banks, Brokerage �irms, 
Voluntary Pension 
�unds, Investment 
�unds Companies.

Source: Nowak 1999, p. 56, The Act of March 25, 2011 on amendment of some acts related to the functio�

ning of the social insurance system, Journal of Laws of 2011 No. 75, item 398, The Act of December 6, 2013 

on amendments to some acts in connection with the definition of the rules for payment of pensions from 

funds accumulated in open pension funds, Journal of Laws of 2013, item 1717.

By the end of April 2011, 7,3% of gross salary was transferred future pensioners’ open 
pension funds. As a  result of the government’s decision, dictated by the necessity to 
reduce public debt from May 1, 2011, 2,3% of gross salary was transferred to open pen�
sion funds, and the rest was recorded on future pensioners’ subaccounts in SII [The Act 
of March 25, 2011 on amendment of some acts related to the functioning of the social 
insurance system].

The last change in legal regulations took place on �ebruary 1, 2014. On this day it 
came into force The Act of December 6, 2013 on amendments to some acts in connec�
tion with the definition of the rules for payment of pensions from funds accumulated in 
open pension funds [Journal of Laws of 2013 item 1717]. As a result of its provisions, the 
debt – treasury part of OP� assets was transferred to SII, which meant transferring ap�
proximately 51,5% of funds from OP� members’ accounts to SII subaccounts. In addition, 
each OP� member was required to submit a declaration on further affiliation to his pen�
sion fund in the period from 1 April to 31 July 2014, if he does not, the entire premium is 
recorded on SII account.

Another change in the system is planned for January 1, 2019. According to govern�
ment announcements, 75% of the capital accumulated on accounts in OP� will be trans�
ferred to new private pension accounts. These accounts will be prepared in new invest�
ment funds that will replace the current Open Pension �unds and will be carried out in 
the form of IPSA. According to the government’s plan, the remaining 25% of OP� assets 
are to support Polish Development �und [www.mf.gov.pl].
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Table 3. Distribution of premiums between OPF and subaccount in SII

Period OPF SII subaccount
01.01.1999 – 30.04.2011 7,30% ��������
01.05.2011 – 31.12.2011 2,30% 5,00%
01.01.2012 – 31.12.2012 2,30% 5,00%
01.01.2013 – 31.12.2013 2,80% 4,50%
01.01.2014 – 31.12.2018 2,92% 4,38%

Source: The Act of March 25, 2011 on amendment of some acts related to the functioning of the social in�

surance system, Journal of Laws of 2011 No. 75, item 398, The Act of December 6, 2013 on amendments to 

some acts in connection with the definition of the rules for payment of pensions from funds accumulated 

in open pension funds, Journal of Laws of 2013 item 1717.

Table 4. Chronology of changes in the pension system in Poland

Period I Pillar II Pillar III Pillar
01.01.1999 – 31.08.2004 SII – basic premium 

12,22%.
OP� – premium 7,30%. No.

01.09.2004 – 30.04.2011 SII – basic premium 
12,22%.

OP� – premium 7,30%. EPP, IPA.

01.05.2011 – 31.12.2011 SII – basic premium 
12,22%, subaccount 
premium 5 %.

OP� – premium 2,30%. EPP, IPA.

01.01.2012 – 31.12.2012 SII – basic premium 
12,22%, subaccount 
premium 5 %.

OP� – premium 2,30%. EPP, IPA, IPSA.

01.01.2013 – 31.12.2013 SII – basic premium 
12,22%, subaccount 
premium 4,50 %.

OP� – premium 2,80%. EPP, IPA, IPSA.

01.01.2014 – 31.12.2018 SII – basic premium 
12,22%, subaccount 
premium 4,38 %.

OP� – premium 2,92%. EPP, IPA, IPSA.

01.01.2019 – SII – pension premium 
19,52% (the distribution 
has not been known so 
far).

The pillar will be 
liquidated. EPP, IPA, IPSA.

Source: The Act of March 25, 2011 on amendment of some acts related to the functioning of the social in�

surance system, Journal of Laws of 2011 No. 75, item 398, The Act of December 6, 2013 on amendments to 

some acts in connection with the definition of the rules for payment of pensions from funds accumulated 

in open pension funds, Journal of Laws of 2013, item 1717.

The processes taking place in the pension system in Poland, presented in the table 
above, explicitly indicate the intentions and, actions of subsequent governments to limit 
the role and importance of open pension funds, which at the beginning took the form 
of limiting the level of contributions paid to them (the beneficiary were SII and current 
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pensioners), and next year, as announced, will bring total liquidation of OP�, and what 
is the consequence of introducing a two�pillar pension system in Poland, which should 
mean a very significant increase in the importance of a voluntary pillar, whose task will 
be to provide future pensioners with additional resources except SII payments.

