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From The Scientific Council

Ladies and Gentlemen,
We present you with the 14th edition of the ‘Journal of Management and Financial
Sciences’. We hope these articles will present a contribution to the development of
economic thought and contribute to a fuller understanding of the complex economic
issues.
Joanna Dominowska from Collegium of Management and Finance (Warsaw
School of Economics) in the article “Independent Supervision in a Corporate Entity:
a Legal and Economic Study” attempts to provide an answer to the question whether
the appointment of independent members to the supervisory boards of corporate
entities is effective from the economic point of view, i.e. whether it contributes to
the increase of the shareholders’ profit. The author said that the analysis covers only
the independence of the control factor from the corporations’ management boards
and other important issues have been omitted (limitations to this paper), such as,
for example, how the existence of a separate independent supervisory body affects
the protection of minority shareholders against the dominance of majority share‑
holders.
“Stress‑testing Liquidity Risk in the Polish Banking Sector” an article presented
by Marcin Łupiński (University of Warsaw, Faculty of Management, National Bank of
Poland) presents a modern approach to the macro liquidity risk stress testing in the
Polish banking sector. In the first part of the paper the classification and definition
of different liquidity risks is described. Then a working implementation of founding
and market liquidity risk model is presented. The proposed model tackles three main
aspects of liquidity risk observed during the last financial crisis: the banks’ reaction
to liquidity buffers consumption, implications of fire sales and the crowded trading
of the bank’s assets and the second round effect connected with systemic risk spillo‑
vers. The last part of the article is devoted to a discussion of the achieved results,
liquidity risk measures and the distribution generated for two cases: Base Scenario
and Extreme Scenario.
Przemysław Degórski (Collegium of World Economy Warsaw School of Econom‑
ics) in his article “Selection of Outstanding Sectors based on the Industry Factors like:
Capital Intensity, Profitability and Risk” is analyzing the profitability of industries and
risk that is associated with that profitability. Author would like to find outstanding
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industries in terms of capital requirements, profitability and risk. In order to research
this theme he applies simple model that measures the capital intensity of industry –
quantified by Capex/Total Assets ratio, efficiency and profitability measured by return
on equity (ROE) and risk captured by the standard deviation of ROE. The data was
gathered from 2357 global public companies in the period between 2003 and 2012
“Economic crisis in the European Union and the general government financial
situation with particular focus on Poland” an article prepared by prof. Janusz Ostasze‑
wski in cooperation with Elżbieta Malinowska‑Misiąg, PhD and Piotr Russel, PhD is
the second part of an article presented in the previous issue. Authors concentrate on
the impact of the crisis on selected macroeconomics relations and redistribution of
GDP in Poland and other European Union countries belonging to the OECD.
We wish you pleasant reading.
Ryszard Bartkowiak,
Chairman of the Scientific Council
and Dean of the Faculty
Piotr Wachowiak,
Vice‑Chairman of the Scientific Council
and Vice‑Dean of the Faculty
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Collegium of Management and Finance
Warsaw School of Economics

Independent Supervision in a Corporate
Entity: a Legal and Economic Study

1. Preliminary remarks
This article attempts to provide an answer to the question whether the appoint‑
ment of independent members to the supervisory boards of corporate entities is
effective from the economic point of view, i.e. whether it contributes to the increase
of the shareholders’ profit. It is too often said (without providing adequate argu‑
ments in support of the stance) that, by definition itself, an independent member
of the supervisory board must be better than the one who is not independent,
since this unquestionably contributes to (corporate) governance which, for obvious
reasons, has to be more desired than misgovernment. The analysis covers only the
independence of the control factor from the corporations’ management boards.
Since there are limitations to this paper, other important issues have been omitted,
such as, for example, how the existence of a separate independent supervisory body
affects the protection of minority shareholders against the dominance of majority
shareholders.
The issue of independence of the supervisory board is constantly touched on in
the European forum. In April 2011, the European Commission published its Green
Paper entitled The EU Corporate Governance Framework, which represents another
attempt to bring those rules together so that they can become a natural rather than
constrained or simply fictitious phenomenon. As part of corporate governance rules
for supervisory boards, the Commission suggests in its Paper that the responsibilities
1

Doctor of Laws, senior lecturer at the Warsaw School of Economics.
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and competence of the chairperson of the supervisory board should be clearly defined
and distinguished from those of the president of the management board. The supervisory board should be evaluated by external, objective “reviewers” and the focus of such evaluation should
be on:

membership and organisation of the supervisory board, the competence and
effectiveness of each board member and committee, the quality and availability of
information about the company, cooperation with the management board, and how
well the board performed against the performance objectives set. It is the supervisory
board that should define the company’s risk management policy by setting it ‘from the
top’, monitoring it and being responsible for compliance. The Commission calls for introducing
the following responsibilities with respect to companies listed on the stock exchange:
disclosure of remuneration policy and the remuneration of supervisory and man‑
agement boards; the appointment of an independent remuneration committee;
the shareholders’ vote on the remuneration policy. Thus, as it can be seen, also in the
EC’s opinion, corporate governance can be ensured by separating the supervisory
board from the management board to the highest extent possible and by ensuring
the former’s independence. However, this position is not necessarily justified, which
will be demonstrated below.
The surveys presented in this article lead to the conclusion that despite the
unquestionably good points of independent supervisors, whether in the dual or in
the unitary system, independence does not affect the improvement of effectiveness.
Similar results are simply achieved also by countries in which the demand for inde‑
pendence is not so important. Nor does corporate governance suffer through this.
Thus, the final part of this article represents an attempt to find the reasons why there
is no correlation between the companies’ results and the number of their independ‑
ent supervisory board members. The so outlined focus of the analysis will make it
possible to answer the question whether the independence of the control factor on
the supervisory boards of public joint stock companies should be one of the undis‑
putable dogmas of the Polish companies law and whether it should be guaranteed
by ius cogens norms.

2. Effectiveness for the shareholders
Lawyers understand effectiveness in a different way to that of economists. When
lawyers talk about effectiveness, as a matter of principle they mean the achievement
of a certain objective with the least possible amount of effort or the achievement
of such an objective with a given amount of effort to the greatest possible extent.
The distinctive feature of this definition of effectiveness is that the objectives to be
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achieved can be of any kind.2 When economists talk about effectiveness, they most
often assess it by taking into account either the Kaldor‑Hicks criterion or Pareto effi‑
ciency.3 The social situation will be effective in accordance with the Pareto efficiency
criteria if there is no other situation preferred by at least one entity, and at least it is
not rejected by other entities. In accordance with the Kaldor‑Hicks criterion, situation
X may mean improvement compared with situation Y also when in the case of X the
situation of at least one or several entities gets worse. The only condition is that the
level of benefits derived by the beneficiaries should enable them to compensate the
losers for their losses. In short: an effective regulation is one that increases the social
well‑being, and the ineffective regulation is one that decreases it, and such a meaning
is adopted in this article. We will look at the issue of effectiveness from the angle of
shareholders’ interests. Shareholders’ wealth should be equated with social well‑being4.
As
M. Friedman has pointed out, the company’s operations conducted for any purpose
other than generating the profit of its shareholders are ineffective from the economic
point of view, and demanding that companies use their profits for purposes other
than increasing their shareholders’ wealth is just a robbery committed against the
latter5. Businesses bear one and only one social responsibility – they can make use
of their resources and become involved in activities to increase their profits as long
as they comply with the rules of the game, i.e. they are involved in open and free
competition where there is no deceit or fraud6.

3. Supervision models – general remarks
The issue of independent supervisory board members cannot be examined
without a short presentation of three models that are most common in Europe and
in the USA.
2 R. Pindyck, D. Rubinfeld, Microeconomics, Pearson Education Inc., Boston 1998, p. 590 and next.;
H. Eidenmüller, Unternehmenssanierung zwischen Markt und Gesetz – Mechanismen der Unternehmen‑
sreorganisation und Kooperationspflichten im Reorganisationsrecht, Verlag Otto Schmidt, Cologne 1999,
p. 55.
3 R. Pindyck, D. Rubinfeld, Microeconomics..., p. 588.
4 Since the 1950s one has observed the process of shifting from the advisory board to the monitor‑
ing board function.
5 In the 1970s in the USA, especially after the Vietnam War, there was a view that corporations
should act and serve as it were even the society understood as all the citizens.
6 This view, which was so controversial in the 1970s, gained strength following the impact of the
hostile takeovers of the 1980s on the U.S. economy, as the institutional investor was becoming increas‑
ingly common in public companies (from a 10 % market share in 1990 to 65 % in the second half of the
1990s).
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In common law countries as well as e.g. in France7, particular emphasis is placed
on “the company’s value for its shareholders”, and the stock market plays an impor‑
tant role in financing companies and exercising external supervision over them,
which will be discussed in more detail below when the issue of governance in the
USA is addressed. Apart from the general meeting, there is only one body with both
management and supervisory functions. Companies represent a very low level of
ownership concentration, which partly eliminates the problem of protecting minority
shareholders against the majority ones. An interesting example is that of Switzerland,
where full managerial responsibility rests with the managing board (Verwaltungsrat)8.
Even if the supervisory board exists (which is admissible), it is not clearly separated
from the management board.
In the German model, a company is seen as a partnership between various players
who have a certain “interest” in their joint activity. Apart from maximising value for
their shareholders, companies are interested in achieving a wider range of strategic
objectives. In this model, financing by banks plays a more important role in raising
capital than financing by the stock exchange. Banks very often have a considerable
share in the share capital, provide financial services and act as shareholders’ advisers
and representatives on corporate bodies. There is practically no external market of
corporate governance due to the existence of large block and cross‑share holdings.
The managerial staff is supported in its decision‑making through direct influence
exerted by shareholders within a dual authority system involving shareholders and
the representation of stakeholders. The Polish system is based on this model.
Finally, the so‑called Latin model places itself between the two, but it is closer to
the German model. Its distinctive features are as follows: a big role of the state and
very common family ownership.
Following the collapse of the communist system, the new EU Member States of
Central and Eastern Europe began to develop a new model. It is not uniform: some
countries of that region place emphasis on value for their shareholders, whereas in
other ones the model resembles Continental structures oriented towards the stake‑
holders. What those models particularly have in common is a relatively large share
of employee ownership resulting from the privatisation process, whereas capital
markets are relatively poorly developed9.

Y. Guyon, Droit des affaires, Economica, Paris 2003, p. 376.
A. Plant, Die schweizerische Aktienrechtsreform, in: Reformbedarf im Aktienrecht der Schweiz,
Zeitschrift fũr Unternehmens – und Geselschaftsrecht, Zurich 1994, No. 12, p. 49.
9 Opinion of the European Economic and Social Committee on the Green Paper – The EU Corporate
Governance Framework, Official Journal C 024, 28/01/2012 P. 0091–0098.
7

8

Independent Supervision in a Corporate Entity: a Legal and Economic Study

13

4. Ways of ensuring the independence of supervision
in the unitary and dual systems
Independence is understood in different ways, and thus it is also achieved by
different means in unitary and dual systems. Those who called for independence in
Anglo‑Saxon countries stressed that links with the management board prevented
supervisory board members from fulfilling their supervisory duties towards man‑
agement boards in an objective way. In Continental systems, the objective of the
independent members of the supervisory board is to counterbalance the influence of
the dominant shareholder on that board. Risk differences translate into differences in
regulations. In formulating their criteria for independence of the supervisory board
members, Anglo‑Saxon systems concentrate primarily on independence from the
management board. In Continental systems this aspect of independence is not dis‑
tinguished at all, and they concentrate also on independence from the shareholders
and the company itself.
In the unitary model, which is dominant in the USA, the UK, Ireland and France
(where it exists in addition to the dual model), the operations of a joint stock company
are managed and supervised by a single body referred to as the board of directors
which is composed of non‑executive and executive directors. The unitary system
does prevent directors who have supervisory duties from striving for independence.
Moreover, it is exactly in those systems that more attention is given to ensuring actual
independence than in the countries having dual systems. It is just as if it seemed to the
latter that the mere fact of separating the management board from the supervisory
board makes the supervisory board independent, which is obviously pure fiction.
In the USA, there are still no mandatory regulations concerning the composition,
powers and responsibility of directors. However, demands for their independence
have been made since as early as the 1970s. Two additional committees are appointed
in joint stock companies. The objective of the first one, the nominating committee,
is to guarantee that both the board and the whole managerial staff are composed
of the most suitable employees. The second one, i.e. the compensation committee,
is responsible for determining the form and amount of remuneration of the manage‑
rial staff. Also NYSE has begun to require companies to appoint audit committees
composed solely of independent members within the board of directors10.
Since the mid-1960s the number of independent board members in the USA has
been systematically growing. In 1963 they constituted merely 40 % of the members
10

NYSE Listed Company Manual: § 301.00 and next.
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of the boards of directors, in 1973 – 63 %, whereas in 1993 – already 75 %. Even 99 %
of major U.S. joint stock companies have their audit committees, 95 % have com‑
pensation committees, and 60 % have nominating committees composed solely of
independent directors. Another survey of the 100 largest U.S. companies has shown
that half of them have only one or two directors who are not independent, whereas
the other members are independent11.
According to the Corporate Governance Codes and Principles, in the United
States12 the relationship involving the lack of independence results from the existence
of the following types of links:
a) To be an employee of the company (until three years after the end of the employ‑
ment relationship), to be a family member of the company’s executive director;
b) To receive more than $100,000 per year as the board member or his/her fam‑
ily member in direct compensation from the listed company, other than board
member or committee fee;
c) To be affiliated with or employed by a present or former internal or external
auditor (this includes both the fact of being the auditor’s employee and having
a family member who is employed by the auditor);
d) To be employed as an executive officer (also to have a family member employed
in this capacity) of another company where any of the listed company’s executive
directors serve on that company’s compensation committee;
In both situations mentioned above independence is gained only three years after
the end of such a relationship.
e) To be an executive officer (also to have a family member employed in this capac‑
ity) or an employee of the company that makes payments to, or receives payments
from, the [listed] company for property or services in an amount which, in any
single year, exceeds $1 million or 2 % of consolidated gross revenues.
In the USA, attempts to make the supervisory board functions independent from
the management board functions consisted in separating both groups of officers in
terms of organisation, powers and in personal terms by: introducing the rules of
strict separation of non‑executive directors and management board members and of
non‑executives and the company; on the one hand, increasing sanctions for breaking
the rules of good faith and diligence, and on the other expanding the remuneration
system by e.g. providing blocks of shares for non‑executive directors; developing
structures within the board itself by appointing committees to be responsible for
11 S. Bhagat, B. Black, The Uncertain Relationship between Board Composition and Firm Performance,
Business Lawyer 1999/54, American Bar Association, Chicago 1999, p. 921.
12 The criteria according to: Corporate Governance Codes and Principles – USA (Final NYSE Cor‑
porate Governance Rules) of 2003, available at: www.nyse.com/pdfs/finalcorpgovrules.
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specific tasks, e.g. an audit, and introducing the institution of the board’s chairperson;
minimising executive directors’ influence on the election and dismissal of the board
members e.g. by establishing an independent nominating committee.
The ways of ensuring independence in Continental dual systems will be pre‑
sented on the basis of the Polish rules of corporate governance primarily because
they are based on EU legislation and refer directly to those regulations in assessing
independence of the supervisory board members. Good Practices 2005 required at
least half of the supervisory board members to be independent. Later the require‑
ment was that the supervisory boards of the companies in which a single shareholder
has a stake ensuring more than 50 % of the total votes should be composed of at
least two independent members. However, companies listed on the Warsaw Stock
Exchange (WSE) never approved of those demands13, and Good Practices 2008 reduced
the demanded number of independent supervisory board members to two, which
was positively received14. As with regards to the assessment criteria for independence
of the supervisory board members, Good Practices 2008 refer directly to Annex II to
the Commission Recommendation of 15 February 2005 on the role of non‑executive
or supervisory directors of listed companies and on the committees of the (super‑
visory) board15. Based on the Commission Recommendation, one can distinguish
the existence of the relationship involving the lack of independence as a result of the
following types of links:
a) To have links with the management board (a given person is or was an executive
or managing director of the company);
b) To be in an employment relationship, except when a given person has been elected
to the (supervisory) board in the context of a system of workers’ representation
recognised by law and providing for adequate protection against abusive dismissal
and other forms of unfair treatment;
c) To have property relations – to receive significant remuneration, including in
particular any participation in a share option or any other performance‑related
pay scheme;
d) To be or represent the controlling shareholder(s);
e) To have a significant business relationship, i.e. e.g. to be a significant supplier of
goods or services;
f) To be the partner or employee of the present or former external auditor;

13
14
15

A. Opalski, Nowe praktyki w spółkach publicznych, Gazeta Prawna, 5 February 2008, No. 25.
Ibidem.
2005/162/EC.
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g) To have significant links with executive directors of the company through involve‑
ment in other companies or bodies;
h) To have served on the (supervisory) board for a certain period – not for more
than three terms (or more than 12 years where national law provides for normal
terms of a very small length);
i) To be a close family member of an executive or managing director, or of persons
in the situations referred to in points a) to h)16.
The most important conclusion from the above regulations is that in the Commis‑
sion Recommendation as well as in the rules of corporate governance of EU countries
including Poland, which follow the Commission Recommendation, the understand‑
ing of the lack of independence of the [supervisory] board member is much broader
than in the USA. In the EU, only one who is not affected by any material conflict of
interest not only with the management board but also with the company or with its
dominant shareholder is regarded to be an independent person. All the independ‑
ence criteria listed by the Commission Recommendation are only formal in that they
do not specify who should provide a binding ascertainment as to whether a given
officer satisfies them. Nor do they specify what number of independent members
should serve on the supervisory board or what should be the number of non‑exec‑
utive directors on the unitary administrative board. They only point out that “there
should be a sufficient number of them” and that “the Member States recognise the
need for a significant proportion of directors to be independent (item 18). The Rec‑
ommendation also points out that “the management function should be subject to
an effective and sufficiently independent supervisory function” (item 7). Also in
discussions about this subject, emphasis is placed on the necessity for appointing
the “sufficient” number of independent members – this is the case in the Lithuanian,
Slovak and Russian corporate governance code17. The codes of Bulgaria, Romania
and Hungary do not refer to the number of independent members at all. There are
also countries that offer a solution of less than 50 % of independent members of the
board: the Czech Republic and Ukraine18. As with regards to the actual implementa‑
tion of those solutions, in 2007 65 % of CETOP20 companies19 informed that they
All the links concern not only a given company but also the affiliated company.
The analysed documents have been taken from the websites of individual national stock exchanges
and the ECGI database of codes.
18 M. Przybyłowski, P. Tamowicz, Instytucja niezależnego członka rady nadzorczej i jej kształtowanie
się w krajach Europy Środkowo‑Wschodniej, in: S. Rudolf (ed.), Rola nadzoru korporacyjnego w kreowaniu
wartości przedsiębiorstwa, Wydawnictwo Uniwersytetu Łódzkiego, Łódź 2008, p. 246.
19 It is an index of 20 major companies of the region (Central European Blue Chip Index), which has
been calculated since 2001 by the Budapest Stock Exchange on the basis of liquidity and capitalisation
of individual companies.
16
17
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had independent members. Polish companies are the only ones to declare that their
number is less than 50 %; in other countries independent members represent more
than 50 %, even though this is not required by their national codes (Czech Republic
and Hungary).

5. Empirical research on the impact of the independence
on the shareholders’ profit
One can distinguish two criteria according to which empirical research on the
impact of the number of independent supervisory board members on companies’
operations was conducted in the USA: the company’s result (impact on profitability)
and the impact on other aspects of the company’s operations. The impact on the
company’s result was analysed using the following criteria: accounting measures,
stock price returns, market valuation metrics; and research on the effects on dis‑
crete tasks such as: remuneration and dismissal of management board members by
notice, takeover decisions from the point of view of both the acquirer and the target
company.
The results of the U.S. research lead to the conclusion that there is no direct rela‑
tionship between the company’s result and the number of independent non‑executive
directors (members). It has been observed that independent members are more
willing to employ people from outside as new managers20 and that they are more
eager to make changes in the composition of the management board depending on
the company’s result. However, that influence is slight – the supervisory boards on
which 60 % of the members are independent tend to change managers more often
by 5 % than those where independent members represent less than 40 %21. Nor can
one claim on this basis that the dismissal of managers leads to a rise in share prices22.
The shareholders of companies where independent members represent a majority
tend to obtain a higher price for their shares in the takeover process (also in the case
of the management buyout). Thus, in such a situation, the supervisory board really
acts as a good bidder23. The research has shown that in the case of an attempt to take
20 K. Borokhovich, R. Parrino, T. Trapani, Outsider Directors and CEO Selection, Journal of Financial
and Quantitative Analysis, Washington University Press, Washington 1996, No. 31, p. 353.
21 The research conducted between 1983 and 1993.
22 E.g. the results of the research conducted by W. Mikkelson, M. Partch, The Decline of Takeover
and Disciplinary Managerial Turnover, Journal of Financial Economics, Elsevier B.V., New York 1997,
No. 44, p. 205 and next, do not show any changes.
23 J. Cotter, A. Shivdasani, M. Zenner, Do independent directors enhance target shareholder wealth
during tender offers?, Journal of Financial Economics, Elsevier B.V., New York 1997, No. 195, p. 202.
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over the company the larger number of independent directors concur with those deci‑
sions of the supervisory board that lead to the increase of the share price. Moreover,
the bidders having a majority of independent directors do not sustain losses, whereas
those with a majority of non‑independent ones incur visible losses in the order of
1.8 %24. Other research has shown that target companies where independent directors
are in the majority obtained an even 20 % higher compensation for the takeover25.
No impact of the composition of the supervisory board on protection against the
takeover has been observed. The profitability results of acquirers with a majority of
independent members on the supervisory board were only slightly better26. Research
on the impact of the number of independent members of the supervisory board on
remuneration of the management board shows that there is a slight impact, there also
being a study showing that remuneration of the management board rises together
with the growing number of independent supervisory board members27. The most
positive impact on the company’s operations is that of the correlation between the
number of independent supervisory board members and the correctness and accuracy
of financial reports. However, here the results are also associated primarily with the
existence of independent audit committees in the companies rather than with the
operations of supervisory boards28.
Undoubtedly, one should take into account that all the types of such research are
imperfect, for example due to their methodology. What affects the research result is
the fact that it is difficult to isolate the issue of the sector‑related characteristics of
a given company, and that the competition factor has the strongest impact on corpo‑
rate behaviour. In the majority of cases, the research was conducted in companies rep‑
resenting a specific sector, whereas the impact of the independent supervisory board
members can be regarded as rather systemic – strengthening corporate governance29.
All the types of research were conducted at the time when there was already a certain
number of independent members on supervisory boards. The economic realities are
such that if the existence of independent supervisors improves the company’s result,
its competitors will be quickly striving to achieve the same. And because the market
24 J. Byrd, K. Hickman, Do Outside Directors Monitor Managers? Evidence from Tender Offer Bids,
Journal of Financial Economics, Elsevier B.V., New York 1992, No. 195, p. 205 and next.
25 J. Cotter, A. Shivdasani, M. Zenner, Do independent directors..., p. 195 and next.
26 J. Byrd, K. Hickman, Do outside directors monitor managers?, Journal of Financial Economics,
Elsevier B.V., New York 1992, No. 195, p. 34 and next.
27 J. Core, R. Holthausen, D. Larcker, Corporate Governance, chief executive officer compensation,
and firm performance, Journal of Financial Economics, Elsevier B.V., New York 1999, No. 51, p. 371.
28 M. Beasley, An empirical analysis of the relation between the board of director composition and
financial statement fraud, The Accounting Review, No. 71/1996, Pittsburgh 1996, p. 443-445.
29 J. N. Gordon, The Rise of Independent Directors in the United States, 1950-2005: Of Shareholder
Value and Stock Market Prices, Stanford Law Review, Stanford 2007, No. 59, p. 1465.
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mechanism works, the comparison between the result of a company having inde‑
pendent members on its supervisory board with that of other companies will not be
so impressive. Additionally, in a situation where there are several mechanisms affect‑
ing a given sphere of company operations it is difficult to isolate and assess exactly
to what extent the company’s financial transparency depends on its independent
supervisory board members and, for example, to what extent it depends on meeting
the disclosure requirements of the stock exchange.30.
However, even in those statements which stress the positive role of independent
supervisory boards it is pointed out that the most difficult thing is to observe the
positive impact of independent members on the shareholders’ profit. More recent
research conducted in the USA even shows that the larger number of independent
directors has a negative impact on the company’s result.31
In Poland there is much less research on this subject. The relationship between the
effectiveness of public companies and the operations of supervisory boards has not
been the subject of more detailed analyses to date. A. Bielecki carried out his survey
of a group of 89 investors (finally 20 % of the surveyed responded to it) representing
three categories: investment fund companies, insurance companies and universal pen‑
sion fund companies. The survey tool was a questionnaire with questions that can be
divided into two groups: questions about the investment policy of institutional inves‑
tors and the general assessment of the functioning of corporate governance in Polish
listed companies as well as direct questions about the operations of those companies’
supervisory boards. People who were direct investment decision‑makers were asked
to fill in the questionnaires. The survey resulted in a report: Rady nadzorcze i nadzór
korporacyjny w polskich spółkach giełdowych w ocenie inwestorów instytucjonalnych
[Supervisory boards and corporate governance in Polish listed companies as seen by
institutional investors]32, from which it appears that also in Poland the supervisory
boards do not influence the improvement of the companies’ effectiveness. 67 % of
30 I. M. Millstein, P.M. MacAvoy, The active board of directors and performance of the large publicly
traded corporation, Columbia Law Review, No. 1283, New York 1998.
31 S. Bhagat, B. Black, The Uncertain…, p. 942; S. Bhagat, B. Black, The Non – Correlation Between
Board Independence and Long Term Firm Performance, The Journal of Corporate Law, 27/2001, University
of Iowa, Iowa 2001, p. 231 and next, S. Bhagat, B. Black, The relationship Between Board Composition and
Firm Performance, in: Comparative Corporate Governance – the State of the Art and Emering Research, Hein
Press, New York 1998, p. 282. This also B. Hermalin, M. Weisbach, Boards of Directors as an Endogenously
Determined Institution: a Survey of the economic literature, FRBNY Economic Policy Review, New York
2003, No. 4. M. Weisbach, Outsider Directors and CEO Turnover, Journal of Financial Economics, Else‑
vier B.V., New York 1988, No. 20, p. 431; J. Warner, R. Watts, K. Wruck, Stock Prices and Top Management
Changes, Journal of Financial Economics, Elsevier B.V., New York 1988, No. 20, p. 487 and next.
32 A. Bielecki, Rady nadzorcze i nadzór korporacyjny w polskich spółkach giełdowych w ocenie inwestorów
instytucjonalnych, PFCG, Warsaw 2004, www.pfcg.org.pl/article/12111, state as of 10/11/2012.
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investors have said that the influence of the supervisory board on the company’s
effectiveness is slight or minimal. The same number of the respondents have said
that the effectiveness of supervisory boards’ operations is poor. In the opinion of
70 % of the investors, supervisory boards have too little influence on management
board members and their position is weak. As many as half of the respondents are
of the opinion that supervisory boards do not take their opportunity to influence
the company, even though they are entitled to do so under the law and the statutes.
70 % of investors are critical of supervisory boards for their too little commitment
to the development of the corporate strategy. And, what is important, 62 % of the
institutional investors surveyed say that confidence in supervisory boards is exactly
one of those things that actually influence their investment decisions. 72 % of investors
check the composition of the supervisory board in the course of making their invest‑
ment decision, 50 % of the entities surveyed monitor the operations of supervisory
boards, 61% of investors associate their loss with poor effectiveness or negligence of
supervisory boards, and 65 % of investors take into account the removal of a company
having an ineffective supervisory board from their portfolio. As many as 94 % of the
surveyed see supervisory boards as bodies acting solely for the benefit of the majority
shareholders. As many as 81% of the respondents are not satisfied with supervisory
boards’ communication policy, 61% are of the opinion that supervisory boards are
“rather not” or “definitely not” composed of competent persons, and 39 % say that
supervisory boards are composed of rather competent persons.
This is confirmed by information given by supervisory boards themselves in
the survey carried out every five years in 2002, 2007 and 2012 by Deloitte&Touche:
Czy rady nadzorcze dobrze spełniają swoje obowiązki? [Do supervisory boards fulfil
their duties well?] – the survey of 2002, and another one: Współczesna rada nadzorcza
2007 [The contemporary supervisory board 2007], Współczesna rada nadzorcza
2012. Praktyka ładu korporacyjnego w Polsce [The contemporary supervisory board
2012. The practice of corporate governance in Poland]33. The focus of the survey was
on financial reporting, supervision of the company’s operations, professionalism
and the improvement of the supervisory board members’ qualifications. Undoubt‑
edly, the gradual improvement of the supervisory board’s professionalism is visible.
The supervisory boards of 2012 are much more prepared for supervising the company
than those of 2002.
In the financial reporting area, the results of the survey 2002 show that all
the supervisory boards surveyed familiarise themselves with annual reports and
33 Both surveys available at: www.deloitte.com/view/pl_PL/pl/publikacje/raporty, state as of
10/11/2012.
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management reports on the operations of the company. Nearly all of them familiarise
themselves with financial statements. However, only slightly more than 40 % of the
supervisory boards surveyed ask questions of the external auditor concerning any
pressure exerted by the company’s management that may affect the quality of the
statements. Only every third supervisory board verifies the scope and plan of the
audit to be conducted by the auditor prior to it. The trend such as failing to verify
the external auditor was maintained by 2/3 of supervisory boards in 2007 and by
more than half of them in 2012.
As regards duties relating to supervision of the internal audit, nearly 3/4 of the
supervisory boards surveyed evaluate care exercised by the management to ensure
the proper quality of internal audits. However, only around half of supervisory boards
obtained information allowing them to verify, familiarise themselves with and assess
the company’s internal audit tools. Less than half of supervisory boards (46.9 %)
asked the company’s management for an opinion about the powers of the financial
department staff. Less than every third supervisory board surveyed (31.3 %) verified
the internal audit plan once a year. In 2007, one can notice a considerable dispropor‑
tion as with regards to the procedures of reporting internal audits to the manage‑
ment boards and the supervisory boards. The management boards confirmed in
60 % that the results of the audit were being reported to them on a day‑to‑day basis,
and the supervisory boards confirmed this only in 16 %. This trend was maintained
in 2012. In the majority of companies, meetings are allowed to be held between the
internal audit director and the supervisory board without the participation of the
management board members, although their frequency is different – in 2007 they
were held regularly in 10 % of companies, but in 2012 already in more than 30 % of
them. Thus, every third company still does not organise such meetings despite the
fact that the company’s internal regulations allow it to do so. Until present, only
every tenth supervisory board has had a fund and has been using the services of
auditors or external consultants in the exercise of one of its basic powers under the
Commercial Companies Code, i.e. “regular supervision of the company’s operations
in all its activity areas”.
The results of the ratings made by the Polish Institute for Corporate Governance
(PINK) are not unambiguous, either. The analyses of the relationship between the
rating level and profitability, which were made for the companies of the industrial,
service and financial sectors, confirmed that listed companies with higher levels of
corporate governance are more profitable in the short and long term. However, those
differences as regards to the profitability of assets are so small that in this case it is
difficult to talk about a major impact of supervision on the companies’ profitability.
In the industrial sector, the difference in the profitability of assets between listed
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companies that were rated high and low by PINK in 2010 was 3.63 %. According to
the 2010 survey, the results similar to those of the industrial sector were achieved also
by the companies of the service sector. In the case of the service sector, the difference
in the profitability of assets between companies with high- and low‑rated corporate
governance was even smaller than in the industrial sector, i.e. only 2.48 % in 201034.
The last distinguished group was represented by listed companies of the financial
sector. However, banks, funds and insurance companies were excluded because of
their separate reporting. In 2010, the profitability of assets of listed companies of the
financial sector that were rated high was by 4.43% higher than that of the companies
with low‑rated corporate governance.
P. Tamowicz and M. Dzierżanowski dedicated a few chapters of their White Paper
on Corporate Governance to the supervisory board. They were not analysing directly
the impact of independent members on the company’s profit, but several conclusions
can be drawn from their study also in this area. The authors refer to the corporate
governance map developed by Davis Global Advisors. The countries are arranged in
order according to four levels of corporate governance standards. The highest level is
represented by strong protection. This group is composed of countries with unitary
structures: the UK, the USA and France, which has admitted the unitary structure
in addition to the dual one. Thus, it turns out that even the lack of the separation of
management and supervisory functions does not prevent effective corporate govern‑
ance, and the market creates more effective monitoring mechanisms by itself.
The reasons for the ineffective operations of supervisory boards should, therefore,
be rather sought in the model of their operation that is adopted in practice, the lack
of activity on the part of the supervisory board members, the lack of sufficient (also
financial) motivation to take extensive monitoring measures, and not necessarily in
the lack of or in the too small number of independent members on the supervisory
board. Pushing through independence may, contrary to the intentions, upset the sub‑
tle balance of corporate relations and in consequence weaken the supervisory board
or even impair its function. A supervisory board that is too independent becomes
independent not only from the management board but also from the shareholders,
which changes the existing principles of its structure. Besides, independence does
not solve the problem of effective incentives that would make its members active in
exercising their rights. Even independent members may tend to provoke as little con‑
frontation as the non‑independent ones when they act as advisers to the management
board. Therefore, it seems necessary to work out mechanisms to strengthen relations
34 PINK survey: Corporate Governance Rating PINK2010Y, analysis as of 20 June 2011, www.rkkw.
pl/pdf/044_pink2010rating.pdf, state as of 27/04/2013.
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between independent members and the shareholders35 in a situation where there is
full independence from the management board. This would make it possible to fill
the gap in the sphere of motivating the supervisory board members to act36.

6. Conclusions and remarks de lege ferenda
As it has been shown, supervisory board members’ strive for independence turns
out to be ineffective from the economic point of view both in the unitary and dual
model. A fortiori, if this was happening at the expense of other objectives that are
important to the company, e.g. the professionalism of such “compulsorily” independ‑
ent supervisory board members.
Numerous legal orders recognised this state of affairs already long ago. The super‑
vision model existing in Poland is less common than the unitary model. Apart from
Poland, similar regulations concerning the supervisory board can be found only in
Germany, Austria and the Netherlands. In France, where joint stock companies can
choose the dual model on a voluntary basis, only approx. 5 % of all the joint stock
companies decide to adopt this solution.
All the more, it is not necessary to introduce independence using ius cogens
norms. Admittedly, the research shows the positive aspects of the existence of inde‑
pendent members: their stronger tendency to make changes in the management
board, positive impact on the price obtained by the company in the takeover proc‑
ess and the company’s more transparent communication. However, introducing
an absolute independence model may, contrary to the intentions, upset the subtle
balance of corporate relations and weaken the supervisory board’s primary func‑
tion of representing the shareholders. Additionally, even the normative exclusion of
any links between the members of supervisory boards and the management board
does not determine whether the former will be motivated enough to play an active
supervisory role.
One should not, therefore, increase the absolute separation of managerial and
supervisory functions. Hence, the limitation of the number of independent members
35 K. Postrach, Problemy nadzoru w spółkach z dominującym inwestorem, Politechnika Gdańska,
Gdańsk 1999.
36 The necessity of ensuring that the [supervisory] board members are economically motivated to
directly monitor the management board is also pointed out by P. Tamowicz and M. Dzierżanowski, Prob‑
lem pomiaru efektywności nadzoru korporacyjnego, raitingi nadzoru korporacyjnego, ich charakterystyka,
dylematy, użyteczność, Organizacja i Kierowanie, No. 1, Komitet Nauk Organizacji i Zarządzania PAN,
Warsaw 2002, p. 15 and next.
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demanded in the Good Practices 2008 represents a positive change. It is erroneous
to claim that the negative evaluation of supervisory boards is caused by the fact
that their members are not independent enough. As the empirical research shows,
independence is not the way to improve effectiveness, and if it goes too far or is
misunderstood, it may even lead to its limitation. De lege ferenda it would be advis‑
able to focus rather on the provisions that ensure a reliable audit of listed companies,
introduce mechanisms to ensure that the disclosure requirements are strictly met by
them and that penalties are enforced for any failure to adhere to such mechanisms
so as to increase public access to information about listed companies rather than
strive for ensuring that there are no links between the supervisory board members
and the management board, the shareholders or the company.
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1. Introduction
Over many years, liquidity risk management was treated by international /local
financial supervisors and by central banks as an internal matter of institutions oper‑
ating in the banking sector. The first two Basel Capital Accords (Basel I and New
Basel Accord /Basel II/) have not contained direct recommendations of liquidity risk
exposures’ measuring, monitoring, mitigation or disclosure. From today’s perspective
it can be stated that the described situation was a result (inter alia) of the commercial
banks easy access to money from interbank (secured and unsecured) loan markets,
which allowed them to fill the potential liquidity gaps (stemming mainly from assets’
maturity mismatch) with standard treasury operations.
The first (2008-2009) and the second (2011-2012) wave of the last financial crisis
have shown the inadequacy of the described approach. Banks with strong depend‑
ency on the interbank market were severely hit by the distress on financial markets.
The lack of trust caused by the Lehmann Brothers fall (September 2008) and the
Western European government debt crisis (Summer/Autumn 2011) emphasized the
liquidity risk impact on particular banks and selected banking sectors. Observing
the building risks international and national supervisors launched initiatives to work
out standards of liquidity risk modelling and management. Beside that, the last crisis
showed that many internal liquidity risk models (stand‑alone structures or modules
of assets/liability management frameworks) used by the banks were inappropriate
1
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to measure the dynamics of this risk type and the signals of the implications for
systemic risk.
This article presents a dynamic model of liquidity risk evaluation on the level
of the banking sector (macro level model). The proposed solution can easily be
integrated with a stress‑testing procedure and used by financial supervisors or cen‑
tral banks to assess the liquidity risk impact on the stability of the whole banking
system. Both types of liquidity risk: founding liquidity risk and market liquidity risk
are handled within this reference structure. It also takes into account the reactions
of the banks to the materialized liquidity risk (fire sales /part/ of assets on financial
markets in the crowded trading) and second round effects like distorted assets pric‑
ing, collaterals’ margins setting and transmission of the risk with the use of financial
markets to other institutions from the sector (systemic risk implications).
This article consists of five parts. The first part embraces a literature overview, then
liquidity risk (and its different types) definitions are discussed. In the next section the
mechanics of the proposed liquidity risk model is presented. The fourth part describes
a stress‑testing exercise applied with the help of the proposed model. It also contains
an analysis of the gained results. The final part is reserved for conclusions.

2. Literature overview
The formal framework of liquidity risk stress‑testing in the macro perspective
was described in the series of research papers, mainly as a response to the observed
in 2007 and 2008 worsening conditions of the global banking system. The Deutsche
Bundesbank’s approach to macro liquidity stress‑testing was presented in the paper
of Martin (2007), who based his survey on scenarios used previously for market risk
assessment. A different solution was selected by the Austrian central bank researcher
(Schmitz, 2009, 2010), who used cash‑flows sensitivity analysis. The extended liquidity
risk testing framework, implemented to some extent in the practice at the Dutch cen‑
tral bank was described in the article by Van den End (2008). The integrated version
of the liquidity stress‑tester, RAMSI (taking into account dependencies with market
and credit risk), was prepared for the Bank of England by Aikman et al (2009).
There were also academic researchers who focused on the comparison of differ‑
ent approaches to liquidity risk evaluation at the macro level. One of the first such
comparisons was included in the book of Matz and Neu (2007). They compared
different liquidity measures used by analysts in commercial banks, supervisory
offices and central banks. They also described the outlook of liquidity stress‑testing
procedures and hinted at some weaknesses in the presented algorithms. Criticism of
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the liquidity stress testing procedures was included in the work of Matz (2007), where
the bias of historical data and static analysis was discussed. In contrary to liquidity
risk mainstream static models, Matz proposed a dynamic, multi‑period approach
with the modelling of systemic risk implications.
The substantial impulse to the development of macro liquidity risk stress test‑
ing methods was initiated with the presentation of the Basel Committee of Banking
Supervision (BCBS) recommendations in this area. The first document to address
this matter was published by the BCBS in September 2008, just a few days after the
Lehmann Brothers case (BCBS, 2008a, 2008b).The formal requirements of liquidity
risk analysis and stress testing were officially enclosed in the Third Basel Accord and
gathered in a separate manual (BCBS, 2010).