Assets of the third pension pillar as compared to open 
pension funds

The first area of analysis will focus on a comparison of the assets of the third pension 
pillar with open pension funds, which in 2012–2017 were a very important elements of 
the pension system and only in 2017 there were announcements about their complete 
liquidation. By the end of 2018, OP�, according to governmental assumptions, are still to 
function in the obligatory commercial pillar.

Table 5. Assets of the second and third pension pillar in 2012–2017 (PLN bn)

YEAR OPF EPP IPA + IPSA TOTAL
2012 269,6 8,4 3,6 281,6
2013 299,3 9,4 4,4 313,1
2014 149,1 10,3 5,3 164,7
2015 140,5 10,6 6,3 157,4
2016 153,4 11,4 7,7 172,5
2017 179,5 11,9 9,6 201,0

Source: www.knf.gov.pl, access: 17.02.2018.

Table 6. Share of EPP, IPA and IPSA assets in OPF assets

ROK EPP – share EPP – change IPA + IPSA – share IPA + IPSA – change
2012 3,11% ��� 1,34% ���
2013 3,14% 0,03 p.p. 1,47% 0,14 p.p.
2014 6,91% 3,77 p.p. 3,55% 2,08 p.p.
2015 7,54% 0,63 p.p. 4,48% 0,93 p.p.
2016 7,43% �0,11 p.p. 5,02% 0,54 p.p.
2017 6,63% �0,80 p.p. 5,35% 0,33 p.p.

Source: own calculations based on data from the table 5.

Table 7. Dynamics of OPF, EPP, IPA and IPSA assets in 2012–2017

Period OPF EPP IPA + IPSA
2013/2012 111,0% 111,9% 122,2%
2014/2013 49,8% 109,6% 120,5%
2015/2014 94,2% 102,9% 118,9%
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Period OPF EPP IPA + IPSA
2016/2015 109,2% 107,5% 122,2%
2017/2016 117,0% 104,4% 124,7%

Source: own calculations based on data from the table 5.

Data from tables 5–7 show that in the analyzed period, significant changes took place 
in the pension market in Poland. In relation to OP�, the obvious thing that affected the level 
of assets has been the change in statutory regulations in 2014. As a result, OP� transferred 
160 billion PLN to SII, which resulted in a drastic reduction in assets in 2014, which contin�
ued in the next year, as a result of the introduction of a pension slider.  Open pension funds 
provide part of the funds of their clients to SII, who at the moment of entry into force of the 
Act of 2014 were less than 10 years old until the pension age [www.bankier.pl].

Referring to institutions of the third pillar, it should be noted that importance of indi�
vidual programs on the background of OP� is constantly growing. In each analyzed year, 
the share of IPA and IPSA assets in assets of OP� increased in relation to the previous period.

The situation in the EPP sector is worse, the importance of which has decreased in 
the last two years against the OP�. During the analyzed period, the share of assets of the 
III pillar institutions increased from 4,45% to 11,98% (7,5 percentage points). Of course, 
the events described above also had an impact on this situation, but it is undisputed 
that the awareness of the need to save in the commercial pillar among future pensioners 
increases slightly.

This is evidenced by data in Table 6, where it can be seen that the dynamics of EPP 
and IPA and IPSA assets each year exceeded 100%. However, it should be noted that in 
each of the analyzed periods, the dynamics of IPA and IPSA assets has been higher than 
the EPP dynamics.

This means the growing popularity and importance of individual investments for fu�
ture pensions. The answer to the question of which of the individual forms of pension 
investments (IPA or IPSA) was growing faster and raining more importance will be given 
due to analyzes in next point. 

Analysis of situation in third pension pillar

The last part of the paper will focus on a detailed analysis of the voluntary pension pillar. 
In the first part, the group form of this pillar (EPP) with individual products (IPA and IPSA) 
will be compared in terms of structure and dynamics of the assets. In the second part, 
the structures of both forms of saving in terms of popularity of specific products offered 
in them will be in detail analyzed.
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Table 8. Structure of the third pension pillar in 2012–2017

YEAR EPP Share IPA Share IPSA Share
2012 8,4 70,3% 3,5 29,3% 0,05 0,4%
2013 9,4 68,0% 4,3 31,1% 0,12 0,9%
2014 10,3 66,0% 5,0 32,1% 0,3 1,9%
2015 10,6 62,7% 5,6 33,1% 0,7 4,2%
2016 11,4 59,7% 6,7 35,1% 1,0 5,2%
2017 11,9 55,3% 7,9 36,8% 1,7 7,9%

Source: www.knf.gov.pl, access: 19.01.2018.

Table 9. Dynamics of EPP, IPA and IPSA assets in 2012–2017

Period EPP ISA IPSA
2013/2012 111,9% 122,9% 240,0%
2014/2013 109,6% 116,3% 250,0%
2015/2014 102,9% 112,0% 233,3%
2016/2015 107,5% 119,6% 142,9%
2017/2016 104,4% 117,9% 170,0%

Source: own calculations based on data from the table 8.