3. Liquidity risk classification and definitions
According to the literature liquidity risk is divided into two main classes: found‑
ing liquidity risk and market liquidity risk. Founding liquidity risk is defined by
the IMF (IMF, 2008) as the inability of the institution to pay back its liabilities in
the agreed maturities due to lack of access to financing from three main sources: 1)
deposits, 2) secured or unsecured interbank loans market or 3) sales of its assets.
The IMF’s definition points out that the key parameter of founding liquidity risk is
the time horizon in which liabilities should be paid. Hence an analyzed institution
can be generally in a good condition, but it can be tackled by founding liquidity risk
if it cannot gather together, to a certain deadline, the appropriate monetary amount
to cover its debts.
Market liquidity risk is defined by Fernandez (1999) as the lack of ability of
an institution to trade its assets with satisfactory prices and within a satisfactory time
horizon without extraordinary transaction costs or changes of assets prices. The key
factors deciding on market liquidity of the financial instruments are: 1) the volume
of assets, which the institution wants to trade in the planned time period, 2) the time
needed to find a counterparty of the transaction and 3) the costs (i.e. transaction
costs, collaterals’ margins, negative changes of instruments’ prices etc.).
Generally liquidity risk is a key factor of the banking sector stability. As it was
shown during the last financial crisis, lack of liquidity of one systemic important
financial institution can be transmitted to the other institutions with financial markets
channels. It is the reason why liquidity risk measures and liquidity risk stress‑tests
results are closely observed by decedents from international and local supervisory
offices and central banks.
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4. Liquidity risk macro model
First generation liquidity risk models were static analytical constructions try‑
ing to quantify the impact of negative exogenous scenarios on the surveyed bank.
Two main liquidity risk types considered in these models were:
1) Risk of losing the ability to finance current activity (founding liquidity risk),
2) Risk of substantial changes in the bank’s financial instruments prices (market
liquidity risk);
Introduction to these models bank’s reaction to liquidity risk event and interac‑
tions between banks, who lost their liquidity and the rest of the banking sector, was the
cornerstone of recent development in this field. The liquidity risk model augmented
with these two features will be a reference analytical structure in this article.
One of few liquidity risk models with a bank’s reactions and interbank interactions
was proposed by Van den End (2008). This model was prepared for the banking sector
with mature financial markets yielding the extended possibility of the bank’s access
to unsecured loans interbank market, high leveraging and “just‑in‑time” liquidity
management. Taking into account characteristics of the Polish banking sector (tra‑
ditional business model, general excessed liquidity, lower leverages) the reference
model needed extensive customization to be applied in the domestic environment.
The first step of the reference model is to define the properties of the analysed
banks liquidity buffers. This part of the model construction is conducted with simple
statistical methods applied to micro‑prudential data (in Poland micro‑prudential
data is gathered mainly by the National Bank of Poland and used by the NBP and
Polish Financial Supervision Authority). Then historical, Monte Carlo, or combined
method is applied to check the influence of possible negative scenarios (financial
and macroeconomic ones, e.g. rapid outflow of deposits, negative change of assets’
prices, higher haircuts on traded instruments) on the values of the banks liquidity
buffers. This stage tries to quantify the direct impact of exogenous scenarios on the
banks liquidity known as the first round effect. To simplify the analysis an additional
assumption can be made that the liabilities withdrawal rate and negative price and
haircuts’ trends of tradable instruments held by banks as their assets depend only
on the type of instrument itself (identified with superscript “i”) and not on banks
which hold this instrument (identified with superscript “j”).
The second part of the liquidity model tries to follow stylized facts that each of
the banks observing loss of liquidity buffer value takes the actions of selling other
assets to restore initial liquidity buffer size. The described procedure seems to be
effective over a short‑term period. Over a longer horizon such activity can generate
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reputation risk as it signals the banks weakness to its counterparties. Moreover if
loss of liquidity is shared by greater amounts of banks, it can induce turbulences on
financial markets where assets are traded (fire sales imply crowded trading on the
markets where the assets are trying to be sold). Hence, the proposed model takes into
account systemic risk, which stems from the liquidity risk of (systemically important)
financial institutions.
The third module of the described model is devoted to quantifying the second
round effect coming from systemic risk from the previous model part. The mechan‑
ics of the second round effect are simplified by the assumption that the power of the
systemic risk effect is determined by the size of and number banks who have lost
their liquidity. The bigger and greater in number are the illiquid banks, the bigger
the second round effects they generate. The next picture presents a schema of this
three‑part liquidity model.
Schema 1. Liquidity risk model with bank’s reactions and interbank interactions
Macroeconomic and
ﬁnanacial scenarios

First round eﬀect
Distrubution of
liquidity
buﬀer
Liquidity buﬀer
below limit?
Banks’ reactions
Lack of
systemic
risk
Final distribution
of liquidity buﬀer

Source: own analysis based on Van den End (2008)

Systemic risk
– second
round eﬀect
Final distribution
of liquidity buﬀer
(with systemic
risk)
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The first round liquidity buffer is computed at time t for a bank indexed with
superscript “j”
as a difference of initial liquidity buffer
and the sum of
deposits outflow and assets depreciation/increased margins
(1)
The initial liquidity buffer of the analysed banks consists usually of short‑term
debt instruments issued by the government or central bank, instruments used as repo
(repurchase agreement) collaterals, bank’s deposits in the central bank and interbank
deposits payable on demand (due to the last financial crisis of 2008-2012 the last
class of assets can be questioned as a source of liquidity for banks).
Generally the initial liquidity buffer of the bank “j” at time t can be expressed
as:
(2)
where NI is the number of available liquid and reliable instruments
belonging
to this bank.
The value of first round write‑offs is the function of deposits outflow/depreciation/
margins changes coefficients
drawn in the Monte Carlo simulation:
(3)
At a first guess scaled Gaussian distribution (transformed to log‑normal one
to mimic empirical distributions) is used to draw these coefficients, however if the
appropriate number of observations are available, empirical distributions can be
applied as well.
In the second round banks with materialized liquidity risk (facing diminished
liquidity buffers) react to the observed situation and try to restore the initial value
of the buffers. Their activity is usually triggered when the buffer’s write‑offs are
higher than a certain fraction (threshold value) of their initial value
The threshold value TR is set with empirical observations of the banks’ reaction to
liquidity risk events. The rule of thumb says that the TR value can be set in the range
of [40 %, 60 %].
To restore the liquidity buffer, banks sell financial instruments which they already
possess on their balance sheets. The share of particular instruments in the amount
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of assets offered by the bank on the market is proportional to this instrument’s share
in the asset side of the balance sheet.
For an instrument indexed “i” which is present in a particular bank’s “j” assets
with proportion

, the amount of instruments which are tried can be described

with the formula:
(4)
Unfortunately for an illiquid bank, it is usually a whole a number of institutions,
which try to fire sell similar assets. Crowded trading causes the primary price of the
instruments (quoted before liquidity risk event) hard to obtain. Very often an illiq‑
uid bank achieves at time t+1 only a fraction of the offered instruments initial value
(5)
is usu‑
Empirical observations show that the value of the buffer at time t
ally higher than this buffer’s value after the bank’s reaction. Coefficient
can
be interpreted as offered instrument depreciation or additional margin which is
needed to use as a collateral to obtain demanded financing. Its value is stochastic
and depends on the instrument’s class rather than a bank this instrument belongs to.
It allows the modelling of the situation (which was observed during the last crisis),
that some instruments were totally useless in the process of liquidity buffer restora‑
tion
Collective sales by illiquid banks and their instruments can generate systemic
risk in the sector. Moreover the abnormal activity of these banks on the financial
markets is hardly ever unnoticed by investors and competitors, which can lead to
additional reputation risk.
The second kind of risk is very hard to quantify. However systemic risk can be
measured with the following indicators:
1) The number of banks whose liquidity buffer were diminished to reach a threshold
value (NB stands for whole population, liquid and illiquid banks):

(6)
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2) The “similarity” of transactions conducted by different banks in particular finan‑
cial market segments, which can be described with the total value of the transac‑
tion recorded in the mentioned segment
Both indicators positively contribute to systemic risk. Namely, a higher number
of illiquid banks generates a higher risk of distortions on the markets. Analogously,
a higher volume of transaction makes a particular market’s segment more “crowded”.
The impact of the systemic risk on the liquidity buffer (interpreted as the second
round effect) is embedded in the dynamics of the depreciation/additional margin
coefficient

(7)

where the second round coefficient is of course higher than its initial value
 . Factor from the equation above is a measure of risk generated
by market conditions. It can be estimated as the volatility of synthetic financial con‑
dition index or financial soundness indicators average.
Considering the second round effect due to the materialization of systemic risk,
the value of the liquidity buffer write‑off for a bank “j” is given with the expres‑
sion:
(8)
Negative exogenous conditions can influence the coefficient of depreciations/
margins change. The worst are the financial conditions, the higher is depreciation or
required margins. The new value of
is the scaled initial value of deprecia‑
tion/margin change coefficient:
(9)
which also implies higher write‑offs of the liquidity buffer:
(10)
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Finally the value of a bank’s “j” liquidity buffer at the end of the second round
effect is given as:


(11)

5. Liquidity risk stress testing description and results
The empirical analysis was performed on the data gathered for the forty biggest
Polish banks, excluding the National Economic Bank S.A./BGK S.A./ (as a selection
criterion value of a banks’ balance sheets were used). The historical data embraced
the period of 2007-2010, simulations were done in the perspective of the years 2011
and 2012. The data used consisted of the National Bank of Poland (NBP) statistics
of other monetary financial institutions (MIFs excluding NBP), statistics of reserve
money and micro‑prudential data gathered by the NBP and used by the Polish central
bank and Polish Financial Supervision Authority.
Taking into account the historical context the Polish banking sector can be charac‑
terized as a sector with excessed liquidity. Nevertheless, it is worth noting, that despite
the general excess liquidity of the Polish banking sector, there are some institutions
that are prone to liquidity risk. Moreover the materialization of liquidity risk is usually
sudden, hence if a bank with an excessed liquidity buffer is made to sell its liquid assets
within a very short time span, it can occur that within this period of time conversion
of these assets to cash will not be possible. Besides this, the liquidity buffers of Polish
banks consist mainly of Polish government bonds and central bank money bills. They
are perceived as safe havens during “normal” times. However in the time of distress
they can lose this status, contributing to the liquidity risk of financial institutions.
Considering the three reasons given above, the liquidity risk stress test in the case of
Poland is not only a theoretical exercise, but a precious source of information about
the real risk to the Polish banking sector macro‑prudential stability.
The stress‑testing procedure applied in the survey consisted of:
1) Generation of path liquidity risk scenarios (Base Scenario and Extreme Sce‑
nario);
2) Computation of initial liquidity buffers for the forty biggest Polish banks (taking
into account balance sheet value);
3) Conducting of the Monte Carlo simulation (1000 times) of deposits’ outflow,
depreciation and collateral margins parameters;
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4) Computation of the banks’ liquidity risk buffer after first round write‑offs;
5) Assessment of the bank’s reaction to the first round effect: computation of addi‑
tional money coming from sales of assets;
6) Computing banks’ liquidity buffers with additional money from liquid assets
sales;
7) Conducting the Monte Carlo systemic risk impact (the second round effect)
simulations (1000 times);
8) Computation of liquidity of the bank’s final liquidity buffers (with the second
round effect considered);
Two liquidity risk scenarios described in the stress testing procedure first point
(Base and Extreme Scenario) are presented in the table below.
Table 1. Scenarios used in the stress testing of liquidity risk
Deposit’s outflow, depreciation, colaterals’ margins

Base Scenario

Extreme Scenario

2,5 %

10 %

Firms

5%

20 %

Banks

10 %

40 %

parameters
Deposits
Households

Other financial sources
Unsecured interbank market

10 %

40 %

Secured interbank market

5%

20 %

Banks‑owners refinancing

2,5 %

15 %

Assets
Short‑term central bank debt

5%

20 %

Long‑term government debt

7,5 %

40 %

Additional parameters
TR

0,6

st

1,5

Simulation time horizon

12 months

Source: own analysis

The initial liquidity buffers of forty of the biggest Polish banks were computed
with other monetary financial institutions (MIFs) statistics, information about reserve
money and micro‑prudential data. The narrow definition of liquid assets was used
in computations, namely: cash, money on the NBP’s current accounts, money bills
and government obligations were treated as liquidity buffer components.
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The table below presents the average liquidity buffers statistics of the forty big‑
gest Polish banks in 2010.
Table 2. Characteristics of the global initial liquidity buffer of the forty biggest Polish
banks analysed
Initial liquidity buffer and its

Q0,25

Median

Average

Q0,75

0,86 %

2,27 %

6,12 %

10,59 %

3,71%

12,07 %

13,20 %

18,51%

7,63 %

24,15 %

26,69 %

36,85 %

Governement obligations

33,31%

58,01%

54,30 %

70,52 %

Liquidity buffer/total assets ratio

12,32 %

17,11%

22,59 %

32,17 %

components
Cash
Money on current accounts at the
NBP
NBP money bills

Source: own computations

Individual banks’ data was used to compute the liquidity risk profile. The gained
results were then aggregated with copula functions to global liquidity risk measures.
In the first stage Base Scenario was applied to check the Polish banking sector response
to potential threat from this side. In a moderate environment change, the first round
effect has consumed 19 % of the global initial liquidity buffer. Some of the banks
touched badly with the base scenario (more than 40 % of the initial buffer) tried to
refill their liquidity buffers selling selected assets. Using this way they restored 95 %
of initial liquidity buffers. Even in the case, when the second round effect will be
present (systemic risk spillover), almost three quarters of initial liquidity will still be
available to the banks. The picture below shows the distribution of the Polish banking
sector’s aggregated liquidity buffers in the case of Base Scenario.
The extreme environment scenario causes a substantial change of the Polish
bank’s liquidity. The first round effect has taken two‑thirds of the global initial liquid‑
ity buffer, and it was only filled to the half of the previous value after sales triggered
by the banks. The second round effect further diminished the value of the liquidity
pillow. When all the systemic risk implications are taken into account, only 16 % of
the global initial buffer of the banks remained at their disposal. Analysing proper‑
ties of the liquidity buffer value distribution it can be observed that in 5 cases out of
100 of the Polish banking sector will need 24 % of the initial liquidity buffer to keep
liquidity on an accepted level, and in 1 case out of 100 this value grows to one‑third
of the initial buffer. Taking into account individual data 4 banks out of 40 have lost
the whole liquidity buffer, but these banks do not belong to the first 10 biggest Polish
bank groups, hence they are not treated as systemic important institutions.
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Figure 1. Distribution of aggregated liquidity buffers computed for forty of the
biggest Polish banks after initial shock (the dashed line), after the banks’
reaction (the solid line 1), and after the second round effect (the dotted line)
computed for Base Scenario

Source: own computations

Figure 2. Distribution of aggregated liquidity buffers computed for the forty biggest
Polish banks after the initial shock (the dashed line), after the banks’
reaction (the solid line), and after the second round effect (the dotted line)
computed for Extreme Scenario

Source: own computations
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Summing up the achieved results (gathered in the Table 4.) it can be stated that
the general excessed liquidity of the Polish banking sector effectively protects it from
liquidity risk in “normal” times. However it is hard not to notice that in the times
of distress liquidity risk can pose for some banks (4 institutions, 10 % of surveyed
group) a real challenge. Although the second round effect is not so important for the
domestic banking sector as in the case of the US or Western Europe jurisdictions,
but the extreme macroeconomic and financial environment can cause consumption
of almost all the global liquidity buffer, and threaten the existence of the mentioned
four institutions. Fortunately, these banks are not systemic important institutions.
In other cases, their fall could have a crucial impact on the stability of the whole Polish
banking sector and due to systemic risk spillover could cause negative feedback,
even if the initial situation of the Polish banking sector in the domain of liquidity
were satisfactory.
Table 3. Response of initial global buffer to Base and Extreme Scenario (remaining
buffer in percentage points of the initial one)
Scenario

Base Scenario

Extreme Scenario

Liquidity buffer after 1st round effect

81%

32 %

Liquidity buffer after banks’ reaction

95 %

51%

Liquidity buffer after 2nd round effect

73 %

16 %

5 % tail

32 %

–24 %

1% tail

19 %

–31%

Source: own computations

6. Conclusions
The main goal of this article was to present a modern approach to macro liquid‑
ity risk stress testing of the Polish banking sector. In the first part of the work clas‑
sification and definition of different liquidity risks were described. Then a working
implementation of founding and market liquidity risk model was presented. This
model tackles three main aspects of liquidity risk observed during the last financial
crisis: banks’ reaction to liquidity buffers consumption, implications of fire sales
and crowded trading and the second round effect connected with systemic risk
spillovers.
The achieved results hint that the Polish banking sector is generally immune to
liquidity risk. This is mainly an implication of general excess liquidity of the sector,
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the universal character of core institutions and traditional business model with lim‑
ited dependency on the interbank market and the use of client’s deposits as a main
source of PLN assets financing. However, it must be pointed out that in the case of
extreme financial and macroeconomic environment distress, there are some banks
which could lose all their liquidity buffers. The mentioned fragility was found in the
case of four institutions, fortunately none of them are the ten biggest balance sheet
banks group, hence their systemic risk impact to the rest of the banking sector is
limited. In the worst case scenario, it would be the National Bank of Poland, which
would provide liquidity to these institutions. Therefore in the case of these banks it is
crucial to implement and monitor the application of the Basel Committee of Banking
Supervision recommendations enclosed in the Third Basel Capital Accord and the
(planned) EU’s Fourth Capital Requirements Directive (CRD IV) and popularize in
the Polish banking sector new, quantified methods of liquidity risk measurement,
monitoring and management.
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Introduction
The main goal of this paper is to analyze the profitability of industries and risk
that is associated with that profitability. I would like to find outstanding industries in
terms of capital requirements, profitability and risk. In order to research this theme
I would like to apply simple model that measures the capital intensity of industry –
quantified by Capex/Total Assets ratio, efficiency and profitability measured by return
on equity (ROE) and risk captured by the standard deviation of ROE. The data was
gathered from 2357 global public companies in the period between 2003 and 2012.
The commercial databases were used. The calculations were made based on the year
to year changes during that period in one of the analytical program. The sample of
companies in the industry had to have at least 25 companies in order to be considered
in the research. As the theme does not have plenty of background in the literature
I decided to prepare and research industries according to GICS classification and
picked those sectors which based on that criteria outperforms others and are much
more attractive from the investment point of view. In the other words I would like
to find industries that have outstanding economics of their business. The Global
Industry Classification Standard (GICS) is an industry classification established by
MSCI and Standard & Poor’s (S&P) for use by the global financial community.
The reason I would like to study industries according to these criteria is because
I want to build a model that will help to select outstanding companies. The first step
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is to find outstanding industries and then picked the most outstanding companies
within and finally checked their share performance on the stock exchanges. In this
study I would like to highlight also those industries which are more vulnerable to
economic cycles and thus much more risky. I will measure this risk by standard
deviation of ROE.

Background
There is no plenty literature available in this theme, during literature overview
mainly what I found was connected with the discussion about industry factors vs. cor‑
porate factors – which have bigger influence on the company performance. If we start
considering industry from the point of view of industrial organization we have to take
for account strategic management as an edge that explains interrelationship between
industry and companies that belongs to that particular industry. It is very simple to
discover that there are plenty of industries and companies within which differenti‑
ate in terms of size, market share, and range of products etc. If we compare just only
industries or sub‑industries we can find a lot of distinguishes among them like for
example – profitability, capital intensity, risk – there is plenty of measures to show
that industries differ. If we go deeper and compare companies in the industry and
among different industries there has to be more specific factors taken for account and
sometimes it is a problem to compare them without any bias. In this paper I would
like to propose the simple model through it I will pick the most attractive industries
in terms of capital intensity, return and wealth creation for shareholders. Usually
industries are analyzed in terms of competitive advantages they offer and how the
participants (firms) are able to use them in the most efficient way. If we analyze the
main concepts of entry barriers, industry profitability, we can formulate the concept
of “structure‑conduct‑performance” which explains the relationship between profit‑
ability and market structure (Porter 1998). The structure of the particular industry
extorts on companies within special conduct, strategy and thus provide different
behavior of companies and what in consequences provides to the different results
of them (Mason 1939). Having in mind this general overview in the literature there
were two schools – classical economists who emphasizes industry and market power
as a primary source of profitability whereas revisionist school underlined the aspect
of firm’s efficiency that explains the profitability (Demsetz 1973).
In this paper, mainly I would like to focus just only on the industry factors in order
to find the general characteristics of outstanding sectors. The role of firm size in the
industry was also the subject of explaining the profitability, however initially there
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were researches that indicated that bigger companies have bigger market power and
thus higher profitability and efficiency, but the overall results are mixed and do not
provide the explicit findings in this matter (Prescott, Kohli, Venkartaraman 1986).
In the 1980s there was a shift from the industry analysis approach to the company
analysis. The main reason of that was the assumption that usually industry provides
the similar economic conditions for all firms, however there is an intra‑industry
heterogeneity whereas performance of companies significantly differs and in order
to research this phenomena there should be more focus on the companies’ profit‑
ability and management. That approach explains also the resource based view to the
company performance. Firm‑specific idiosyncratic assets provide the competitive
advantages. The scarcer, more difficult to copy or substitute resources company pos‑
sess, the higher potential profitability it has (Wernerfelt, 1984; Dierickx and Cool,
1989; Barney, 1991).
It is also very important to look through organizational culture of companies
and industries that have built within the competitive advantages like for example
mentioned earlier resource‑based‑view. A firm’s culture can be a source of sustain‑
able competitive advantage if that culture is valuable, rare, and imperfectly imitable
(Barney 1986). Both factors influence the ultimate shape of cultural organization –
internal, that comes from company specifics values, rules and external that comes
from outside, for instance industry specifics values, rules or customers preferences
(Gordon 1991).
Analyzing corporate factors that explain superior performance – it is desirable
also to look through corporate strategy, according to Andrews, ‘defines the business in
which a company will compete, preferably in a way that focuses resources to convert
idiosyncratic competence into corporate advantage’ (Andrews, 1980: 18-19). The find‑
ings of case studies, provided by Prahalad and Hamel (1990) showed that corporate
strategy and structure significantly and positively impact firm performance and can
explain the fact that they outperform among the others within the industry.
The first study that compares the industry factors with company specific factors
was carried out by Schmalensee (1985). He found that industry factors have bigger
influence on the profitability of the firm, however further researcher found something
different. For instance Rumelt (1991) examines the value added that comes from
industry with the specific factors of business units. He compered factors connected
with the industry, with the factors associated to the company specifics. His findings
point out that most competitive advantages that particular business unit has comes
from the unit specific factors of business not industry and thus he impairs the assump‑
tion that industry membership is quite important in sustainable growth of company’s
economic performance. However his findings of large, stable business unit effects
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suggest, however, that these mechanisms exist within business units rather than at
the corporate level. The author measured variance in profitability for industry and
business units based on the Return on Assets ratio. The findings indicate that busi‑
ness units or segments are responsible for bigger variance in profitability than the
industry. The findings of this article also show that there is strong contraction in the
classical assumption that the companies in the industry are internal homogenous;
in fact there is strong heterogeneity among firms what postulates the fact that there
can be leaders as well as laggards in the industry and the industry factors do not
influence the company’s performance.
Another paper indicates that both corporations and industries impact business
unit profitability but corporation factors have the larger influence on company’s
efficiency (Brush, Bromiley, Hendrickx, 1999).
In another paper we may find results that suggest that the relative importance
of corporate, or industry factors, and business unit effects depends on the types of
the set earlier criteria – the level of industry aggregation, whether small business
units are included, and firm size, that are used to construct samples (Chang and
Singh 2000).
Chatman and Jehn (1994) researched services sectors industries according to
their corporate organizational culture. They found that there is a bigger variety of
cultural organization across the industries rather than within. The authors underlined
the technology and growth levels as the main determinants of organizational culture
among firms and industries.
The similar implications from above were also found by Hawawini G., Subrama‑
nian V., Verdin P., (2003) who also compared industry factors and company specific
factors. Authors of this paper found that industry factors and business unit factors
matter but only in the case of leaders and laggards among companies. For the rest
of companies in the industry (those which are not leaders or laggards) the industry
factors are much more important than company specific factors. The study was
carried out based on the value creation ratios – market to book value ratio and
economic profit.
Quite different findings were delivered by Ruefli T. and Wiggins R. (2003) which
support the idea that corporate factors are much more important on company’s
performance than industry.
A key implications of these results provide strong evidence that managers have
bigger influence on the business performance than industry factors.
Having in mind above studies I would like to compare industries in terms of
capital intensity, return on equity and standard deviation of ROE. In my research
I would like to show the industries which have competitive advantage and outperform
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others based on that criteria. To some of us the theme might be very trivial and the
outcomes of research might be very easy to be predictable. As I was making literature
overview there is a lack of papers that consider these issues, which was one of the
main reason why I decided to carry out my own research and find industries which
are high and low capital intensive.

Methodology
In my research I am going to focus on the data from global listed companies.
The data that I used in my research comprises time period 2003-2012 and comes from
2357 global listed companies. I am going to distinguish industry’s sectors that in my
sample are represented at least by 25 companies and based on the criteria like Capex/
Total Assets, Return on Equity ratio I will pick the most outstanding and attractive
sectors. In order to present the risk I will calculate standard deviation of ROE. Capex
should be interpreted as the amount of capital expenditures that a company is likely
to have in order to operate in the particular sector and depends on the industry it
occupies. In terms of accounting, as research data comes from financial statements
of public listed companies, Capex should be interpreted as a capital expenditure
when the asset is a newly purchased capital asset or an investment that improves the
condition of an existing capital asset. If an expense is a capital expenditure, it needs
to be capitalized; what requires the company to spread the cost of the expenditure
over the use period of the asset. When the expense is done in order to maintain the
asset at its current condition, the cost is deducted fully in the year of the expense.
As this is just only assets approach, we have to also take into account the operating
costs which are not included in the Capex/Total Assets ratio, and have also in mind
a cyclic aspect of Capex among firms, but the sample is enough big to extract some
conclusions without the additional data, however to have a better outlook it would
be also desired to measure the operating costs among those companies.
Industries are analyzed just only through micro factors and assumption is made
that the macro risk affects all sectors equally and is captured by the volatility of earn‑
ings in each sector.
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Hypothesis
I would like to test the following hypothesis H0 – the level of Capex influences the
risk and profitability of industries. Alternative hypothesis H1- there is a relationship
between capital requirements and risk among industries.

Data and Outcomes
The data was gathered from 2357 global public companies in the period between
2003 and 2012. The calculations were made based on the year to year changes during
that period. The sample of companies in the industry had to have at least 25 com‑
panies in order to be considered in the research. Most of the companies are global
and come from different regions with the following structure – North and South
America – 37 %, Europe – 21%, Asia – 22 %; Australia, Japan, New Zealand, Singa‑
pore – 17 %, Middle East and Africa – 5 %. The financial data was collected based on
the annual reports from public companies. The industries were named according to
GICS methodology and were used in the calculation when at least 25 companies were
represented within industry; ultimately 31 industries were analyzed. I calculated the
means from 2003-2012 for each industry, and compared them according to the fol‑
lowing ratios: Capex/Total Assets, ROE. Standard deviation of ROE was calculated
in order to show the risk factor among industries. The financial services companies
were excluded from the sample, including banking, insurance and other industries
connected to the financial services. I decided to analyze industries which are con‑
nected with the real estate services (developers, investment funds) but I excluded
those sectors from my detailed analysis and did not take for account in comparison
to the others industries. I assumed that those industries are not common with their
services and are not comparable in my model.

Risk
In my sample I would like to assess profitability in terms of risk. If we consider
industries, it has to be a clear division taken into account between industry factors
and company’s factors, because as most papers indicate in terms of the profitability
the latter factors have bigger influence. However the main goal of this paper is to
show differences in terms of risk just on the industry level but in order to assess the
risk properly, the corporate factors have to be considered as well.
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Graph 1. Risk and Capex dependencies
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The basic risk assessing models are established on the variance of rate of returns
of underlying assets – Capm, Merton‑Scholes models. Typically the square root of
the variance, called the volatility, is reported. As the volatilities were changing over
time, a much simpler approach were used – historical volatility. In this method,
the volatility is estimated by the sample standard deviation of returns over a short
period (Engle 2004).
On the graph 1 we get the linear regression from two dependencies – Capex/
Total Assets Ratio and Standard Deviation of ROE from each industry. The strength
of relationship is moderate as R2 is 0,19, but we may easily notice that most of the
industries that have Capex/Total Assets ratio in the parenthesis 0–10 % have the
lowest risk in the sample. This level of Capex/Total Assets ratio (5-10 %) will be the
most effective in terms of risk and profitability.
Deliberating relationship between risk and capital requirements there should be
also taken into account risk management factors. Krysiak (2011, 2012) shows also
dependencies between capital level and risk management. He indicated that usually
the level of Economic Capital reflects the level of risk among enterprises. Based on
the findings in this paper I state that most of the industries that have a higher Capex/
Total Assets ratios are less risky. In my sample it is the level of Capex/Total Assets
ratio between 5–10 %. Capex usually goes to the fixed‑terms assets and it does not
influence the level of Economic Capital, which is needed when the risk materializes
and “unexpected loss” incurs. Assuming that Economic Capital mainly consists
from the most liquid assets, industries which are more capital intensive have lower
risk, as most of the capital goes to the fixed assets that create the future profits and
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are not used as potential “capital buffers” for unexpected losses. It is also a positive
signal from the strategic point of view – managers of companies with the higher
capital intensive industries, decided to invest in business and thus create the wealth
for shareholders from the real economic projects. Considering Enterprise Risk Man‑
agement process among enterprises, risk managers do not hold back investments
in business based on the assessment of risk. Operating managers in companies can
manage the capital successfully and find the most effective proportion between risk
and potential reward.
Investigating the risk among industries I decided to compare sectors according
to the standard deviation of their ROE and show profitability in terms of risk. In this
case we may see direct systemic and indirect not systemic risk associated to the sec‑
tor’s results. I try to focus only on the risk connected with the ability of sector to
earn sustainable rate of return for shareholders. I would like to underline sustainable
because in analysis of risk it is very important to assess sectors in terms of stability,
growth and earnings power – the most important characteristics of any business that
create long term value for shareholders. Most of the companies in my sample are
global so there is no distinguish made between country risk and global risk. If we go
to the literature mentioned above, the industry risk usually is analyzed in terms of two
factors – industry and corporate factors. To show the risk in the best way we have to
also analyze the industries through resource based approach. If we consider capital
requirements, brand value, innovation as the necessary resources and barriers of
entry to industries we may find very easily the answers to the questions why some
industries are less risky than others? What makes them also so much outstanding?
If we take capital intensity criteria we get a sample where most of the sectors have
a higher or close to the average Capex/Total Assets ratio and at the same time very
low standard deviation of ROE. Outstanding industries from my sample in terms
of risk, ROE are the followings: Food Products; Healthcare; Electric Utilities; Road
and Railroad; Transportation Infrastructure; Wireless Telecommunication; Food
and Staple Retailing. The common feature of those industries is that they have a low
standard deviation of ROE and at the same time above average capital intensity
(Capex/Total Assets ratio 5–10 %) what creates an entry barrier for competitors.
For the special highlight deserve those industries which have a low Capex/Total
Assets ratio and at the same time high return on equity and low risk, those are the
followings from the table 1: Healthcare; Computers and Peripherals; Textile, Apparel
and Luxury Goods; Beverages but also Specialty Retailing; Internet Software and
Service companies. What is also very interesting when we look at the bottom of that
list we find Airlines, Automobiles, Multiline Retailing sectors which do not belong
to the most low capital intensive industries.
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Table 1. The most outstanding industries according to risk
GICS Industry Name

Number of
Companies

Capex/Assets %

ROE %

St.Dev.
ROE %

Real Estate Investment Trusts

89

5

5.8

0.6

Food Products

77

7

22.3

2.1

Health Care

202

4.1

15.1

2.2

Electric Utilities

49

6.8

12.2

2.3

Road and Rail

44

8.5

17.9

2.4

Computers and Peripherals

28

5.1

20.7

2.7

Textile, Apparel & Luxury Goods

29

4.6

29.5

3.2

Transportation Infrastructure

39

8.9

10.9

3.2

Beverages

30

5.4

17.6

3.7

Wireless Telecommunication Services

54

11.8

22.4

3.8

Industrials

36

4.1

12.6

4.9

Auto Components

42

7.6

10.9

6

Food & Staples Retailing

49

9.3

19.9

6

Oil, Gas and Fuels

175

11.9

19.2

6.4

Specialty Retail

64

4.9

29

6.5

Internet Software and Services

41

6.1

27.9

6.7

Real Estate Management and Developers

69

2.9

14.9

6.8

Electronic Equipment and Instruments

40

7.4

15.1

6.8

Machinery

73

4.7

23

7

Materials

257

7.5

22.8

7.3

Media

78

3.8

14.2

8.4

Energy Equipment and Services

54

8.7

19.9

9.3

Diversified Telecommunication

64

10.4

21.1

10.9

Hotels, Restaurants and Leisure

92

7.4

30.8

11.4

Semiconductors & Semiconductor Equipment

57

8.3

13.7

12.2

Information Technology

39

4.8

37.4

13.8

Communications Equipment

27

3.4

12.1

14.8

Software

52

3.7

29.7

20.3

Multiline Retail

31

5.1

35.4

34.6

Airlines

38

63.6

30.1

36.4

36

6.6

0

42.1

Automobiles
Total

2357

If we analyze the deviations among our global sample it is very easy to notice that
there is no any domestic influence on any particular industries. However, consider‑
ing risk globally it is very important to show risk factors among industries as those
risks are differently priced globally and domestically (Carrieri, Errunza, Sarkissian
2004). In other words most of our outstanding industries in terms of risk are analyzed
globally and there is no significant local or domestic influence.
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Profitability
In my analysis the most important ratio that measures profitability is value crea‑
tion and value added for shareholders in my model captured by Return on Equity
ratio (ROE). If we compare industries in terms of return on equity we will get the
results which to some extent support my opinion that low intensive industries create
bigger value for shareholders than those with high capital requirements. According
to my calculations the most profitable sectors are the followings from table 2: Infor‑
mation Technology; Multiline Retailing; Hotels, Restaurants and Leisure; Airlines,
(high risk); Software; Textile, Apparel and Luxury Goods; Specialty Retailing; Inter‑
net Software and Services. If we adjust them by the risk factor (standard deviation
of ROE) the most outstanding in terms of risk and profitability are: Textile, Apparel
and Luxury Goods; Specialty Retailing; Internet Software and Services; Computers
and Peripherals; Information and Technology – all those industries are among tops,
which have the lowest Capex/Total Assets ratios.
Table 1. The most outstanding industries according to ROE
GICS Industry Name
Information Technology

Number of
Companies
39

Capex/Assets %

ROE %

4.8

37.4

St.Dev.
ROE %
13.8

Multiline Retail

31

5.1

35.4

34.6

Hotels, Restaurants and Leisure

92

7.4

30.8

11.4

Airlines

38

63.6

30.1

36.4

Software

52

3.7

29.7

20.3

Textile, Apparel & Luxury Goods

29

4.6

29.5

3.2

Specialty Retail

64

4.9

29

6.5

Internet Software and Services

41

6.1

27.9

6.7

Machinery

73

4.7

23

7

Materials

257

7.5

22.8

7.3

Wireless Telecommunication Services

54

11.8

22.4

3.8

Food Products

77

7

22.3

2.1

Diversified Telecommunication

64

10.4

21.1

10.9

Computers and Peripherals

28

5.1

20.7

2.7

Energy Equipment and Services

54

8.7

19.9

9.3

Food & Staples Retailing

49

9.3

19.9

6

Oil, Gas and Fuels

175

11.9

19.2

6.4

Road and Rail

44

8.5

17.9

2.4

Beverages

30

5.4

17.6

3.7
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GICS Industry Name

Number of
Companies

Capex/Assets %

ROE %

St.Dev.
ROE %

Health Care

202

4.1

15.1

2.2

Electronic Equipment and Instruments

40

7.4

15.1

6.8

Real Estate Management and Developers

69

2.9

14.9

6.8

Media

78

3.8

14.2

8.4
12.2

Semiconductors & Semiconductor Equipment

57

8.3

13.7

Industrials

36

4.1

12.6

4.9

Electric Utilities

49

6.8

12.2

2.3

Communications Equipment

27

3.4

12.1

14.8

Auto Components

42

7.6

10.9

6

Transportation Infrastructure

39

8.9

10.9

3.2

Real Estate Investment Trusts

89

5

5.8

0.6

36

6.6

0

42.1

Automobiles
Total

2357

Most of the low capital intensive industries have the highest profitability but this
is not explicitly proved by the model as regression between profitability and Capex/
Total Assets ratio is very weak R2=0,04, see graph 2.
Graph 2. Capex and Profitability
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If we want to analyze what matters in the company’s performance – industry
or specific factors of companies, we have to take into account other aspects as
well, like for example corporate culture, economics of the business, resource based
approach, intra‑industry heterogeneity etc. In order to get at least a simple outlook
how the particular industry performs comparing to the other it will be useful to
assess all sectors in more qualitative way. I suggest making a general distinguish
whether company produces goods or services, as some of the research indicate that
there is a significant relationship between the profitability and the fact whether the
company is a service or good producer. We can also simplify this distinguish by
saying that industries which produce goods are much more capital intensive whereas
service companies less. On the other hand services companies may have bigger
exposure to the operating costs and human capital, whereas goods producers are
much more depended on the resource based assets. In this context it is necessary
to find industries which are much more attractive from the investment point of
view. Anderson E.W., Fornell C., and Rust R.T., (1997) tried to find the answer to
the question whether there are any occurrences under which there are tradeoffs
between customer satisfaction growth and productivity in the firms and how this
influences profitability for goods and services companies. The study is carried out
among 2000 Swedish companies. The research is based on the three measures –
customer satisfaction is measured by the customer overall satisfaction index based
on the experience, productivity is measured by the general ratio – sales on the
employee in the company and profitability is calculated as a ROI ratio (Return
on Investments). There are many discrepancies of this theme in the literature and
current research studies do not provide explicit solution of the problem according
to the paper.
It is a very problematic issue for companies to pick the wright proportion
between productivity, customer satisfaction and profitability. Usually it is connected
with the industries’ specifics. The authors of the paper try to explain these phe‑
nomena by the standardization and customization approach. Customization gives
more possibilities to increase customer satisfaction and thus services companies
have bigger potential to increase its customer satisfaction more than companies
which produce goods. In the research authors show that fixed costs in companies
which standardize their products are lower for a unit of product comparing to the
companies which customize their products (we may say they focus on the customer
satisfaction) and thus have bigger fixed costs. The authors argue that services have
a better potential to customize their products and increase customer satisfaction
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than goods. Taken together, the findings suggest support for the contention that
tradeoffs between growth in the customer satisfaction and productivity are more
likely for services but the further findings suggest that in the case of services the
increase of customer satisfaction does not corresponds with the increase in the
company’s productivity and profitability. On the other hand the findings indicate
that the association between changes in customer satisfaction and changes in pro‑
ductivity is positive for goods. In the case of goods there is also positive correla‑
tion between customer satisfaction, productivity and profitability growth. Based
on this article I created a graph 3 which summarizes the main findings in terms
of the profitability, as from my point of view the most important variable in the
industries analysis.
Deliberating profitability it is very essential to underline that profitability
might have different meanings and does not provide equal economic value for
shareholders, as sometimes accounting rules and others ratios like sales growth
level might adversely influence shareholder’s wealth increase (Ramezani, Soenen,
Jung 2002).
If we also take examples of industries which produce goods or services and
compare them with my findings it might give also an outlook on the relationship
between industries in terms of profitability and capital intensity. Lower capital
intensive industries are much more profitable. Usually those are the industries
which produce services, based on the criteria above we may say that in terms of
services it is important to standardize the products, and services by its nature
comparing to goods have better potential to customizes and standardize their
products, but sometimes standardization is expensive and does not correlates with
the profitability.
The industries from my sample like for example Internet Software and Services,
Software, Information Technology are attractive thanks to the technology. They
can customize and standardize their services and be at the same time very profit‑
able. On the other hand we can find industries which produce goods and are very
profitable for example Textile, Apparel and Luxury Goods, Specialty Retailing,
Multiline Retailing. The companies of those industries produce usually customer
goods like for example in the case of luxury goods – they produce high value cus‑
tomer products, which give a potential customer higher levels of satisfaction and
at the same time bring higher profitability to the company.
The graph 3 presents a model of possible tradeoffs of growth in productivity,
customer satisfaction and profitability for goods or services companies:
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Customers satisfaction measured by the Customer experience indices whereas
productivity based on the sales per employee ratio and proﬁtability through the
Return on Investments ratio

Graph 3. Possible tradeoffs of growth in productivity, customer satisfaction and
profitability for goods or services companies
Industry
characteristics
– Goods vs.
Services