The data presented in tables 8 and 9 indicate that the situation in the third pen�
sion pillar changes in favor of individual savings plans. Individual solutions are be�
coming more and more important, while the growth of funds invested within IPSA, 
the newest savings solution in this pillar, is the fastest. The level of EPP assets in the 
analyzed period increased by 41,7%. It was small enough compared to individual pro�
ducts, that the share of EPP in the third pillar decreased by 15 p.p. falling below the 
60% limit.

Of the two individual forms of saving for retirement, IPSA is developing faster, 
which can be explained on the one hand by a much shorter presence of this product 
on the market than IPA (6 and 14 years respectively), as well as current tax benefits 
offered to future pensioners. As a result, IPSA assets in the analyzed period increased 
by 3300%, while the share in the third pillar increased by 7,5 p.p. In the case of IPA, the 
asset dynamics amounted to over 225%, while the share in the pillar also increased 
by 7,5 p.p.

Table 10. Structure of the EPP market in 2012–2017 (assets in PLN bn)

YEAR EPF* Share IC** Share IF*** Share
2012 1,9 22,6% 2,4 28,6% 4,1 48,8%
2013 2,0 21,3% 2,7 28,7% 4,7 50,0%
2014 1,8 17,5% 2,8 27,2% 5,7 55,3%
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YEAR EPF* Share IC** Share IF*** Share
2015 1,8 17,0% 2,8 26,4% 6,0 56,6%
2016 1,8 15,8% 3,1 27,2% 6,5 57,0%
2017 1,7 14,3% 3,4 28,6% 6,8 57,1%

Source: www.knf.gov.pl, access: 20.02.2018.

* Employee Pension �und

** Contract with Insurance Company

*** Contract with Investment �und Company

Analyzing the data from table 10 a regular decrease in the importance of Employ�
ee Pension �unds can be noticeable, whose level of assets in the analyzed period dec�
reased by more than 10%, while the share in the PPE market deteriorated by 8,3 p.p. 
A somewhat more stable situation prevailed in the sector of contracts with insurance 
companies, where the level of assets increased by 42%, and the market share of the EPP 
did not change. This means that the dominant product on the EPP market is employers’ 
contracts with I�C. The level of assets invested in investment funds increased in analyzed 
period by over 65%, while the market share by 8,3 p.p.

Table 11. Structure of the IPA market in 2012–2017 (assets in PLN bn)

YEAR IC* Share BF** Share Banks Share IF*** Share
2012 1,3 37,1% 0,6 17,1% 0,6 17,1% 1,0 28,7%
2013 1,6 37,2% 0,7 16,3% 0,7 16,3% 1,3 30,2%
2014 1,9 38,0% 0,8 16,0% 0,8 16,0% 1,5 30,0%
2015 2,1 37,5% 0,9 16,1% 0,9 16,1% 1,7 30,0%
2016 2,3 34,3% 1,1 16,4% 1,3 19,4% 2,0 29,9%
2017 2,6 32,9% 1,3 16,4% 1,6 20,3% 2,4 30,4%

Source: www.knf.gov.pl, access: 22.02.2018.

* Insurance Companies

** Brokerage �irms

*** Investment �unds

The data in table 11 show that the IPA market in the analyzed period was characte�
rized by a high level of stability. The level of assets has been increasing annually in each 
of the four possible forms of investment, and the changes in market shares were small. 
The dominant form of saving under IPA throughout the analyzed period were contracts 
with insurance companies, whose level of assets increased by 100%, and market share 
decreased by 4,2 p.p. Another form, i.e. a contract with an investment fund company, 
recorded an increase in assets by 140% in the analyzed period, while the level of market 
share slightly increased, exceeding the level of 30%. The other two forms of investment 
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behaved similarly, i.e. agreements with brokerage houses and banks. The first of them 
recorded an increase in assets by 117% and a decrease in market share by 0,7 p.p. the 
second, respectively, increase by 167% and by 3,2 p.p. It should be noted that the IPA 
market is characterized by a high level of customer loyalty in relation to the products 
and entities that they have chosen to invest for future pensions.

Table 12. Structure of the IPSA market in 2012–2017 (assets in PLN million)

YEAR IC Share VPF* Share Banks + 
BF

Share IF Share

2012 35,5 67,1% 5,7 10,8% 3,0 5,7% 8,7 16,4%
2013 75,1 63,0% 14,9 12,5% 7,7 6,5% 21,5 18,0%
2014 167,7 56,8% 37,8 12,8% 26,3 8,9% 63,6 21,5%
2015 281,9 45,5% 79,2 12,8% 65,3 10,5% 193,1 31,2%
2016 398,6 37,0% 148,0 13,7% 123,6 11,5% 407,9 37,8%
2017 545,4 31,9% 240,6 14,1% 200,5 11,8% 719,6 42,2%

Source: www.knf.gov.pl, access: 24.02.2018.