Proﬁtability
Management’s decisions
Productivity vs.
Customer
Satisfaction

Standardization vs.
Customization

Goods
Positive correlations between productivity
growth and customer satisfaction for gods
and thus higher proﬁtability

Services

Negative correlations between productivity
growth and customer satisfaction for
services and thus lower proﬁtability

Both customer
satisfaction and
productivity growth
are positevely
correlated with
increase in ROI for
goods – the signiﬁcant
growth of
proﬁtability
Tradeoﬀs are more
likely for services
because of the
customization than
for goods despite the
fact that ROI is not
growing so fast
respectively to the
growth of
productivity and
customer satisfaction

According to the model above we may say that most of the companies standard‑
ize their products and thus are much more profitable, but in order to draw much
more specific conclusions, this theme has to be researched in more details. In my
opinion more focus should be put on the corporate culture and nature of products
or services which those company offer as well as customers and their utility. In the
further analysis there should be also more focus on the customer type, whether it is
a person or other different entity like firm, government, society as their utility might
be different in each of these customers, what in consequences corresponds with the
satisfaction and thus higher potential strength of profits generation.
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Findings
Lower capital intensive industries are much more profitable and much more
attractive form the investment point of view. Some of the high capital intensive
industries are much more attractive considering risk, however the low capital inten‑
sive industries are outstanding in capital requirements, profitability and risk as well.
According to my research the following industries are the most attractive in terms of
capital intensity, profitability and risk: Computers and Peripherals; Textile, Apparel
& Luxury Goods; Specialty Retail; Internet Software and Services; Information Tech‑
nology; Healthcare; Machinery; Materials; Industrials; Food Products.
Based on the main criteria – low Capex/Total Assets and the highest ROE with
the low risk we have to highlight the following industries as outstanding compar‑
ing to others: Textile, Apparel & Luxury Goods, Specialty Retailing, Computers &
Peripherals, Beverages, Internet Software & Services and Healthcare which contains
pharmaceutical and medical companies.
If we start top down analysis, according the first ratio Capex/Total Assets,
the results are predictable and usually companies, which produce services, rather
than goods, are higher, as they have lower capital investments requirements. Based
on the Capex/Total Assets ratio the following industries are among top 10 (table 3) –
Real Estate Management and Developers; Communications Equipment; Software;
Media; Industrials; Health Care; Textile, Apparel & Luxury Goods; Machinery;
Information Technology; Specialty Retail. According to the table 3, at the bot‑
tom there are airlines, which need high capital investments in the assets but at the
same time, they produce decent ROE, but at quite high risk level. Above Airlines
there are Oil and Gas Producers; Wireless Telecommunications Services Provid‑
ers; Diversified Telecommunications; Food & Staples Retailing; Transportation
Infrastructure; Energy Equipment Services; Road and Rails – what characterizes
most those industries, they are much more capital intensive but at the same time
they produce decent ROE at the medium risk level. I would highlight them as those
which are low risk industries.
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Table 3. Industries according to Capex/ Total Assets ratio
GICS Industry Name

Number of
Companies

Capex/Assets %

ROE %

St.Dev.
ROE %

Real Estate Management and Developers

69

2.9

14.9

6.8

Communications Equipment

27

3.4

12.1

14.8

Software

52

3.7

29.7

20.3

Media

78

3.8

14.2

8.4

Industrials

36

4.1

12.6

4.9

Health Care

202

4.1

15.1

2.2

Textile, Apparel & Luxury Goods

29

4.6

29.5

3.2

Machinery

73

4.7

23

7

Information Technology

39

4.8

37.4

13.8

Specialty Retail

64

4.9

29

6.5

Real Estate Investment Trusts

89

5

5.8

0.6

Computers and Peripherals

28

5.1

20.7

2.7

Multiline Retail

31

5.1

35.4

34.6

Beverages

30

5.4

17.6

3.7

Internet Software and Services

41

6.1

27.9

6.7

Automobiles

36

6.6

0

42.1

Electric Utilities

49

6.8

12.2

2.3

Food Products

77

7

22.3

2.1

Hotels, Restaurants and Leisure

92

7.4

30.8

11.4

Electronic Equipment and Instruments

40

7.4

15.1

6.8

Materials

257

7.5

22.8

7.3

Auto Components

42

7.6

10.9

6

Semiconductors & Semiconductor Equipment

57

8.3

13.7

12.2

Road and Rail

44

8.5

17.9

2.4

Energy Equipment and Services

54

8.7

19.9

9.3

Transportation Infrastructure

39

8.9

10.9

3.2

Food & Staples Retailing

49

9.3

19.9

6

Diversified Telecommunication

64

10.4

21.1

10.9

Wireless Telecommunication Services

54

11.8

22.4

3.8

Oil, Gas and Fuels

175

11.9

19.2

6.4

Airlines

38

63.6

30.1

36.4

Total

2357
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Summary
The overall analysis of industries in terms of capital intensity, profitability and
risk indicates that there are some outstanding sectors according to the following
variables: Capex/Total Assets, ROE and standard deviation of ROE. If we analyze
industries based on those three factors separately, we get the following groups of top
10 industries according to the each factor:
• Capex/Total Assets – Real Estate Management and Developers; Communications
Equipment; Software; Media; Industrials; Health Care; Textile, Apparel & Luxury
Goods; Machinery; Information Technology; Specialty Retail
• ROE – Information Technology; Multiline Retail; Hotels, Restaurants and Leisure;
Airlines (high risk); Software; Textile, Apparel & Luxury Goods; Specialty Retail;
Internet Software and Services; Machinery; Materials
• Standard deviation of ROE – Real Estate Investment Trusts; Food Products;
Health Care; Electric Utilities; Road and Rail; Computers and Peripherals; Textile,
Apparel & Luxury Goods; Transportation Infrastructure; Beverages; Wireless
Telecommunication Services
If we try to point out the most attractive industries we have to take those three
factors as most important and thus the following industries have to be highlighted
as the best in the researched sample: Computers and Peripherals; Textile, Apparel
& Luxury Goods; Specialty Retail; Internet Software and Services; Information
Technology; Healthcare; Machinery; Materials; Industrials; Food Products.
Overall analysis implicates that in my sample there are some outstanding indus‑
tries in terms of capital requirements, profitability and risk as well as laggards which
require a lot of capital and are not profitable or have significantly higher risk.
The level of capital has influence on sectors performance based on the findings
of the research. We get different groups of outstanding industries in terms of risk,
profitability and capital intensity.
In order to capture the best industries and have even more better outlook, more
investigation should be done among particular sectors and their specific character‑
istics.
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1. Impact of crisis on public finance in Poland
1.1. Situation of public finance sector
Initially, the world financial did not cause any serious disturbances in Polish
public finances. The effects of the crisis became more discernible in the latter part
of 2008. The government’s reaction to the emerging threat was the Plan of Stabil‑
ity and Development (Plan stabilności i rozwoju) presented on 30 November 2008.
The demand stimulating undertakings stipulated there were to serve the strengthen‑
ing of the Polish economy.
The activities stimulating demand included:
• easier accessibility to corporate loans,
• higher limits of credit guarantees,
• enhanced system of guarantees for SMEs,
• introduction of a bigger investment relief for newly set up companies,
• possibility of including research expenditure into the tax deductible costs.
Legal solutions were worked out to enable the use of public funds to support
financial institutions, for example banks capitalisation. These instruments were never
applied as Polish banks did not require the state aid in any phase of the crisis.
The rise in the consumption demand was to be supported by the continuation
of reduction in the level of tax wedge1, including the following activities aimed at
lowering of tax and quasi‑tax burdens:
• reintroduction of indexation of tax thresholds, tax- free amount and tax deduct‑
ible costs in the personal income tax (PIT),
• gradual lowering of disability pension contribution, on the whole from 13 % do
6 %2,
• replacing three tax rates (19 %, 30 % and 40 %) by two rates (18 % and 32 %) in the
personal income tax (PIT).
The limitation of fiscal burdens positively affects the situation of households and
companies, stimulating the domestic demand but at the same time it substantially
1 Tax wedge is referred to non‑pay costs causing the rise in labour costs after adding tax and quasi‑tax
burdens to the pay obtained by the employee.
2 Till the end of June 2007 the disability pension contribution was paid in equal parts by the
employee and employer (6.5 % of the base each). From July to the end of December 2007 the employee
paid 3.5 %, and the employer 6.5 %. Since 2008 the employee has paid the contribution of 3.5 %, and the
employer 4.5 %.
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reduces the volume of public finance sector revenues. The volume of budget revenues
was negatively affected also by the introduction of family relief and changes in VAT
calculation which were advantageous for taxpayers.
The depletion of public finance sector revenues caused by the economic slowdown
and systemic changes was not accompanied by any activities reducing expenditure,
which resulted in a serious fiscal imbalance in Poland.
Having noticed that Poland exceeded the reference deficit level, on 7 July 2009 the
EU Council made recommendations postulating bringing the general government
deficit below 3 % of GDP in a credible and sustainable manner by taking action in
a medium‑term framework.
The Polish government reacted to it through the amended budget in July 2009,
and at the end of January 2010 it prepared the Plan of Development and Consolidation
of Finance 2010-2011 (Plan Rozwoju i Konsolidacji Finansów 2010–2011).
The world economic crisis exerted a strong impact on the budget for 2010, which
was based on very cautious macroeconomic assumptions. This budget also included
the first elements of fiscal consolidation, such as current expenditure reduction and
pay fund freeze in the public sector.
Based on the experience of other countries, the Polish government came to the
conclusion that fiscal consolidation should be based primarily on the reduction of
expenditure. Since 2011 deficit reducing activities, which included the expenditure
rule, have been implemented. The rule limits the growth rate of discretion expenditure
and new rigid expenditure, which may also include the current rigid expenditure
if the appropriate legal act is modified. If a new draft bill makes this expenditure
grow, it has to be calculated in the total amount of discretion expenditure and new
rigid expenditure; this amount cannot grow faster than 1% annually in real terms.
The expenditure rule is to remain in force until the EU Council repeals the excessive
deficit procedure in relation to Poland3.
In this period the Council of Ministers cannot adopt any draft bills resulting in
a decline in income and/or rise in certain categories of expenditure of public finance
sector units, in relation to the amounts stipulated in the current regulations.
The package of consolidation activities included also solutions enhancing the
system of state budget liquidity management and the improvement of self‑government
units’ results (adoption of the rule of balanced budget, changes in the rules of taking
out liabilities from 2014).

3 Program konwergencji. Aktualizacja 2011 (Convergence programme. Update 2011), Council of
Ministers, Warsaw April 2011, p. 12.
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The draft bills adopted by the Council of Ministers which result in a change
of expenditure of the public finance sector have to determine the limits of this
expenditure within 10 years. It is the requirement remaining effective irrespective
of the deficit level4.
The activities serving the improvement of the situation of public finance sector
includes also raising VAT rates5, freezing pay fund in most units of the sector and
lowering the amounts of funeral allowances. The reduction in the expenditure of
public finance sector is supported also by changes in the old age pension system – in
May 2011 the contributions transferred to the Open Pension Funds were reduced
from 7.3 % to 2.3 %, and eventually (from 2017) – to 3.5 % of the pension base, which
increased the revenue of the Social Insurance Fund.
In the long term the reduction of the deficit should be achieved by a stabilising
(permanent) expenditure rule, which is to cause that the growth in expenditure will
not exceed an average GDP rate growth in the period.
The subjective scope and statistics compilation rules in the public finance sector
are defined by the Act on Public Finance of 27 August 2009 together with the execu‑
tor provisions issued on its basis. From this domestic perspective the basic financial
figures look as presented below.
In the years 2005–2011 the revenues of the public finance sector grew by 58.0 % –
from 382.5 to 604.2 billion zlotys, with the highest growth rate (15.3 %) in 20076,
three years later the dynamics dropped down to only 2.1% (in nominal terms).
Tax collection is the largest source of the public finance sector revenue. In the
years 2005-2011 it amounted on the average to 51.3 % of all the realised revenues.
At the beginning of the analysed period the tax revenue growth rate exceeded 10 %,
and in 2007 the income from this source accounted for as much as 118.4 % of the
income in the previous year. The economic slowdown lowered the dynamics of tax
revenue in 2008, and in 2009 it was 2.5 % over the previous year.
Corporate income tax (CIT) is particularly responsive to the economic situation.
Due to the fact that companies are able to calculate earlier losses, the decline in CIT
incomes was observed also at the time of economic recovery.
In the case of non‑tax revenues, the lowest (negative) rate was recorded in 2010,
when these revenues were realised at the level lower by 0.9 % than in 2009. Non‑tax
revenue is primarily the income from social insurance contributions, that is why it
is so sensitive to the situation on the labour market.
Ibid.
VAT rates were raised from 22 % to 23 % and from 7 % to 8 %, at the same time the rates for basic
foods were reduced from 7 % to 5 %.
6 It resulted, among others, from the inclusion of the European Union funds to the budgetary
incomes.
4
5
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The rise in the public finance sector expenditure in the years 2005–2011 was
similar to that of incomes. Expenditure rose totally by 60.2 % – from 412.1 billion
zlotys to 660.1 billion zlotys. It was definitely unfavourable that during the economic
slowdown in the years 2008–2010, the dynamics of expenditure exceeded the dynam‑
ics of incomes by 4.6–5.8 percentage points.
In 2010 the expenditure growth rate slowed down a little, and in 2011 was the
lowest in the whole analysed period (3.7 %).
Current expenditure constitutes the majority of the public finance sector expendi‑
ture, and its growth rate is lower than the growth rate of capital expenditure.
The introduced systemic changes serve expenditure limitation. The application
of the expenditure rule and pay fund freezing in many public finance sector units,
lowering funeral allowances, lower indexation rate of pension benefits and reduction
in early retirement privileges improve the public finance sector outcome.
The worst outcome of the public finance sector was recorded in 2010. The deficit
exceeded 85 billion zlotys then, which accounted for 6.0 % of GDP. After the intro‑
duction of systemic changes and the improvement of economic situation in 2011 the
deficit of the public finance sector declined to 55.9 billion zlotys (3.7 % of GDP).
Table 1. Income and expenditure of the public finance sector in the years 2005–2011
Specification

2005

2006

2007

2008

2009

2010

2011

bn zlotys

Income total

382.5

420.4

484.9

515.2

539.9

551.2

604.2

1. Current income

376.9

413.9

462.8

488.6

497.3

503.0

546.3

– tax
– non‑tax
2. Capital income
3. EU funds

194.4

218.2

258.4

274.9

268.0

276.0

301.3

182.5

195.8

204.4

213.7

229.3

227.2

245.0

5.6

6.5

7.2

7.1

6.5

7.1

7.2

14.8

19.6

36.1

41.0

Expenditure total

412.1

442.6

483.2

535.8

590.0

636.3

50.7
660.1

– current

376.2

402.8

432.4

475.8

521.5

554.1

573.3

– capital

36.0

39.8

50.8

60.0

68.5

82.2

Deficit/surplus

–29.6

–22.2

1.7

–20.6

–50.1

–85.1

86.8
–55.9

–3.0

–2.1

0.1

–1.6

–3.7

–6.0

–3.7

Deficit/surplus relation to
GDP (%)

Source: Reports on state budget execution for the years 2006–2011, Council of Ministers, Warsaw.

To meet the needs of the European Union, Poland was obliged to report on the
data about the public finance sector according to the principles of the European
System of National and Regional Accounts (ESA’95). The European methodology
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differs from the domestic one both in the institutional scope and the way of present‑
ing and reporting some transactions7. According to ESA’95 the term public finance
sector corresponds with the term general government sector.
Differences between the domestic and Union reporting result in a different
level of income and expenditure, and consequently a different level of deficit and
indebtedness. The acceptable level of the general government sector deficit amounts
according to the European Union standards to 3 % of GDP. In the period when the
public finance was affected by the world financial crisis, this limit was first exceeded
in 2008. The highest deficit of the general government sector was recorded in 2010;
it amounted to 111.3 billion zlotys, equivalent of 7.9 % of GDP. The consolidation
actions implemented by the Polish government led to a reduction in the deficit, but all
the time it was higher than the acceptable limit.
Table 2. Income and expenditure of the general government sector in the years
2005–2011
Specification

2005

2006

2007

2008

2009

2010

2011

532.2

587.0

bn zlotys

Income total

387.1

426.5

474.3

504.4

500.2

Expenditure total

427.1

465.0

496.4

551.4

599.8

643.5

663.8

Deficit

–40.0

–38.5

–22.1

–47.0

–99.6

–111.3

–76.7

Deficit relation to GDP (%)

–4.1

–3.6

–1.9

–3.7

–7.4

–7.9

–5.0

Source: Quarterly information about the macroeconomic situation and state of public finance in the 3rd quarter 2012,
Ministry of Finance, Warsaw 2013.

The state public debt (calculated according to the domestic methodology, as of
the year‑end) grew during the period 2005–2011 from 455.6 billion zlotys to 815.3
billion zlotys (by 74.7 %). The highest growth rate was recorded in 2008 (13.3 %),
the lowest a year before (4.2 %).
In 2010 the state public debt exceeded the 1st cautionary threshold defined in
the Act on Public Finance. A year later the relation of the state public debt to GDP
increased additionally by 0.7 pp and amounted to 53.5 % of GDP.
The general government sector debt grew in the discussed period from 463.0
billion zlotys to 859.1 billion zlotys (by 85.6 %). Like in the case of debt calculated
according to the domestic methodology, the lowest debt growth rate of the general
7 The basic difference is that the data according to ESA’95 are presented on accrual basis, and the
social insurance contributions are reported at the levels possible to collect. As far as the subject scope
is concerned, the biggest difference is that the general government sector includes the funds of Bank
Gospodarstwa Krajowego, also the National Road Fund.
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government sector (4.6 %) was recorded in 2007; and the highest growth rate was
recorded in 2009 (13.9 %).
The relation of the general government sector debt to GDP already in 2009
exceeded 50 %, and in 2011 amounted to 56.4 %. However, it is all the time a lower
level than the one determined in the Maastricht Treaty (60 % of GDP).
A basic difference between the amount of debt calculated according to ESA’95
and the state public debt lies in the fact that the debt of general government sector
is increased by the indebtedness of the National Road Fund and the Railway Fund
and the liabilities on account of the construction of two stages of motorway A1 and
part 2 of motorway A2, but reduced by liabilities due.
The level of public debt depends on the financial situation (borrowing needs) of
the public finance sector units and the macroeconomic situation (GDP growth rate,
interest rate level and currency exchange rates).
The amount of debt is determined by the State Treasury indebtedness, which accounts
for about 95 % of the total amount of indebtedness. It is worth mentioning, however, that
in the years 2005-2011 the debt of the local self‑government sub‑sector grew more than
threefold: from 20.2 to 64.3 billion zlotys. It is primarily the debt of local self‑government
units connected with the implementation of projects co‑financed by the EU funds,
and also the debt of local self‑government independent public health care centres.
Taking into account the total amount of the state public debt, the indebtedness
of the social insurance sub‑sector accounts only for its slim part (in 2010 – 2.0 bil‑
lion zlotys, in 2011 – 2.3 billion zlotys). It cannot be forgotten that it is an amount
resulting from the consolidation with the remaining public finance sector units and
it does include the liabilities of the Social Insurance Fund in relation to the state
budget on account of the taken out loans. The amount of the public debt of the social
insurance sub‑sector before the consolidation accounted for 12.9 billion zlotys in
2010, and rose to 18.2 billion zlotys a year later.
Table 3. Public debt in the years 2005–2011
Specification

2005

2006

2007

2008

2009

2010

2011

bn zlotys

466.6

506.3

527.4

597.8

669.9

747.9

815.3

relation to GDP (%)

47.5

47.8

44.8

46.9

49.8

52.8

53.5

bn zlotys

463.0

506.0

529.4

600.8

684.1

776.8

859.1

relation to GDP (%)

47.1

47.7

45.0

47.1

50.9

54.8

56.4

Public finance debt

General government sector debt

Source: Quarterly information about the macroeconomic situation and the condition of public finance in the 3rd quarter
of 2012, Ministry of Finance, Warsaw 2013 as well as data from the Central Statistical Office.
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In 2012 further actions were conducted in order to improve the outcome of the
public finance sector. Since February 2012 the part of disability pension rate contri‑
bution paid by the employee was raised by 2 pp. The rise in the state budget revenue
is to be achieved by the introduction of a new tax on copper and silver extraction as
well as a higher excise rate on diesel fuel and cigarettes.
From 2013 the amount of budget revenue will be affected by the changes in
regulations concerning personal income tax, including the introduction of a limit
of increased taxable income cost from copyright, a limitation of tax relief for raising
children and removal of Internet tax relief.
Admittedly, on the expenditure side an important role will be played by the pen‑
sion reform introduced in 2013 consisting in a gradual extension of retirement age
and limitation of some privileges connected with early retirement.
It is assumed that investment expenditure will be limited, which results for
example from the reduction in financial investment planned by the National Road
Fund (from 2013) and saving in the budgets of local self‑government units will be
achieved through investment expenditure reduction (it does not concern the projects
co‑financed from the EU funds)8.
Table 4. Forecast level of indebtedness and deficit in the years 2012-2015
Specification

2012

2013

2014

2015

billion zl

845.8

867.6

893.3

941.5

relation to GDP (%)

52.4

51.4

50.5

50.2

bn zl

894.7

920.9

944.8

990.0

relation to GDP (%)

55.5

54.5

53.4

52.8

General government deficit (% of GDP)

–2.9

–2.2

–1.6

–0.9

State public debt

General government sector debt

Source: Convergence programme. Update 2012, Council of Ministers, Warsaw April 2012, p. 51, Strategia zarządzania
długiem 2013–2016 (Debt Management Strategy 2013-2016), Ministry of Finance, Warsaw September 2012, p. 4.