* Voluntary Pension �unds

The structure of the IPSA market in the analyzed period changed quite significantly. �or 
the first four years, contracts with insurance companies were the dominant form of saving, 
however, the market share of this form in the IPSA market was decreasing every year, which 
in 2016 led to a change in the leadership position. The level of assets of insurance companies 
increased by 1436%, however, it meant a drop in market share by more then 35 p.p.

 Institutions that gain the most quickly clients and their contributions are investment 
funds, whose market share increased by over 25 p.p. and for the past two years, they 
have been the entities with the highest level of assets on the IPSA market. In 2012–2017, 
investment fund assets increased by nearly 8200%.

 The rest of the products offered under IPSA are not that important. The remaining 
three forms of investing have a 25,9% market share, however, it should be noted that 
during analyzed period these shares increased by over 9 p.p.

Final conclusions

The problem of securing citizens against a drastic reduction in the standard of living after 
finishing work is a very important issue for people deciding what solutions to use in this 
field. It is undisputed that the state is not able to guarantee such a level of retirement 
benefits that will allow a  high rate of replacement of the last remuneration for work. 
Additional forms of saving are necessary.
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In Poland, the mandatory commercial pillar will cease to operate from next year, 
which will affect the strategic role of the commercial voluntary pillar in the matter of 
creating additional resources for future pensioners for their benefits.

The purpose formulated in the introduction was implemented. The evolution of the 
pension system from 1999 to the situation in which the system is currently located has 
been presented (which will change next year). An analysis of the structure and dynamics 
in the third pension pillar in general (division into group and individual form) and detai�
led (analysis of EPP, IPA and IPSA) has been made.

The formulated research hypothesis can be considered as positively verified. The 
third pillar development is accelerating (although still unsatisfactory), individual plans 
(IPA and IPSA) are beginning to play an increasingly important role, among which IPSA 
is becoming more and more popular, which provide investors with ad hoc tax benefits 
(annual discounts), as opposed to benefits future, which can be achieved thanks to IPA 
(however, they may not occur if not all statutory conditions are met).

The role and importance of investment funds is increasing, especially in IPSA pro�
grams. Based on the conducted analyzes, it can be assumed that in the future IPSA will 
be the predominant choice of future pensioners in the scope of saving, while the most 
important product in this segment will be investment funds, which for the first time in 
2016 took the position of the sector leader.
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Socially Responsible Companies on the Stock Market

Abstract: Enterprises are beginning to see marketing benefits related to declaring that their bu�

sinesses are run in accordance with the idea of corporate social responsibility. Socially respon�

sible companies implement concepts and management methods based on good relations with 

business partners, the company’s environment and its employees. This applies in particular to 

public companies, that is companies whose shares are listed on the stock exchange. Therefore, 

the question arises whether this kind of conduct is appreciated by stock exchange investors and 

affects the company’s market position. The aim of the article is to try to answer this question on 

the basis of research carried out based on the companies included in the RESPECT Index. The 

analysis showed that stock market investors favorably assess the income potential and deve�

lopment prospects of socially responsible companies, which is reflected in the relatively high 

increase in their market value. Therefore, the RESPECT Index can be the basis for choosing spe�

cific companies as an object of investment decisions on the stock market.

Key words: corporate social responsibility, listed company, stock market

Introduction

The issue of corporate social responsibility (CSR) is becoming more and more popular 
in business practice. Enterprises are beginning to see marketing benefits related to dec�
laring that their businesses are run in accordance with the idea of corporate social re�
sponsibility. The premises of such declarations are based on ethical conduct that takes 
into account the objectives and needs of stakeholders and the protection of the natural 
environment, and as a consequence contributes to sustainable development. This ap�
plies in particular to public companies, that is companies whose shares are listed on the 
stock exchange. Socially responsible companies implement concepts and management 
methods based on good relations with business partners, the company’s environment 
and its employees. This raises the question whether the implementation of the concept 
of corporate social responsibility is appreciated by stock exchange investors. Therefore, 
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the following hypothesis can be formulated: listed companies managed in a responsible 
and sustainable manner occupy a stronger market position compared to other compa�
nies and constitute an interesting offer for capital placement for stock exchange inve�
stors. The aim of the article is to verify this hypothesis on the basis of the research carried 
out based on the companies included in the RESPECT Index. The analysis uses the ba�
sic indicators of the market position assessment of listed companies, which are used by 
both stock analysts and financial advisors as well as investors who invest their capital in 
the purchase of shares.