8 Program konwergencji. Aktualizacja 2012, (Convergence programme. Update 2012) Council of
Ministers, Warsaw, April 2012, p. 20.
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1.2. State budget
State budget is the most important segment of the public finance sector; that is
why its analysis is conducted in the study below.

1.2.1. State budget income
In 2005 the state budget income was realised at 179.8 billion zlotys, which
accounts for 102.9 % of the amount planned in the Budget Act for this year. Nearly
all important revenue categories were realised at a higher level than assumed in the
Budget Act. The excise income (93.1% of the plan) was an exception, which was
caused primarily by the systemic changes – resignation from the planned rise in
excise on, for example, light diesel fuel.
The income from CIT appeared to be considerably bigger than planned (107.3 %),
which was affected by a very good financial situation of banks and insurance sector.
Non‑tax income was over 25 % higher than assumed. Much higher than assumed
in the plan were dividends9 as well as incomes of budgetary units, primarily due to
the sales and exchange of bonds in relation to a favourable situation on the treasury
securities market.
In 2006 the state budget income amounted to 197.6 billion zlotys, i.e. 1.2 % more
the assumed in the Budget Act. A good macroeconomic situation favoured the realisa‑
tion of the budget income. Only income from CIT was realised at a low level (96.1% of
the plan), which resulted from re‑estimation of the income forecast for the previous
year on the basis of which estimates for the Budget Act had been made. One of the
most underestimated income items appeared to be dividends again – income on this
account exceeded the plan by 26.2 % due both to a high economic growth rate and
a very low privatisation scale. Privatisation income was realised only at the level of
11.3 % of the plan.
2007 did not bring any distortions in the state budget income realisation.
It amounted to 236.4 billion zlotys, i.e. 103.2 % of the plan. Particularly favourable
income realisation rates were recorded in the area of corporate income tax and
personal income tax. Incomes on this account exceeded the plan by 11.2 % and
9 Dividends include payments from profits of state‑owned companies and sole trader of the State
Treasury companies as well as dividends on account of the shares in companies possessed by the Treas‑
ury.
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11.9 % respectively. So high incomes resulted primarily from a high rate of economic
growth, good financial situation of companies, including first of all banks, which had
an impact on tax calculations in 2007.
The effect of the crisis was first reflected in the budget in 2008. Whereas the
first half of the year was characterised by a high growth rate of consumption and
investment demand, the third quarter saw a considerable investment slowdown.
Other macroeconomic factors deteriorated considerably, which was reflected in the
realisation of budget revenue.
The state budget income in 2008 amounted to 253.5 billion zlotys (89.9 % of the
plan). Tax revenue was realised at the level of 96.2 % of the plan, and non‑tax revenue
at the 104.9 % of the plan. A low realisation of incomes totally resulted primarily from
a low progress in payments from the EU budget, which was of special significance
due to the fact that 2008 was the first year in which these incomes were plan at a high
level, i.e. they accounted for 12.5 % of the planned budget income total10. The funds
from the EU and non‑returnable funds from other sources amounted to 14.7 bil‑
lion zlotys in 2008, which accounted for 41.8 % of incomes stipulated in the Budget
Act. Such a weak outcome was explained, for example, by delays in the preparation
and acquisition of new projects to be conducted in connection with the introduc‑
tion of a new programme implementation system within the Financial Perspective
NSRO 2007-2013, delays in conducting projects and distant dates of undertakings
completion11.
A considerable economic slowdown caused by the crisis in the world economy
led to the amendment to the Budget Act for 2009. The forecast of the state budget
income was reduced by 30.1 billion zlotys (tax income was reduced by 45.6 billion
zlotys, while non‑tax income and income from the EU were raised 7.3 billion zlotys
and 8.2 billion zlotys respectively).
The state budget income in 2009 amounted to 274.2 billion zlotys (90.5 % of the
plan from the original Budget Act and 100.5 % of the amended Budget Act.
The state budget income on account of VAT rose in 2009 by 99.5 billion zlo‑
tys (87.0 % of the plan of the Budget Act and 105,8 % of the plan in the amended
Budget Act) – 2.3 billion zlotys less than in the previous year. This level of income was
affected by both macroeconomic factors (lower economic growth, lower consumption
10 For comparison, in 2007 these incomes were planned at the level of 6.4 % of the state budget total,
and in 2006 and 2005 at 1.1% and 1.6 % respectively.
11 Sprawozdanie z wykonania budżetu państwa za okres od 1 stycznia do 31 grudnia 2008 r. Omów‑
ienie (Report on the execution of the state budget from 1 January to 31 December 2008. Descriptive Part),
Council of Ministers, Warsaw2009, p. 57.
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dynamics and worse economic situation) and systemic factors, e.g. shortened VAT
return time from 180 days to 60 days).
The amendment to planned VAT income was too cautious as the real incomes
on this account appeared to be higher than expected.
Revenues from corporate income tax (CIT) and personal income tax (PIT) in 2009
were also lower than in the previous year.
The revenue from CIT amounted to 24.2 billion zlotys (72.9 % of the amount
planned in the Budget Act and 100.7 % of the amount in the Budget Act after its
amendment). It was an amount 3.0 billion zlotys lower than in 2008 although in 2009
non‑financial companies recorded a gross financial result 19.9 % higher than in the
previous year. Good results were achieved primarily in the last quarter.
Personal income tax brought 35.8 billion zlotys to budget accounts in 2009
(88.9 % of the plan and 104.1% of the amended plan) i.e. 2.9 billion zlotys less than
in 2008. This situation was caused first of all by the systemic changes (the introduc‑
tion of the tax scale with the rates of 18 % and 32 % or change of the tax thresholds)
and a worse situation on the stock exchange, which significantly affected the revenue
from tax on account securities or derivatives sales.
Non‑tax revenues appeared to be very high in 2009. They amounted to 27.4 billion
zlotys, i.e. 42.1% more than a year before. It resulted first of all from the realisation
of income from dividends of 8.3 billion zlotys (5.0 billion zlotys more than in 2008).
Moreover, the state budget account was funded by the income on account favour‑
able exchange rate differences connected with the implementation of the Common
Agricultural Policy of 1.8 billion zlotys.
In 2010 the state budget income amounted to 250.3 billion zlotys, exceeding the
amounts assumed in the Budget Act by 0.5 %. This income is not comparable with
the amount of income in 2009 as in 2010 the European funds budget was excluded
from the state budget.
The economic situation in 2010 proved to be more favourable than assumed in the
Budget Act, thanks to which the income from indirect taxes was realised at a higher
level than initially assumed. However, incomes from CIT (82.8 % of the plan) and
PIT (98.6 % of the plan) were lower than forecast, which resulted primarily from the
calculations for 2009. In the case of the personal income tax, there were lower revenue
from the 19 % tax on incomes obtained for non‑agricultural economic activity and
revenue from the tax on sales of securities.
Non‑tax revenue in 2010 was realised at the level exceeding the plan by 9.3 %,
which was affected by higher‑than‑planned dividends and unplanned payment from
the profit of the national Bank of Poland – NBP (4.0 billion zlotys). Considerable
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lower than expected were incomes on account of fees, fines, interest and other
non‑tax incomes. The realisation of income on this account amounted to 11.2 bil‑
lion zlotys (81.8 % of the plan), among others, due to lower income from the sale of
coupon bonds.
In 2011 the state budget income of 277.6 billion zlotys was 10.9% higher than a year
before. The realisation of income exceeded the plan in the Budget Act by 1.6 %.
A high dynamics was recorded particularly in the area of income from the tax
on goods and services. It was caused primarily by the higher VAT rates12 and the
growth in individual consumption.
Tax revenue in 2011 slightly exceeded the amount forecast in the Budget Act
(by 0.2 %); non‑tax revenue was 15.1% higher than planned, mainly due to the
incomes form dividends and payment from NBP, which were considerably higher
than planned.
Table 5. State budget income in the years 2005–2012
Specification

2005

2006

2007

2008

2009

2010

2011

I–XI
2012

mln zł
State budget income

179.772

197.640

236.368

253.547

274.184

250.303

277.557

262.900

Tax revenue

155.860

174.876

206.385

219.499

214.879

222.553

243.211

227.459

– VAT

75.401

84.440

96.350

101.783

99.455

107.880

120.832

110.992

– excise

39.479

42.078

49.026

50.490

53.927

55.685

57.964

55.166

– CIT

15.762

19.338

24.540

27.160

24.157

21.770

24.862

22.916

– PIT

24.423

28.125

35.359

38.659

35.764

35.593

38.075

35.811

Non‑tax revenue

21.060

20.054

22.448

19.309

27.433

24.502

32.275

34.167

2.853

2.710

7.534

14.739

31.871

3.249

2.072

1.274

.

.

.

.

.

37.709

48.591

53.954

including:

EU funds and non‑returnable
funds from other sources
European funds budget
income

Source: Reports on state budget execution for the years 2005–2011, Council of Ministers, Warsaw and an Operational
report on state budget execution in January- November 2012, Ministry of Finance, Council of Ministers, Warsaw,
December 2012.

12

At the same time VAT rates for some basic foodstuffs were reduced.
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Figure 1. Relation of realised state budget income to previous year income and to the
income planned in the Budget Act*

* The Act after being amended in 2009. A decline of income in 2010 over 2009 results from the division into
the domestic budget and European funds budget.
Source: Reports on state budget execution for the years 2005–2011, Council of Ministers, Warsaw.

1.2.2. State budget expenditure
In the whole discussed period the most important expenditure item was subsidies
and subventions, whose share in the structure of the total state budget amounted on
the average to 48.6 %. Subsidies and subventions are primarily addressed to the units
of the general government sector (first of all to the Social Insurance Fund – FUS
and the Pension Fund of the Agricultural Social Insurance Fund KRUS). Subjective
subsidies addressed primarily to universities constitute an important item as well.
From the point of view of allocation, the biggest amounts are addressed to social
insurance, science and education as well as the basic functions of the state, which
include the expenditure on national defence, public safety, fire protection, the judici‑
ary and public administration.
The state budget expenditure in 2005 amounted to 208.1 billion zlotys, i.e. 99.3 %
of the amount planned in the Budget Act. Lower that planned was the expenditure
for family benefits, premiums for pension insurance from social insurance, coal
extraction and maintenance and operation of public administration.
Subsidies and subventions (including settlements with banks) accounted for
49.4 % of all the budget expenditure. The expenditure for this purpose proved to be
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the most underestimated item at the level of planning – the plan approved in the
Budget Act was exceeded by 5.7.%. After the amendments introduced during the
budget year expenditure realisation accounted for 99.3 %.
Current expenditure of budgetary units (19.2 %) and expenditure on public debt
servicing (11.9 %) constituted a substantial item.
In 2006 expenditure amounted to 222.7 billion zlotys, which accounted for 98.6%
of the plan. Incomplete expenditure realisation was recorded in the area of special
subsidies for local authorities for the return of excise included in the price of diesel
fuel used for agricultural purposes, and also for family benefits, alimony advanced
payment and pension premiums from social insurance.
In comparison with 2005 the biggest rise concerned the public debt servic‑
ing (11.9 %) and subsidies and subventions (10.9 %). Expenditure on subsidies and
subventions was higher than initially forecast, exceeding the plan in the Budget Act
by 3.4 %.
In 2007 budget expenditure amounted to 252.3 billion zlotys, which was 13.3 %
more than in the previous year. The biggest expenditure rise concerned transfers to
households (28.3 %: from 17.9 to 23.0 billion zlotys).
Total expenditure was realised at the level of 97.4 % of the plan, which was affected,
for example, by incomplete use of funds for financing programmes and projects from
structural funds, primarily in agriculture, transport and communication.
The 2008 expenditure amounted to 277.9 billion zlotys and accounted for 110.1%
of the former year’s expenditure. The biggest rise (43.1%) was recorded in expendi‑
ture on financing projects co‑funded by the EU. It should be noted that like in the
previous year this expenditure showed the biggest divergence in relation to the plan.
In relation to the plan in the Budget Act, expenditure accounted for only 55.6 %,
and in relation to the plan after amendments 58.1%.
The state budget expenditure in 2008 was realised at the level of 89.9 % of the
plan as a result of a considerably lower realisation of expenditure assigned primarily
for:
• financing and co‑financing of programmes and projects from structural funds,
• purchases of goods and services and investment expenditure connected with
national defence,
• costs of public debt servicing.
The expenditure on public debt servicing was lower than expected due to the
zloty exchange rate, which was stronger than assumed, changes in the structure of
domestic financing caused by an unfavourable situation on the financial market
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and a limited scale of transactions affecting the domestic debt servicing in the years
2008-2009.
Generally, 2008 was the first year during which the realisation of the state budget
expenditure was so strongly affected (particularly in the 4th quarter) by the macr‑
oeconomic situation deteriorating due to the financial crisis in the world. The state
budget income which was lower than expected as well as uncertainty with regard
to the development of the macroeconomic situation gave rise to a more restrictive
budget expenditure limits set by the Minister of Finance.
During 2009 the effects of the world crisis proved more severe than assumed
when constructing the state budget for this year, which led to the Budget Act amend‑
ment.
The state budget expenditure for 2009 was set at 321.2 billion zlotys. In the amend‑
ment to the Act of 17 July 2009 this limit was reduced by 21.1 billion zlotys (6.6 %).
The most limited expenditure item was miscellaneous settlements (10.5 billion zlo‑
tys), with 7.0 billion zlotys with regard to the expenditure on co‑financing projects
co‑funded by the EU funds and 3.1 billion zlotys with regard to the expenditure on
subsidies and subventions.
Table 6. State budget expenditure in the Budget Act for 2009
Specification
1

Original Act

Amended Act

3–2

bn zl

3:2
2 = 100 %

2

3

4

5

State budget expenditure

321,221

300,098

21,123

93.4 %

Subsidies and subventions

138,155

132,450

5,706

95.9 %

Transfers to households

20,132

20,058

74

99.6 %

Current expenditure of budgetary units

55,609

53,713

1,896

96.6 %

Capital expenditure

18,306

13,946

4,360

76.2 %

State Treasury debt servicing

32,741

30,641

2,100

93.6 %

Contribution to the EU

12,384

12,384

0

100.0 %

Co‑financing of projects with EU funds

43,894

36,907

6,987

84.1%

Source: Budget Act and amended Budget Act for 2009.

The actual state budget expenditure amounted in 2009 to 298.2 billion zlotys,
which accounted for 99.3 % of the amount after the amendment. Below the plan was
primarily the expenditure on financing and co‑financing of projects implemented
from structural funds.
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Taking into account the realisation of expenditure in 2008, the expenditure in
2009 was 7.2 % higher and in real terms this rise amounted to 3.6 %.
In 2010 the European funds budget was excluded from the state budget, which
considerably affected the budget expenditure structure. While in 2009 the share of
expenditure on financing projects co‑funded by the EU budget amounted to 10.9 %
of the state budget expenditure total, in 2010 the share fell down to 3.7 %. Presently,
the domestic budget co‑finances projects co‑funded by the European Union13, while
the expenditure on projects refunded the EU are included in the budget of European
funds.
In the Budget Act for 2010 expenditure was planned at the level of 301.2 bil‑
lion zlotys. The realisation of expenditure was slightly lower (97.9 % of the plan),
which was affected primarily by lower expenditure than planned on co‑financing
projects co‑funded by the European Union. It amounted to 10.9 billion zlotys and
accounted for 68.8 % of the plan in the Budget Act and 78.5 % of the plan after the
amendment.
In comparison with 2009 the expenditure on subsidies and subventions rose most,
by 11.3 billion zlotys (8.4 %). It was affected first of all by a considerable increase in
subsidies for the Social Insurance Fund (7.6 billion zlotys), increase in a part of the
general educational subvention for local self‑government units resulting from the
rise in the base amount for teachers since January and September 2010, and also
higher expenditure for the removal of effects of natural disasters.
The budget for 2011 was constructed with conservative assumptions resulting
from the necessity of taking into account the effects of the world crisis affecting also
the economic situation of Poland as well as a high level of fiscal imbalance.
The state budget expenditure in 2011 amounted to 302.7 billion zlotys, i.e. 10.7
billion zlotys less than planned in the Budget Act. The expenditure on financing
projects co‑funded by the EU, property expenditure and expenditure for covering
costs with regard to the servicing of public debt. In the case of property expenditure,
incomplete implementation of the plan concerned in particular the expenditure in
section National Defence, in section Transport (on public roads and paid motor ways)
as well as expenditure of voivods’ budgets (investment purchases of local authorities
in favour of primary schools and land irrigation).
In comparison with 2010, the state budget expenditure in 2011 was 7.8 billion
zlotys higher (by 2.6 %), in real term it was lower by 1.6 %.
13 The domestic budget still included expenditure on financing projects implemented with the EU
funds, financing technological aid projects and projects funded by EFTA member states, also expenditure
on projects funded by the EU not included in the budget of European funds.
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Table 7. State budget expenditure in the years 2005–2012
Specification

2005

2006

2007

2008

2009

2010

2011

I–XI
2012

bn zl
State budget expenditure

208,133

222,703

252,324

277,894

298,029

294,894

302,682

293,377

Subsidies and subventions*

102,839

114,010

114,869

130,788

133,950

145,245

148,461

147,077

Transfers to households

20,499

17,923

22,994

21,172

20,114

20,892

21,877

21,090

40,064

42,097

45,490

48,506

51,233

53,907

55,339

49,425

10,167

11,066

13,260

14,920

14,654

15,439

14,915

8,213

24,811

27,767

27,500

25,117

32,228

34,143

35,956

41,457

9,753

9,839

10,629

12,224

13,418

14,345

14,731

16,452

.

.

17,582

25,167

32,432

10,923

11,401

9,664

.

.

.

.

.

48,125

60,830

53,562

Current expenditure of
budgetary units
Capital expenditure
State Treasury debt
servicing
Contribution to the EU
Co‑financing of projects
with EU funds
Incomes of European funds
budget

* In the years 2005–2007 the item settlement with banks was included in subsidies and subventions.
Source: Reports on the execution of the state budget in the years 2005–2011, Council of Ministers, Warsaw.

Figure 2. Relation of the realised state budget expenditure to the previous year
expenditure and to the expenditure planned in the Budget Act*

* In 2009 the Act after the amendment. The decline in expenditure in 2010 in comparison with 2009 results
from the division into the domestic budget and European funds budget.
Source: Reports on the execution of the state budget in the years 2005–2011, Council of Ministers, Warsaw.
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It is worth noting that the expenditure rule implemented since 2011 concerns
only flexible expenditure and new expenditure legally predetermined.
According to the calculations of the Ministry of Finance the legally predeter‑
mined expenditure whose level result from separate laws, accounts for about 75% of
domestic expenditure of the state budget total. This expenditure includes, for example,
subventions for local self‑government units, subsidies for the Social Insurance Fund
and Agricultural Social Insurance Fund or costs of public debt servicing. Expenditure
of the discretion nature (flexible) accounts for about 25 % of the state budget overall
expenditure. According to the government it will be necessary to extend the scope
of application of the rule to the biggest possible part of public expenditure14.
It is also worth remembering that some actions aimed at lowering the amounts
public expenditure, are ostensibly aimed only at lowering the budget deficit. Such
actions include, for example, lowering subsidies for the Social Insurance Fund (FUS)
and the completion of FUS shortages by a loan given by the budget seemingly reduc‑
ing the amount of budget deficit.