The concept of corporate social responsibility – general issues 

Historically, referring to modern times, we can distinguish certain stages in the cre�
ation of corporate social responsibility [Bukała 2012, p. 204; Ocieczek, Gajdzik 2010, 
p. 8; Stobiecka 2016]. The first of them concerns the so�called age of industrial en�
trepreneurs, in the late nineteenth century in the United States, when the giants of 
American industry created their empires, ignoring the ethics of business, evaded 
paying taxes and applying a discriminatory pricing policy. Legislation was then in�
troduced to define relations between the economy, the state and the society. It was 
the first step that limited the activity of enterprises focused solely on profit. Another 
breakthrough occurred in the first half of the twentieth century, during the Great De�
pression. As part of the new �ranklin Roosevelt’s New Deal program, a social welfare 
program for workers in the form of minimum wages, pensions and insurance was 
introduced, trade union rights were also increased. The issue of social responsibility 
was again raised in the 1960s, during the period of unrest, when companies were 
accused of causing social problems and were asked to solve them. A breakthrough in 
the development of CSR was the publication in 1953 of Howard Bowen’s book “Social 
Responsibilities of the Businessman”. The author emphasized that the industry is ob�
liged to implement the policy of responsibility and take actions desirable from the 
point of view of social goals and values. The role of big corporations in society has 
become an increasingly frequent topic of systematic debate, there has been a con�
sensus on the essence of corporate social responsibility. It was noticed that in order 
for the economy to achieve efficiency, enterprises must take into account the impact 
of their actions on their employees, the environment and communities in which they 
operate. After the outbreak of the global financial crisis in 2008 and during the fol�
lowing economic crisis, the promotion of greater corporate responsibility, especially 
in the areas of environmental, social and corporate governance, has become more 
urgent than ever.
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The idea of corporate social responsibility is currently the subject of many discussions, 
often causing extreme emotions. It has both its supporters and die�hard opponents.  
Opponents argue that business cannot be responsible, because the attribute of respon�
sibility can only be attributed to people in charge, i.e. owners or managers. Nobel Prize 
winner Milton �riedman points to the key role of the company’s core function i.e. genera�
ting profit for the owners: “There is one and only one social responsibility of business – to 
use its resources and engage in activities designed to increase its profits so long as it 
stays within the rules of the game, which is to say, engages in open and free competition 
without deception or fraud” [�riedman 1962, p. 112].

Generally, the opponents of CSR believe that it is contrary to the canons of the market 
economy and leads to a decrease in the effectiveness of the company’s operations [Su�
doł 2013, p. 23]. In turn, the supporters of the concept point out that it is an unavoidable 
part of the economic and social system because the enterprise is not only an economic 
institution, but also a social institution [Jeżak 2013, p. 38]. A more favorable perception 
of the company and the improvement of reputation contribute to the increase in sales 
and opening up to new markets [Griffin 1998, p. 150]. In the long run, the advantages of 
corporate social responsibility can lead to an improvement in the company’s financial 
results [Bek�Gaik, Rymkiewicz 2014, p. 139]. It is noticed and, therefore, enterprises are 
deciding to publish reports on environmental protection or social issues.

An expression of appreciation of the CSR idea is the creation of a number of tools 
to facilitate the management and implementation of corporate social responsibility 
into the company’s strategy. The most popular are: SA 8000 or AA 1000. SA 8000 (Social 
Accountability 8000) – a standard prepared in 1998 by the International Organization 
for Standardization regarding corporate social responsibility. This standard defines the 
social responsibility of the organization. The main area of influence of the norm are em�
ployee issues as well as elements related to human rights. In turn, AA 1000 (Account 
Ability 1000) standard, created in 1999 by the Institute of Social and Ethical Account 
Ability, refers to general standards promoting responsibility in the context of sustaina�
ble business (in social terms), as well as it concerns the so�called corporate responsibi�
lity. This standard focuses basically on the market area. The AA 1000 standard covers 
business management support at the level of relations with other market participants. 
According to the norms of the standard, a company operating in a given market should 
be responsible for all activities (not only its own) on which it can have an impact. The 
AA 1000 standard is used for strategic analyses of the organization. It serves the self�
improvement of enterprises through external evaluation of the organization in terms of 
CSR and ethics [Makuch 2011, p. 24].
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RESPECT Index as a basis for the selection of socially 
responsible companies

The idea of CSR is reflected in capital markets in the form of creating sustainable deve�
lopment indexes, which include companies declaring operations in accordance with the 
principle of social responsibility. The analysis of the level of these indexes may be one of 
the criteria for stock investors to make decisions regarding the purchase of shares of spe�
cific companies. According to the adopted hypothesis, it is expected that socially respon�
sible companies achieve a relatively high position on the market, and thus maximize the 
value for shareholders in a higher degree compared to all companies listed on the stock 
exchange. The Dow Jones Sustainability Index (DJSI) established in 1999, determined 
on the basis of the global index, indicators for North America, Europe and Asia and the 
national index for the US and the �TSE4Good index published since July 2001, which is 
listed on London Stock Exchange, are particularly appreciated. The RESPECT Index is the 
equivalent of the latter in Poland.