1.2.3. State budget deficit, financing of borrowing needs and State
Treasury debt
The state budget deficit in 2005 amounted to 28.4 billion zlotys, i.e. 81,0 % of
the plan in the budget plan. The total borrowing needs of the state budget was 10,2
billion higher. It resulted from the consideration of the negative balance of incomes
from privatisation and their allocation (9.8 billion zlotys) and a negative balance of
pre‑financing tasks co‑funded by the EU budget (0.4 billion zlotys).
The state borrowing needs were primarily financed from the domestic sources.
The balance of domestic financing resulted from the realisation of income of 123.6
billion zlotys and expenditure of 97.1 billion zlotys. The income on account of
financing from foreign sources amounted to 71.3 billion zlotys and expenditure to
59.3 billion zlotys.
The financing of the state budget borrowing needs in 2005 were positively affected
by a favourable budget situation (including the budget deficit lower than assumed),
a gradual acceleration of the economic growth rate, a decline in inflation and reduc‑
tion in basic interest rates by the National Bank of Poland.

14. Sprawozdanie z wykonania budżetu państwa za okres od 1 stycznia do 31 grudnia 2011 r. Omówienie,
(Report on the execution of the state budget for the period from 1 January to 31 December 2011. Descriptive
Part), Council of Ministers, Warsaw 2012, p. 52.
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In 2006 the state budget deficit amounted to 25.1 billion zlotys, i.e. 18.0 % less
than assumed in the Budget Act. A negative balance of incomes from privatisa‑
tion and their allocation amounted to 14.5 billion zlotys, and a negative balance of
pre‑financing tasks co‑funded by the EU funds accounted for 2.7 billion zlotys. Thus,
the total state budget borrowing needs amounted to 42.2 billion zlotys, the majority
of which was financed from the domestic sources.
The domestic income in 2006 amounted to 131.7 billion zlotys and expenditure
to 96.4 billion zlotys. The balance of foreign financing was a difference between the
income of 34.0 billion zlotys and expenditure of 27.1 billion zlotys.
2007 saw a budget deficit of 16.0 billion zlotys (53.2 % of the plan). A negative
balance of incomes from privatisation and their allocation (14.8 billion zlotys) as
well as a negative balance of pre‑financing tasks co‑funded by EU (1.2 billion zlotys)
remained to be financed. Thus, the total borrowing needs amounted to 31.9 billion
zlotys and it was the lowest amount in the whole discussed period.
The financing of borrowing needs in 2007 were affected by an unfavourable situ‑
ation on international markets. In the first half of the year the interest rates on the
euro market were growing and from August the main financial markets began to feel
the crisis on the American mortgage credit increasingly strongly.
Nearly 85 % of the borrowing needs were financed from the domestic sources.
The balance of domestic financing resulted from the income of 111.1 billion zlotys
and expenditure of 84,1 billion zlotys. The balance of foreign financing (4.9 billion
zlotys) resulted from income of 25.6 billion zlotys and expenditure of 20.7 billion
zlotys.
In 2008 the state budget deficit amounted to 24.3 billion zlotys (89.9 % of the
plan), a negative balance of incomes from privatisation and their allocation of 18.9
billion zlotys, and a negative balance of pre‑financing tasks co‑funded by the EU of
2.3 billion zlotys. The borrowing needs amounted totally to 45.5 billion zlotys and
were financed mostly from the domestic sources (92.3 %).
The financing of the borrowing needs were under a strong impact of unfavour‑
able conditions on the domestic market and international financial markets, caused
by increasingly large scale of the crisis.
The balance of domestic financing amounted to 42.0 billion zlotys resulting from
the income of 143,1 billion zlotys and expenditure of 101.2 billion zlotys.
Uncertainty and changeability of financial markets caused a rise in the cost of
financing on foreign markets, a limited demand and great changeability on the cur‑
rency market. The balance of foreign financing amounted to only 3.5 billion zlotys
resulted from the income of 24.4 billion zlotys and expenditure of 20.9 billion zlo‑
tys.
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The state budget deficit in 2009 amounted to 23.8 billion zlotys, which accounted
for 131.1% of the plan in the original Budget Act and 87.7 % in the amended Act.
A negative balance of incomes from privatisation and their allocation amounted to
20.5 billion zlotys, and a negative balance of pre‑financing tasks co‑funded by the EU
accounted for 4.4 billion zlotys. Totally 48.7 billion zlotys remained to be financed.
The impact of the unfavourable situation on the financial markets was discernible
in the first quarter of 2009. In the second quarter the demand for bonds, which are
the main source of financing of loans, began to grow slowly. The balance of financ‑
ing from domestic sources amounted to 30.2 billion zlotys; the income amounted
to 157.6 billion zlotys and expenditure 127.4 billion zlotys.
Crisis phenomena were clearly reflected in financing from foreign sources, limit‑
ing access to financial markets and raising the cost of financing. In the second half of
2009 there was a slight improvement – fund acquisition possibilities on international
markets increased and the acquisition cost declined. The situation on the currency
markets also improved: after a high depreciation of the Polish currency in the first
quarter, the zloty began to strengthen gradually. The balance of financing from for‑
eign sources amounted to 18.6 billion zlotys, with the income of 62.1 billion zlotys
and expenditure of 43.6 billion zlotys.
Since 2010 the budget deficit has consisted of the state budget deficit and Euro‑
pean funds budget deficit. The domestic budget deficit amounted to 44.6 billion
zlotys (85.4 % of the plan), and the European funds budget deficit amounted to 10.4
billion zlotys (72.2 % of the plan). A negative balance of incomes from privatisation
and their allocation amounted to 13.3 billion, and a negative balance of pre‑financing
tasks co‑funded by the EU budget accounted for 0.7 billion zlotys. The total amount
of borrowing needs amounted to 69,0 billion zlotys, and was the highest in all the
discussed period.
The financing of borrowing needs in Poland was affected by the crisis of public
finance in Greece and Ireland as well as tensions connected with the threat of crisis
extension to Portugal and Spain. It caused, for example, periodical rises in change‑
ability and uncertainty on the currency markets.
The balance of domestic financing in 2010 amounted to 37.7 billion zlotys as
a result of the income of 168.8 billion zlotys and expenditure of 131,1 billion zlotys.
The balance of foreign financing (31.2 billion zlotys) resulting from the income of
70.8 billion zlotys and expenditure of 39.6 billion zlotys.
In 2011 the state budget deficit amounted to 25.1 billion zlotys (62.5 % of the
plan), and the deficit of the European funds budget accounted for 12.2 billion zlotys
(79.4 % of the plan). Financing was also required by a negative balance of incomes
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from privatisation and their allocation amounting to 9.2 billion zlotys as well as
a negative balance of pre‑financing tasks co‑funded by the EU (0.1 billion zlotys).
The financing of state borrowing needs were determined by a changeable situ‑
ation on the international financial markets, caused by the indebtedness crisis in
the Eurozone and uncertainty with regard to the growth of American economy in
connection with a lower rating of the United States.
The domestic sources financed loans of 31.4 billion zlotys. The domestic income
was realised at 736.8 billion zlotys exceeding the plan by 142.9 %. The income con‑
nected with the management of public finance sector liquidity was much higher
(504.1 billion zlotys) than assumed, including the receipt of some funds in the form
of overnight deposits. In 2011 domestic expenditure amounted to 705.4 billion zlotys,
i.e. 275.9 % of the amount in the Budget Act. Such a considerable excess over the plan
resulted first of all from higher expenditure (by 499.4 billion zlotys) connected with
the management of public finance liquidity management.
The amount of financing from foreign sources depended on changeable and
uncertain situation in the Eurozone. The balance of foreign financing (15.2 billion
zlotys) resulted from the realisation of incomes at the level of 61.6 billion zlotys and
expenditure of 46.4 billion zlotys.
Table 8. State borrowing needs and their financing in the years 2005–2011
2009

2010

2011

45,509

48,730

68,986

15,956

24,346

23,845

44,591

46,606
25,124

.

.

.

.

10,416

12,239

9,805

14,474

14,825

18,890

20,517

13,321

9,163

415

2,665

1,159

2,273

4,368

658

79

38,581

42,203

31,941

45,509

48,730

68,986

46,606

– domestic

26,550

35,298

27,053

41,982

30,174

37,749

31,371

– foreign

12,031

6,905

4,887

3,527

18,556

31,238

15,235

2005

2006

2007

2008

State borrowing needs

38,581

42,203

31,941

State budget deficit

28,361

25,063

.

Specification

Deficit of European funds
budget

bn zl

Negative balance of incomes
from privatisation and their
allocation
Negative balance of
pre‑financing tasks co‑funded
by the EU
Financing of state borrowing
needs

Source: Reports on the execution of the state budget in the years 2005–2011, Council of Ministers, Warsaw.
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From the end of 2005 till the end of 2011 the State Treasury debt rose by 75.2 %
from 440.2 billion zlotys to 771.1 billion zlotys. The biggest annual debt rise was
recorded in 2008 (13.6 %); the State Treasury indebtedness rose then nominally by
68.4 billion zlotys.
In 2010 the relation of the State Treasury debt to GDP was slightly below 50 %,
a year later this threshold was exceeded.
A decisive impact on the amount of debt is exerted by the amount of the budget
deficit and borrowing needs connected with it. The debt rise, due to a substantial
significance of denominated debt instruments, was also caused by the depreciation
of the zloty15.
Table 9. State Treasury debt in the years 2005–2011
Specification
State Treasury debt
Relation of State Treasury
debt to GDP

2005

2006

2007

2008

2009

2010

2011

bn zl
440.2

478.5

501.5

569.9

631.5

701.9

771.1

44.8 %

45.2 %

42.6 %

44.7 %

47.0 %

49.5 %

50.6 %

Source: Reports on the execution of the state budget in the years 2005–2011, Council of Ministers, Warsaw and data
from the Central Statistical Office.

2. Poland, a bureaucratic and protective state?
Consequences for the economic growth and the well
‑being of the nation
According to Jarosław Gowin „we live in a country of soft authoritarianism. It does
not concern only Poland but the whole model which has developed in Europe in the
last several dozen years. A bureaucratic and protective state is a state of such a soft
sticky authoritarianism. It tries to solve problems for us for the sake of our good,
but in real term sit limits our freedom teaching us not to be responsible for our‑
selves and our closest relatives. Today, this state is going bankrupt, I do not conceal,
much to my satisfaction, and in a double sense too. The first one, literal, this state
is too expensive: even the richest communities are not able to maintain structures
15 According to the estimates of the Ministry of Finance the weakening of the domestic currency in
the years 2008-2010 caused a rise in indebtedness of nearly 2 % of GDP, and in the years 2008-2011 of
over 4 % of GDP (compare Finanse publiczne w Polsce w okresie kryzysu (Public finance in Poland in the
period of crisis), Ministry of Finance, Warsaw 2012, p. 34).
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developed in this way. Second, it goes bankrupt morally, the crisis of confidence to
politics, which can be seen at present, is to a large extent the lack of confidence do
the welfare state”16.
The observations on the basis of the data presented in Tables 10 and 11 about
a relatively low scale of GDP redistribution in Poland in relation to other European
Union countries may be misleading, and conclusions drawn on from this analysis
may be completely false. On the one hand, the needs of individual countries can‑
not be forgotten; actually, they can only be satisfied in the centralised system due
to their character and volume of outlays. And in this context Poland appears to be
an underinvested country. Admittedly, the condition of broadly understood material
infrastructure and insufficient investment in human capital are factors which hinder
the economic growth. On the other hand, the observations made only on the basis
of a simple comparison, without any in‑depth analysis, e.g. GDP level per capita,
are misleading as the level GDP redistribution does not translate in our country
into a high level of well‑being of Poles. This situation results from, for example,
the structure and character of budget expenditure, which are typical of a social state.
The comparison of GDP redistribution in Poland with other countries does give any
reasons for feeling satisfied and calm. It should be borne in mind that a very high
level of rigid expenditure in the total expenditure is the reason why the fiscal policy
in Poland is not and cannot be flexible. The level of rigid expenditure and its share in
the total expenditure shows the degree of the protective state, which is often associ‑
ated, and rightly so, with a wasteful country which slows down its GDP growth rate,
which could otherwise be possible to achieve. In the years 2005-200717 the share of
rigid expenditure in the state budget expenditure amounted to 72.5 %, 74.3 % and
73.1% respectively18.
Our fiscal exposition is unfavourable in relation to the development needs of the
country. We are still spending too much: remembering that Poland with regard to
16 150 lat temu bylibyśmy w tym samym obozie (150 years ago we would have been in the same
bloc) – interview with Jarosław Gowin, Marcin Celiński and Joanna Łopat, interview on blog Liberte in
Tok FM, 2013-02-20
17 From 2008 to 2011 Ministry of Finance did not publish any information on rigid expenditure,
so for objective reasons the analysis concerning these issues had to be narrowed as far as the time horizon
of consideration goes. On 8 September 2011 There was information issued by the Ministry of Finance
(unpublished) that in 2010 the share of rigid expenditure in total expenditure amounted to 75 %. Similarly,
in the report on the realisation of the state budget in the period from 1 January to 31 December 2011 the
share of the rigid expenditure in total expenditure was estimated at the level of about 75 %.
18 Sprawozdanie z wykonania budżetu państwa za okres od 1 stycznia do 31 grudnia 2007 r. Omów‑
ienie (Report on the execution of the state budget from 1 January to 31 December 2007. Descriptive Part)
Vol. 1, Part 1, Chapter 3. Wydatki budżetu państwa (State budget expenditure). Council of Ministers,
Warsaw 2008, p. 103.
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its GDP per capita is rather poor in comparison with other rich countries belonging
to the European Union.
The share of expenditure in GDP in Poland at the level of 43.2 % (2012) is too
high and the expenditure is relatively much higher than the burdens of such countries
as Sweden, Denmark, of France observed when these countries had a similar GDP
level per capita to the one achieved in Poland at present19.
• In our case we should look at the expenditure policy of the countries which
achieved a 7 % economic growth in the long term or are achieving it at present20.
Our eye‑sight and our mind should be directed to the so‑called economic tigers,
which can climb the ladder in order to attain a superior goal, i.e. the wealth at the
desired level. In all these countries cuts were made in the budget expenditure,
which in turn translated into a lowered fiscalism. Low taxes constitute one of
the most important driving mechanisms of economic systems. Big and growing
social expenditure (compare discussion about rigid expenditure) leads to high
and growing taxes. The country which works its way up, and Poland in a country
like this, with the budget expenditure share in GDP of over 43 %, cannot become
such an economic tiger. As rightly pointed to by professor L. Balcerowicz, with
this sort of social burden, the maximum economic growth rate may account for
4–5 %, not 7–10 %21. According to the professor all economic tigers were char‑
acterised by a common feature: they began with a low level of economic growth
and maintained the relation of expenditure and taxes to GDP at about 20 %.
China, India, and also Pakistan and Indonesia are economic tigers22. There is
a certain rule in the growth of economies in the world saying that the countries
beginning with a low level of development (measured through, for example,
GDP per capita), in order to climb at a higher level of desired wealth of the nation,
have to maintain over a long period of time a high GDP growth rate exceeding
7 % and even 8 % (year over year) being attentive so that the inflation rate would
not exceed the threshold determined by a rational monetary policy conducted
in a given country.
19 L. Balcerowicz, Ekonomia i etyka państwa socjalnego (Economics and ethics of social state). Lecture
for Polish Business Council, 1 February 2006.
20 It should be remembered that after 2007 the economic growth rate in the majority of countries
slowed down, in some countries there was even a recession due to the world economic crisis.
21 The international economic slowdown should not be forgotten in this place, in many countries
there was even a recession, whose symptoms appeared so clearly after 2007 as a result of the economic
crisis of the world scope. Its development and effects with regard to macroeconomic relations are difficult
to predict, even from the perspective of 2013 (when this was written).
22 Discussing the problems of economic tigers, the economic slowdown recorded in many countries
caused by the world economic crisis should be considered.
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After achieving a definite level of GDP per capita, these countries could afford
to ease the high growth rate so as not make the economy overheated, which results
in the appearance of inflationary impulse. Certainly, it should be remembered that
the slowdown of economic growth, also recession, recorded in recent years result
from the imbalance of economic systems in some countries; at the moment they
result from the international economic crisis. Furthermore, tax or quasi‑tax burdens
which concern non‑pay labour costs or constitute the burden of gross remunera‑
tion received by the employee23 hinder to a large extent the rise in employment24.
Moreover, social systems weaken the motivation to seek employment. The more
social state, the less people feel the need to do something on their own as a social state
curbs entrepreneurship. Also a strong protection of employees against being fired
causes a long term unemployment as entrepreneurs show less initiative to employ
new people. It may sound paradoxical, but an inflated protective state favours social
diversity. An OECD research indicates that high unemployment is to be paid for by
the weakest groups, which has even a stronger impact on the lowering of their stand‑
ard of living25. There is a reflection in this place: is calling Poland a protective state
appropriate? If we analyse the constitutive components indicated by L. Balcerowicz
to describe this sort of state, it would seem that there should be no terminological
doubt. However, the problem appears when we compare the quality and the level of
benefits provided by our state in relation to the benefits provided by the countries
belonging to the group called welfare state in the 1970s.
Poland, maintaining its present fiscal position, which results in 80–90 % from
the development of a social state, with the present pace of economic reform will stay
behind its neighbours. The existing fiscal exposition of Poland, with a considerable
share of rigid expenditure in the total public expenditure, is an obstacle to develop
an active and flexible policy of the general government sector in the area of public
finance. A 75 % share of rigid expenditure in total expenditure as well as their char‑
acter gives rise to a reflection – our state is over‑protective, however the quality of
services rendered by this protective state leaves much to be wished, and speaking
straight their quality is very low26. Without radical changes it may appear that our
23 Tax wedge amounted in Poland in 2006 to about 44.0 %, which means that in order to obtain
1 zloty of net remuneration – considering the structure of labour costs, with an average monthly net
remuneration of 1,674.54 zlotys, the funds corresponding to labour costs of the total volume of 1.79
zlotys had to be launched.
24 Compare K. Polarczyk, Klin podatkowy a bezrobocie (Tax wedge and unemployment). Sejm Analysis
Office, June 2007, p. 2.
25 L. Balcerowicz, Ekonomia i … (Economics and…), op. cit.,
26 J. Ostaszewski, E. Kosycarz, Budżet zadaniowy jako narzędzie racjonalizacji wydatków publicznych
w Polsce (Performance based budgeting as a tool to rationalise public expenditure in Poland), in: Eseje
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state will not be able to meet all its commitments. Already today, there are signals
from different environments analysing the state and forecasts of the development of
Polish economy that in the near future the standard of living of old age pensioners
from the so‑called post‑war baby‑boom period may become considerably lowered.
Let me underline – this is not a catastrophic prophecy but a forecast based on simu‑
lations conducted by various economists27.
Thus, we spend much, and the relation between the effects and outlays cannot be
accepted by an economist without numerous doubts and reservations with regard to
the conducted fiscal policy. It is the structure of state budget expenditure (subventions
for local self‑government units, subsidies for FUS and KRUS) that reflects ineffective
systemic solutions which, as a consequence, while increasing the level of fiscalism in
Poland, hinder the economic growth rate. If this expenditure was dominated by for
example state outlays for financing of a broadly perceived infrastructure, constituting
the basis for the development of private investment, the expenditure policy could
be assessed in a different way, as the change in the structure of expenditure could
prove that the state wants to compensate, as an investor, for the historically inherited
arrears. This does not happen though; we design incredible funds for consumption,
which makes us go away from the so‑called economic tigers in relation to the national
wealth growth rate and approach rich countries at an unsatisfactory pace.
On the basis of the aforementioned statements there may appear a conclusion
concerning the lack of logic in the model of state called by us over‑protective. If the
statement is true that not many people are satisfied with the quality of services
rendered by the institutions belonging to the general government sector, there is
a question to be asked, not without any logic, namely: who is the beneficiary of this
sort of state? or do we have to do with a self‑protective state? This term means that
with huge public expenditure in relation to GDP, funds are badly allocated and to
a large extent wasted28. What mechanisms should guarantee their rational allocation
and stop wasting them? The pathology in this area is certainly reinforced by social
phenomena consisting in lowering social sensitivity and responsibility, at least on
the part of those people who, while spending public funds, treat them as nobody’s
funds. The answer to this question is neither simple nor easy. Certainly, the control
mechanisms themselves aimed at checking the level of obeying the budget discipline
are not sufficient. Also the law – the Public Procurement Act, which is controversial
o finansach publicznych (Essays on public finance), ed. J. Ostaszewski, SGH, Warsaw, p. 222.
27 D. Pawłowska, R. Omachel, Emerytury zagrożone (Threatened Pensions), „Dziennik” no. 79 of
21 July 2006, p. 1 ff.
28 J. Ostaszewski, E. Kosycarz, Budżet zadaniowy… (Performance based budgeting…), op. cit.,
p. 222.
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with regard to detailed practical solutions, does not meet the expectations in this area.
Perhaps, a breakthrough solution of high effectiveness will be a constantly improved
performance based budgeting, which is enriched in relation to the traditional budget‑
ing with the efficiency part. The efficiency part provides information about goals and
priorities of the government, the degree of achieved goals by the public sector units,
about the effectiveness of performance of state institutions and public offices29.

Conclusions instead of summary
1.	 The world financial crisis which began in the United States in 2007 relatively
quickly started to affect also the real sphere of economies of most countries.
The scope of crisis phenomena extorted governments’ and central banks’ inter‑
vention consisting in the support for the liquidity of the financial system,
increasing the level bank deposits guarantee in order to avoid a bank run, capital
support of the financial sector units as well as developing support programmes
for individual industries or the whole economy30. The scale of the intervention is
reflected in the fact that from 1 October 2008 till 1 October 2012 the European
Commission approved the aid for the financial sector of totally 3,394 billion
euros, i.e. 27.7 % of the EU GDP) – including mainly guarantees concerning
bonds and bank deposits – approved already in 2008. Since 2008 the aid has
been aimed to a greater extent at bank capitalisation and aid connected with the
assets of a reduced value31. In the years 2008-2011 the total amount of 1,615.9
billion euros (12.8 % of the EU GDP.).
2.	 There is an important role of the European Central Bank in mitigating the
effects of the present crisis. Since 2007 this bank has provided central banks
with an unlimited access to liquidity not only in the common currency but also
in the American dollar, the Swiss franc and the British pound. These activities
determined the next credit actions, which had a direct impact of the level of
consumption and investment in the Eurozone, and in this way they decided
about the condition of national economies32. The ECB gradually extended the
period over which commercial banks could borrow funds with three or six
Ibid, p. 223.
Finanse (Finance), collective work ed. J. Ostaszewski…, op. cit., p. 85.
31 European Commission report. Table of results on the scope of state aid – update 2012, COM(2012)
778 final.
32 K. Kochaniak, Polityka pieniężna Europejskiego Banku Centralnego w latach 1999–2011 (European
Central Bank monetary policy in the years 1999-2011), op. cit., pp. 83-84.
29
30
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monthly LTRO (Longer‑Term Refinancing Operation) applied at the beginning
of the crisis to 3 yearly loans granted in the years 2011-2012. An enormous scale
of ECB intervention is shown in the following numbers: within two 36 month
LTRO tranches which took effect in December 2011 and February 2012 the
European Central Bank lent over 1 billion euros to fund several hundred com‑
mercial banks.
3.	 Analysing the course of the present crisis, it may be said that its results appeared
with all the might in 2009: GDP declined in nearly all EU member states except
for Poland, which as the only EU country recorded a GDP growth (1.6 %).
The scale of the economic recession in 2009 is shown in the average decline
of the real GDP amounting to 4.4 % with regard to 27 EU member countries,
and 4.4 % in the Eurozone countries (17 countries). Such a significant GDP
drop was primarily caused by the reduction in investment expenditure, which
in 2009 in the whole EU declined by 15.3 % in comparison with 2008.
4.	 In the years 2010-2011there was an improvement in the macroeconomic situ‑
ation – in a decisive majority of countries there was an economic growth,
and GDP in the whole Union in real terms rose by 2.1% in 2010 and 1.5 % in
2011. It came as a result of an investment growth, as the level of consumption
expenditure after rising by 1% in 2010, remained unchanged in 2011.
5.	 The forecast data concerning the GDP growth rate in 2012 indicate a significant
deterioration in the Union economic condition: the real Gross Domestic Product
in the whole Union (27 countries) is to decline in comparison with 2011 is to
decline by 3.3 %, and in the Eurozone the forecast decline will be even bigger
and may amount to 0.6 %. Similarly, the forecast for 2013 assumes that the whole
economy of the Eurozone will remain in crisis, with the estimated GDP decline
is to smaller than in 2012 smaller and amount to 0.3 %. It is also forecast that
GDP in the whole Union will remain at a similar level to 2012 (the forecast GDP
growth is to amount to 0.1%), and a considerable of improvement of the Union
economy condition should take place in 2014 (the assumed GDP growth in the
whole Union is to amount to 1.6 %).
6.	 The Union GDP growth forecast for 2014 in to a large extent based on the
assumed investment growth (4.5 % in relation to 2013), and to a lesser extent
on the rise in consumption expenditure (the assumed rise of 0.9 % over 2013).
From the perspective of the reconstruction of EU economic growth, a positive
assessment should also be given to the forecasts of higher dynamics of exports
than imports.
7.	 The crisis brought significant changes on the labour market, which in many
countries became an employer’s market. An average unemployment rate in the
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EU countries (27 countries) rose in the years 200-2012 from 7.1% to 10.5 %,
with the largest annual rise of 1.9 % in 2009, when GDP dropped in 26 out of 27
EU countries. At present, the situation is particularly dramatic on the Spanish
labour market, which due to the crisis has recorded an over threefold unem‑
ployment rate rise from 8.3 % in 2007 to 25 % in 2012, which means that every
fourth inhabitant of this country is out of work.
8.	 The economic breakdown which took effect in Lithuania, Latvia and Estonia
directly affected the situation on the labour market in these countries – during
only two years (2008-201) the unemployment rate in Lithuania rose from 5.3%
to 18.0 %, in Latvia from 8.0 % to 19.8 %, and in Estonia from 5.5 % to 16.9 %.
However, in these countries, unlike Spain, Portugal or Greece, the situation on
the labour market has been improving since 2011, and 2012 continued a trend
pointing to a further reduction in unemployment rate.
9.	 An essential problem in the majority of EU countries is a high level of unemploy‑
ment among young people who frequently have not taken their first jobs yet.
It seems that the solution to this problem requires multi‑aspect activities, begin‑
ning with the changes in the area of education, including vocational education,
by means of the elimination of different barriers hampering the development
of entrepreneurship, and ending with the improvement of European economy
innovativeness and competitiveness.
10.	 An important problem of modern economies, not only the Union economies,
is the expansion of grey zone. The latest estimates concerning this problem
indicate a worrying trend of the expansion of informal economy all over the
world. An analysis made by the world authority in the area professor Schneider
of the Johannes Kepler University in Linz together with a leading consultancy
A.T. Kearney, indicates a big rise in untaxed transactions without control applied
in the formal economy. While in 2009 the shadow economy slowed down due
to enormous economic slowdown, 2010 saw its rise again33. The analyses made
by the Professor indicate that in 2007 the shadow economy in Europe was
estimated at 2.1 billion euros, and in 2011 it grew by 5 % (estimated 2.2 billion
euros)34. Professor Schneider claims that at the end of the first decade of the 21st
33 The Shadow Economy in Europe, 2010. Using electronic payment systems to combat the shadow
economy. Report made to the order of Visa Europe by professor Friedrich Schneider from the Johannes
Kepler University in Linz together with a leading consultancy A.T. Kearney, p. 4.
34 The Shadow Economy in Europe, 2011. Using electronic payment systems to combat the shadow
economy. Report made to the order of Visa Europe by professor Friedrich Schneider from the Johan‑
nes Kepler University in Linz together with a leading consultancy A.T. Kearney, p. 1, access to website
2012-08-17.
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century there were no special pathologies in the economic systems to affect the
development of informal economy. Its growth results entirely from the escape
of formal economic activity from taxation. According to professor Schneider
it results from the world economic crisis which encourages more and more
people to omit fiscal burdens and make informal transactions. In other words,
the shadow economy is a kind of shock absorber in difficult crisis times35.
11.	 The shadow economy slowly, but efficiency “dismantles” economies of many
countries, in which share in GDP is substantial. Leadership centres seem to be
defenceless, which results in reaching to these taxpayers’ pockets from whom
it is easy to collect public duty. Such a policy is not acceptable as it leads in
a straight line to the breakdown of socio‑political systems.
12.	 With regard to the general government sector expenditure, it is worth pointing
to the trend after 2007. In 2008 a rise of the share of expenditure in GDP over
the previous year was recorded in twenty countries belonging to the EU and
being OECD members at the same time. A decline occurred only in Hungary
(of 1.5 pp). Comparing the redistribution of GDP in the years 2008-2012 one
can easily see a clear phenomenon occurring in the majority of EU/OECD
countries which consist in the rise of the share of public expenditure in GDP
(15 countries), which proves the rise in the role of state in the economies of
all the countries, a lower GDP growth rate, economic recession in many coun‑
tries (negative GDP rate).The analysis of the years 2008 and 2012 shows the
rise in the GDP redistribution in the following countries: Austria, Belgium,
the Czech Republic, Denmark, Finland, France, Germany, Italy, Luxembourg,
Holland, Portugal, Slovakia, Slovenia, Spain, Sweden, and a decline in the share
of public expenditure in GDP in four countries: Estonia (0.9% point), Hungary
(0.4 % point), Great Britain (0.4 % point) and Greece (0,2 %point). In Poland
and Ireland the level of fiscalism in 2008 and 2012 was identical and amounted
to 43.2 %. These facts were caused to a large extent by the world economic crisis
and substantial intervention of governments of individual countries in their
economic and financial systems.
13.	 Considering the level of fiscalism from the perspective of share of taxes and
para‑taxes in GDP, it worth pointing to the impact of the world economic crisis
on the analysed relations. In 2008 in comparison with the previous year, the rise
in the share of public duties in GDP was recorded in 10 countries (it should be
remembered that in the same period the rise of the share of expenditure in GDP
was recorded in as many as 20 countries (except for Hungary). Such a situation
35

http://www.economist.com/node/16784402, access to website 2011-09-11
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means that some countries did not react to the increased share of expenditure
of the general government sector with raising taxes not wishing to contribute
to even faster slowdown of their economies; however, at the expense of dete‑
riorated revenue‑expenditure relations. A decline in redistribution (taxes and
para‑taxes) in 2008 in relation to 2007 was recorded in 7 countries: the Czech
Republic, Denmark and Italy; in four countries: Greece, Hungary, Portugal and
Slovenia no changes were recorded. The analysis of the period 2008- 2012 shows
similar trends in the area of described phenomena. The rise in GDP redistribu‑
tion occurred in 14 countries (Austria, Belgium, the Czech Republic, Denmark,
Estonia, Finland, France, Germany, Greece, Hungary, Italy, Poland, Portugal and
Slovenia), and a decrease in the share of public duties in GDP was recorded in
6 countries: Ireland, Luxembourg, Holland, Spain, Sweden and Great Britain.
It should be noted that all 4 countries, which recorded a drop in the share of
expenditure in GDP in the years 2008-2012 Hungary, Estonia, Greece and Great
Britain) had an increased share of taxes and para‑taxes in their GDPs. These
facts were caused by an aggressive fiscal policy, to a large extent aimed at the
reduction in budget deficit shares in their GDPs.
14.	 A growing fiscal imbalance in Poland in the years 2008–2010 resulted on the
one hand from the negative effect of the world economic crisis on the macr‑
oeconomic situation in the country, on the other it resulted from the systemic
changes which were expensive for the budget. The shortage of public sector
income was not compensated with an appropriate reduction in the scale of
expenditure.
15.	 An indirect effect of the crisis on the world markets was a radical reduction in
domestic consumption dynamics caused by the curb on rises in remuneration
in the majority of Polish companies as well saving introduced by the govern‑
ment, e.g. freezing remuneration in the budget sector and restrictive planning
of budget material expenditure. The decline in consumption demand had to
cause a lower economic growth dynamics, and consequently the lowering of
public finance sector income dynamics in Poland.
16.	 The negative effects, for public finance sector, of the fading consumption demand
were essentially compensated by the inflow of the EU budget funds to Poland,
which created an additional investment demand.
17.	 A basic source of financing of Poland’s borrowing needs is sales of treasury
securities, in particular bonds, An unfavourable economic situation on inter‑
national markets considerably affected the situation on the domestic treasury
securities market and on the currency market. A changeable and uncertain
situation seriously hindered financing on international markets.
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18.	 Till 2010 the priority was given in Poland to the activities aimed at the rise in
investment and consumption demand, which improved the economic situation
in the country but at the same time limited the volume of budget income.
19.	 The consolidation activities implemented since 2011 have focused primarily
on the limitation of expenditure. The expenditure rule refers to only 25 % of
budget expenditure. The expenditure reduction is to be achieved also by means
of systemic changes concerning first of all the social insurance area.
20.	 Poland’s improved fiscal situation in 2011 was achieved thanks to a better
economic situation in Poland and in the world as well as the implemented
systemic reforms.
21.	 Since 2012 activities have been undertaken to increase the public finance sector
incomes consisting in heavier tax and quasi‑tax burdens.
22.	 A durable improvement of the public finance situation is to be achieved, after
reducing the deficit to the level accepted by the European Union, by the intro‑
duction of the stabilising expenditure rule.
23.	 According to Jarosław Gowin36 we live in a country of soft authoritarianism.
It does not concern only Poland but the whole model which has developed in
Europe in the last several dozen years. A bureaucratic and protective state is
a state of such a soft sticky authoritarianism. It tries to solve problems for us for
the sake of our good, but in real term sit limits our freedom teaching us not to
be responsible for ourselves and our closest relatives. Today, this state is going
bankrupt, I do not conceal, much to my satisfaction, and in a double sense too.
The first, literal one is that this state is too expensive: even the richest communi‑
ties are not able to maintain structures developed in this way. The second mean
that it goes bankrupt morally, the crisis of confidence to politics, which can be
seen at present, is to a large extent the lack of confidence do the protective state.
The more protective state, the less people feel the need to do something on their
own, as protective stet hinders entrepreneurship.
24.	 The observations on the basis of the data presented in Tables 10 and 11 about
a relatively low scale of GDP redistribution in Poland in relation to other Euro‑
pean Union countries may be misleading, and conclusions drawn on from this
analysis may be completely false. On the one hand, the needs of individual
countries cannot be forgotten; actually, they can only be satisfied in the central‑
ised system due to their character and volume of outlays. And in this context
36 150 lat temu bylibyśmy w tym samym obozie (150 years ago we would have been in the same
bloc) – interview with Jarosław Gowin, Marcin Celiński and Joanna Łopat, interview on blog Liberte in
Tok FM, 2013-02-20
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Poland appears to be an underinvested country. Admittedly, the condition
of broadly understood material infrastructure and insufficient investment in
human capital are factors which hinder the economic growth. On the other
hand, the observations made only on the basis of a simple comparison, without
any in‑depth analysis, e.g. GDP level per capita, are misleading as the level GDP
redistribution does not translate in our country into a high level of well‑being
of Poles. This situation results from, for example, the structure and character
of budget expenditure, which are typical of a social state. The comparison of
GDP redistribution in Poland with other countries does give any reasons for
feeling satisfied and calm.
25.	 It should be borne in mind that a very high share of rigid expenditure in the
total expenditure is the reason why the fiscal policy in Poland is not and cannot
be flexible. Our fiscal exposition is unfavourable in relation to the development
needs of the country. We are still spending too much: remembering that Poland
with regard to its GDP per capita is rather poor in comparison with other rich
countries belonging to the European Union. The share of expenditure in GDP
in Poland at the level of 43.2 % (2012) is too high and the expenditure is rela‑
tively much higher than the burdens of such countries as Sweden, Denmark,
of France observed when these countries had a similar GDP level per capita to
the one achieved in Poland at present.
26.	 There is a certain rule in the growth of economies in the world saying that
the countries beginning with a low level of development (measured through,
for example, GDP per capita), in order to climb at a higher level of desired wealth
of the nation, have to maintain over a long period of time a high GDP growth
rate exceeding 7 % and even 8 % (year over previous year) being attentive so
that the inflation rate would not exceed the threshold determined by a rational
monetary policy conducted in a given country.
27.	 Poland, maintaining its present fiscal position, which results in 80–90 % from the
development of a social state, with the present pace of economic reform will stay
behind its neighbours. The existing fiscal exposition of Poland, with a consider‑
able share of rigid expenditure in the total public expenditure, is an obstacle to
develop an active and flexible policy of the general government sector in the area
of public finance. The 75 % share of rigid expenditure in total expenditure as well
as their character gives rise to a reflection – our state is over‑protective, however
the quality of services rendered by this protective state leaves much to be wished,
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and speaking straight the quality is very low37. Without radical changes it may
appear that our state will not be able to meet all its commitments.
28.	 It is the structure of state budget expenditure (subventions for local self
‑government units, subsidies for FUS and KRUS) that reflects ineffective sys‑
temic solutions which, as a consequence, while increasing the level of fiscalism
in Poland, hinder the economic growth rate. If this expenditure was dominated
by for example state outlays for financing of a broadly perceived infrastructure,
constituting the basis for the development of private investment, the expendi‑
ture policy could be assessed in a different way, as the change in the structure
of expenditure could prove that the state wants to compensate, as an investor,
for the historically inherited arrears. This does not happen though, we design
incredible funds for consumption, which makes us go away from the so‑called
economic tigers in relation to the national wealth growth rate and approach
rich countries at an unsatisfactory pace.
29.	 On the basis of the aforementioned statements there may appear a conclusion
concerning the lack of logic in the model of state called by us over‑protective.
If the statement is true that not many people are satisfied with the quality of
services rendered by the institutions belonging to the general government sec‑
tor, there is a question to be asked, not without any logic, namely: who is the
beneficiary of this sort of state? or do we have to do with a self‑protective state?
This term means that with huge public expenditure in relation to GDP, funds
are badly allocated and to a great extent wasted.
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Summary

Joanna Dominowska

Independent Supervision in a Corporate Entity: a Legal and
Economic Study
The purpose of this article is to provide an answer to the question whether bringing
independent members into the supervisory boards of the associations of capital is
effective from the economic point of view, i.e. whether it contributes to the increase
of the shareholders’ profits. The analysis covers only independence of the monitoring
body vis‑à‑vis the corporations’ management boards. Since there are limitations to
this paper, other important issues have been omitted, such as, for example, how the
existence of a separate independent supervisory body affects the protection of minor‑
ity shareholders against the dominance of majority shareholders. The empirical
research has been presented to show that independence is not the way to improve
effectiveness, and if it goes too far or is misunderstood, it may even lead to its
limitation. The final conclusion is that de lege ferenda it would be advisable to focus
rather on the provisions that ensure a reliable audit of listed companies, introduce
mechanisms that enable the strict fulfilment of disclosure obligations by them and
the enforcement of penalties for any failure to adhere to such mechanisms so as to
increase public access to information about listed companies rather than strive for
ensuring that there are no links between the supervisory board members and the
management board, the shareholders or the company.

Marcin Łupiński

Stress‑testing Liquidity Risk in the Polish Banking Sector
This article is aimed at presenting a modern approach to the macro liquidity risk stress
testing in the Polish banking sector. In the first part of the paper the classification
and definition of different liquidity risks is described. Then a working implementa‑
tion of founding and market liquidity risk model is presented. The proposed model
tackles three main aspects of liquidity risk observed during the last financial crisis:
the banks’ reaction to liquidity buffers consumption, implications of fire sales and
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the crowded trading of the bank’s assets and the second round effect connected with
systemic risk spillovers. The last part of the article is devoted to a discussion of the
achieved results, liquidity risk measures and the distribution generated for two cases:
Base Scenario and Extreme Scenario.

Przemysław Degórski

Selection of Outstanding Sectors based on the Industry Factors
such as: Capital Intensity, Profitability and Risk
The main goals: Research and find outstanding industries in terms of capital inten‑
sity, profitability, risk, by testing the following hypotheses: lower capital intensive
businesses are much more profitable and some of the high capital intensive are less
risky.
Method: Analysis and research of 2357 global listed companies from 31 industries
according to GICS methodology in terms of Capex/Total Assets ratio, ROE and
standard deviation of ROE in the period 2003-2012.
Findings: Significant dependencies between capital requirements, profitability and
risk. There are industries which are outstanding in terms of capital intensity, profit‑
ability and risk comparing to others. The most attractive industries are those which
have low capital requirements, high profitability, and low risk.