The name RESPECT is an acronym for words that indicate the nature of the index, 
namely: Responsibility, Ecology, Sustainability, Participation, Environment, Community, 
Transparency [Adamczyk 2013, p. 15]. The index may include companies listed on the 
Warsaw Stock Exchange excluding the NewConnect market and foreign companies. The 
analysis of companies interested in participating in the index is carried out in three sta�
ges. The first two are performed on the basis of information available to the public, the 
third is a direct analysis based on information provided by the company. The starting 
point is the application of the company interested in participating in the index  [http://
www.odpowiedzialni.gpw.pl/opis_projektu]. 

In the first stage, the companies with the highest liquidity, i.e. those that are in the 
portfolios of WIG20, WIG40i and WIG80 indexes are identified. Stage II covers the assess�
ment of companies through the prism of corporate governance, information order and 
relations with investors. This assessment is carried out by the Warsaw Stock Exchange in 
cooperation with the Polish Association of Listed Companies on the basis of generally 
available reports, published by companies and their websites. The most important stage 
is Stage III, aimed at assessing the level and degree of complexity of activities undertaken 
by companies and addressed to a wide group of shareholders. This assessment is made 
on the basis of questionnaires filled in by the companies and their verification carried 
out by Deloitte. The analysis covers such areas as strategy and management of the com�
pany, environmental factors, personnel policy and relations with employees, risk mana�
gement, relations with suppliers and recipients. In constructing the RESPECT Rating, the 
concept of enterprise performance evaluation in the “triple bottom line” dimension was 
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used. [Wróblewska 2015, p. 249]. This concept assumes that in its development an eco�
nomic entity should include a triple bundle of goals that will refer to: economic profit, 
social aspect, care for the ecological dimension of operations. An additional area was 
also introduced, which is the organization’s strategy and management 

The first index of socially responsible public sector businesses in Poland was pub�
lished on November 19, 2009. A total of 119 companies took then part in the study. The 
selection was made using the scoring method, which allowed to group companies into 
rating classes. In the first edition, the index included the total of 16 companies that rece�
ived more than 75 points.

A review of the index and a change in the company’s position is also possible du�
ring the year if the company’s assessment changes. The composition of companies in 
the RESPECT index is updated on semi�annual intervals. In subsequent years, there is 
no assessment and allocation to rating classes, but only the RESPECT Index is published. 
Companies that respond to detailed questions included in the survey and pass positive 
verification (carried out by Deloitte) are ranked according to the largest market value 
of the block of shares. This means that a company that meets the requirements of the 
RESPECT Index is included in the portfolio of this index, while the place depends on 
the market value of the block of shares. Depending on the changes in stock prices, the 
company’s position in the ranking changes [Adamczyk 2013, p. 18].

Although more than 40 businesses have passed through the index since its begin�
ning, changes in the composition of the index are not frequent. At the end of 2016, the 
index included 25 companies, and in 2017 its composition increased by another three – 
to 28. Of the 16 companies that debuted in November 2009, eight companies were in the 
index almost until the end of 2017. This means that the presence of the company in the 
RESPECT index is not forever – companies are constantly assessed.

The RESPECT Index is an income index, i.e. income from dividends and pre�emp�
tive rights is taken into account when calculating it. The packages of companies in 
the index (weights) represent the number of shares in free float less the number of 
shares introduced to the public trading. Shares of the largest companies in the index 
are limited to 25%, when the index counts less than 20 participants and to 10% when 
the number of index participants is higher than 20 companies [https // www.gpw.pl / 
descriptions of indexes].

�igure 1 shows the development of the RESPECT Index level from the moment of its 
publication on November 19, 2009 until the end of 2017. The �igure 1 is supplemented 
by a Table 1 showing the level of the index as at the end of individual years indicating its 
maximum and minimum values.
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Figure 1. Changes in the RESPECT index level in 2009–2017 

Source: own elaboration based on the Polish �inancial Portal Polski Portal Finansowy Bankier pl, https//

www.bankier.pl, access: 3.01.2018.

Since the value of the stock index depends on the share price of the companies com�
prising it, which in turn changes according to the rules of the market mechanism, the 
RESPECT Index is subject to cyclical fluctuations. At the end of 2017, its level was more 
than three times higher than the initial one, whereas the WIG index increased by 62.0% 
in the same period.

Table 1. The level of the RESPECT index in 2009–2017 – end-of-year values indicating 
the maximum and minimum ones

Date RESPECT Index value
19.11.2009 1000.0
31.12.2009 1709.3
31.12.2010 2264.2
28.04.2011 2568.4 I maximum
23.09.2011 1948.5 I minimum
31.12.2011 1999.9
31.12.2012 2591.2
31.12.2013 2593.7
31.12.2014 2674.1
11.05.2015 3051.4 II maximum
31.12.2015 2268.9
21.01.2016 2050.0 II minimum
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Date RESPECT Index value
31.12.2016 2497.7
28.08.2017 3298.1 III maximum
31.12.2017 3086,0

Source: own elaboration based on the Polish �inancial Portal Polski Portal Finansowy Bankier pl. https//

www.bankier.pl, access: 3.01.2018.

As can be seen from the �igure 1 and the data included in the Table 1, there were two 
breakdowns after the period of increases:

 · on 28.04.2011 the value of the index amounted to 2568.42, while on September 23, 
2011, only 1948.46 (a decrease of 24.1% in less than 6 months),
 · on 11.05.2015, the value of the index was 3051.42 and on 20/01/2016 it decreased to 

2068.04 (a decrease of 32.2% in 8 months).
In the same period, the value of the WIG index dropped in the first case by 27.2%, 

and in the second case by 26.3%. So far, the RESPECT index reached the maximum 
level on 28.08.2017 – 3297.19 and by the end of 2017 it decreased by 6.7% (WIG decre�
ased by only 2.2%).

It follows from the above that while in the long run the value of the RESPECT Index 
against the main stock exchange index is more favorable, in short periods it is not always 
the case. This means that it bears a higher risk than the WIG index. It should be assumed 
that the main reason for this is the volatility of the composition of the companies inclu�
ded in this index.

Analysis of the profitability of investments in socially 
responsible companies 

It might seem that the variability of the composition of the companies forming the RE�
SPECT Index significantly limits its usefulness in making investment decisions. On the 
basis of the development of this index, it is difficult to directly predict trends in the ca�
pital market in a given area. However, it turns out that more and more often investors, 
when assessing a company, take into account not only the profit it earns, but also mutual 
relations of the company with its environment. Because sustainability indexes include 
enterprises that voluntarily audit in terms of implementing CSR principles, for these inve�
stors they may be a compass helping to select appropriate securities for their portfolios 
and then control the effects of the investments.

In view of the above, it can be assumed that socially responsible companies, as more 
reliable entities, are perceived by stock exchange investors better, which should be re�
flected in the market valuation. Referring to the hypothesis formulated at the beginning, 
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an attempt was made to check whether the conduct in accordance with the concept of 
corporate social responsibility translates into the strengthening of the company’s mar�
ket position and whether it is reflected in the results of investment decisions.

The research covered the eight companies, which have been included in the RESPE�
CT Index since its beginning. Limiting the number of companies to such a narrow group 
has a substantive justification, because the investment portfolio created in this way is 
stable in a long time span. Including companies that were listed in the index only tem�
porarily would distort the result of the analysis. As many as four companies are repre�
sented by entities in which the State Treasury holds shares (KGHM, PKN ORLEN, LOTOS, 
and PGNiG) – these are companies with the relatively highest stock market capitalization 
included in the WIG20 index. Two companies are banks (HANDLOWY, ING BSK) – they 
are included in the mWIG40 index. APATOR and ELBUDOWA are assigned to the sWIG80 
index, thus they belong to the group of small companies.

�igure 2 presents the share of companies covered by the analysis at the market 
value of domestic companies listed on the Warsaw Stock Exchange. The conclusion 
that share prices of socially responsible companies are characterized by greater vo�
latility compared to all companies that has been formulated earlier has been con�
firmed. After the period of increase in the share in the capitalization of the stock 
exchange in 2009–2012 we observe a decline and then another increase. The highest 
share (23.2%) was recorded at the end of 2012, it was close to reaching this level 
again in 2016 and 2017.

Figure 2. Share of the leading companies from the RESPECT index in the stock market 
capitalization

Source: own elaboration based on Roczniki Giełdy Papierów Wartościowych 2010–2017; Podstawowe Staty-

styki GPW, https:// ww.gpw.pl/statystyki�gpw, access: 3.01.2018.
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Generally, it can be said that companies that are leaders in the implementation of the 
CSR concept occupy a significant position on the capital market. The market value of the 
eight analyzed companies constitutes over 1/5 of the market value of all domestic listed 
companies. In the years 2009–2017, the market value of the surveyed companies incre�
ased almost three times (by 191.4%), whereas in the case of all domestic companies, the 
increase was only 69.3%, while the number of companies listed on the stock exchange 
increased in this period by over 80.

If all companies included in the RESPECT index were included, at the end of 2017 
their market value would amount to 328 billion PLN and their share in the market value 
of domestic companies would amount to as much as 46.5%. It should be emphasized 
here that due to the way of constructing the RESPECT index (limiting the share of the lar�
gest companies to 10%), the market value of the shares of companies forming the index 
is much lower – at the end of 2017 it amounted to PLN 122 billion, which accounted for 
17.1% of the market value of domestic companies.

Assessment of the market position of companies from the point of view of a stock 
exchange investor should be considered not through the prism of the index, but taking 
into account the specific companies included therein. Information in this regard is pre�
sented in Table 2.

Table 2. Rates of return on investment in shares and market valuation of the leading 
companies included in the RESPECT Index in 2009 and 2017

Company

Share price
(31.12) Dividend 

per one 
share, 
paid in 

the years 
2010�2017

Rate of return 
2017/2009  in % Book value / price

2009 2017

W
ith

ou
t 

di
vi

de
nd

W
ith

 
di

vi
de

nd

2009 2017

APATOR 15.91 27.0 6.85 69.7 112.8 1.97 1.92
ELBUDOWA 161.10 77.5 31.5 �51.9 �32.3 3.15 0.91
HANDLOWY 70.00 81.88 41.83 17.0 76.7 1.39 1.60
ING BSK 78.00 205.8 14.2 160.5 182.1 1.31 2.35
KGHM 106.00 111.2 67.54 4.9 68.5 0.55 1.27
LOTOS 31.80 57.7 1.00 81.4 84.6 0.22 1.35
PGNiG 3.79 6.29 1.06 66.0 93.9 1.01 1.08
PKN ORLEN 33.95 106.0 9.59 212.2 243.1 0.52 1.52

Source: own elaboration based on: Rocznik Giełdy Papierów Wartościowych w Warszawie, 2010; Podstawo-

we Statystyki GPW, https:// www.gpw.pl/statystyki�gpw, access: 3.01.2018.
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The almost threefold increase in the market value of the companies analyzed in 
2009–2017 does not mean that investors have achieved equally high rates of return on 
investment in shares of individual companies. Only in the case of PKN ORLEN, the share 
price in this period increased more than three times – 312%, which ensured a share re�
turn rate of 212% and 243% after dividends paid. Relatively high rates of return would 
also be achieved by holders of shares in ING BSK (160%, 182% with dividend) and APA�
TOR (113% with dividend). However, with the exception of ELBUDOWA, all companies 
reported a rate of return higher than the increase in the WIG index, which was 59.4%. 
It is worth emphasizing that all companies paid dividends in the analyzed period. In re�
lation to the share price from 2009, the highest dividends were paid by KGHM (63.7%), 
HANDLOWY (59.8%), APATOR (43.1%), PGNiG (30.0%) and PKN ORLEN (28.2%).

The companies covered by the analysis are characterized by a relatively high level of 
the price / book value index, which expresses the market valuation of equity. This means 
that stock market investors favorably assess the income potential and development pro�
spects of the companies. An exception is the ELBUDOWA company, which lost 27.9% in 
the last year. In 2017, almost all companies reported an increase in this ratio compared to 
2009 – most notably LOTOS, PKN ORLEN, ING BSK and KGHM.

Summing up, the long�term investment in shares of the leading companies represen�
ting the RESPECT Index, proves to be beneficial. If, at the end of 2009, a portfolio valued at 
80,000 PLN was to be invested in shares of each company in the amount of 10,000 PLN, the 
value of these shares at the end of 2017 would amount to 136,203 PLN, which would mean 
a return rate of 70.3%. Taking into account the paid dividends would increase the value of 
the portfolio by 26,334 PLN, then the rate of return would be as high as 103.2%.

The obtained results, despite the individualized research methodology, coincide 
with the results of research on the effectiveness of socially responsible investments con�
ducted by other authors. In most cases, it was shown that investments in companies 
included in the RESPECT Index of responsible companies are characterized by above�
average level of efficiency [Czerwińska 2012, pp. 129–140; Jedynak 2012, pp. 161–172; Ja�
nik 2012, pp. 247–255]. Nevertheless, there are also analyses indicating that investments 
in companies applying CSR principles have similar rates of return as other companies 
[Kowalke, Prochownik 2011, pp. 29–41].

Conclusion

The research hypothesis was verified positively. Listed companies managed in a  re�
sponsible and sustainable manner occupy a  stronger market position compared to 
other companies and may constitute an interesting offer for capital placement for 
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stock exchange investors. The value of the index of socially responsible companies sin�
ce the beginning of its publishing has increased more than threefold and the number 
of companies included in this index increased from 16 to 28 in the years 2009–2017. 
Since companies declaring activity in accordance with the concept of corporate so�
cial responsibility are monitored on an ongoing basis, the composition of the index is 
changing. �or this reason, it is difficult to make investment decisions based on it. The 
increased awareness of the social and environmental consequences of decisions made 
by investors, however, makes the indexes of socially responsible companies one of the 
ways of responsible allocation of capital. It seems obvious then, in this situation, to 
promote the issues of corporate social responsibility, among others, by undertaking 
research in this area and publishing its results.
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