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From the Scientific Council

Dear Reader,
We present to you the 25th edition of the “Journal of Management and Financial 

Sciences”. We hope that its contents will make a valid contribution to the develop-
ment of economic thought and contribute to a deeper understanding of the complex 
issues discussed within it.

The purpose of the article, “What the History of Economic Thought Can 
Teach Us” by Marta Kightley is to outline the perspective of the history of economic 
thought as an important way of looking at economic problems. The author discusses 
reasons why this perspective can be more useful than others, and chooses the widely 
debated concept of the human being in economics as an example. She discusses the 
various characteristics that the different schools of economic thought attributed 
to the human being. In her opinion, the evolution of the concept of a human being 
in economics – one of its pivotal assumptions – seems to be gaining a new momen-
tum. With V. Smith, D. Kahneman and R. Shiller, heirs to the heterodox tradition, 
and Nobel Prize laureates in recent years, the process might be starting.

“Financial Governance, Money Laundering and the International Law’s New 
Clothes” is an article by Marcin Menkes from the Department of Management 
and Finance at the Warsaw School of Economics. Ever-closer ties between states 
gradually transform the international legal environment. The author claims it`s high 
time that two principal governance methods of regulatory coordination, already 
widely practiced, are formally acknowledged and incorporated into the fabric of 
public international law. This paper scrutinises the timing, mechanisms and, given 
legitimacy concerns, the possible range of such a change. The author argues that the 
tangible nature of economic activity renders international economic law as the natu-
ral avant-garde for a larger overhaul of the regulatory system. European anti-money 
laundering efforts are used as an example of this wave of governance, which has been 
left unnoticed by traditional international law analysis. In his opinion denying reality 
does not make it less real.
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In the article “The Attractiveness of Passive Forms of Investment in Poland” 
Alicja Fraś and Waldemar Rogowski from the Department of Business Admin-
istration at the Warsaw School of Economics claim that passive investments are 
slowly gaining popularity in Poland. It may be expected that the development of 
this market will give rise to a growing accessibility and attractiveness. But this 
study does not provide an explicit answer as to whether the attractiveness of pas-
sive investment is greater than that of active investment. In the authors’ opinion 
there is still some space for the improvement of passive investment performance. 
The authors think that the effects may turn out to be even more promising when 
a full time series for long time horizons becomes available. In addition, a reduction 
in fees, which nowadays are several times higher than those of mature markets, 
could change greatly.

The next author, Jacek Sierak from Lazarski University, Warsaw, in the article 
“The Role of Local Government in the Process of Stimulating the Development 
of the Local Economy” discusses the role of local government in stimulating the 
development of the local economy, while at the same time, shaping development 
processes. The publication attempts to demonstrate the role of territorial government 
as an entity that directly and indirectly stimulates local economic development, and 
presents the selected instruments and actions that shape these processes. The paper 
considers the conditions in which territorial government units operate at the local 
level in Poland.

Rafał Mrówka from the Department of Management Theory at the Warsaw 
School of Economics, in the article “The Culture of Collaborative Innovation 
Networks” outlines the meaning and the specific, common features that are attrib-
utable to cultures of Collaborative Innovation Networks, as well as the possibilities 
for managing these cultures. The author points to organizational culture that is 
based on the concept of gift culture as a consolidating and fostering factor that can 
be consciously created and managed by the community’s founders and key mem-
bers who hold leadership positions. The paper is based on an analysis of current 
literature concerning cooperation within Collaborative Innovation Networks on 
the Internet.

Stefan Doroszewicz and Wojciech Trzebiński from the Department of Manage-
ment and Finance at the Warsaw School of Economics, in the paper “The Individ-
ual Determinants of the Attitudes of University Students Towards the Functional 
Quality of Educational Services – as an Example of Bachelor Level Students of the 
Warsaw School of Economics” have developed a method of identifying the associa-
tion between the individual traits of university students and their attitudes towards 
the functional quality of educational services provided by the university. The study 
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includes a comprehensive description of students’ individual traits (based on the NE-
OAC model of personality), as well as a comprehensive description of the functional 
quality features of educational services, as perceived by students. In order to analyse 
the associations between individual traits and functional quality perception, cluster 
analysis and discriminant analysis were employed.

We wish you pleasant reading.

Ryszard Bartkowiak,
Chairman of the Scientific Council and Dean of the Faculty

Michał Matusewicz,
Vice-Dean of the Faculty
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Marta Kightley
Warsaw School of Economics 
Department of Management and Finance

What the History of Economic Thought 
Can Teach Us

AbstrAct

The purpose of this article is to outline the perspective that the history of economic thought 
is an important way of looking at economic problems. The author discusses the reasons 
why this perspective can be more useful than others, and chooses the widely discussed 
concept of the human being in economics as an example. She discusses what characteristics 
are attributed to the human being by the different schools of economic thought. Based 
on attitudes to human rationality, pursued goals and the meaning of social context, the 
author distinguishes four basic models of economic agent: classical, neoclassical, Marxian 
and heterodox. The author points out the links between the changing anthropological 
assumptions and shifts in the dominant economic paradigm. She argues that in the cur-
rent economic crisis we are witnessing a change in the perception of human behaviour 
towards a heterodox one.

Keywords: history of economic thought, homo economicus, economic agent
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1.  The Significance of Using Different Approaches 
to Economic Problems

Economic problems fall within the fields of interest of many sciences, being analysed 
by, among others, psychology, sociology, anthropology, philosophy and human biology. 
Each of these sciences examines a given problem from its own perspective. They focus, 
however, on very detailed or specific issues, such as the analysis of concrete human 
decisions and behaviours, measuring specific neural connections in the brain while 
making economic decisions, or exploring the impact of societies’ economies on early 
development. Economists very seldom use this kind of knowledge since economics 
abstracts itself from the complications of real economic problems by isolating certain 
features and examining them from a very specific economic perspective. While the 
achievements of other sciences can be inspirational in bringing about a change in the 
ways of thinking about the essence of certain economic phenomena, it’s rare that an 
economic theory is supplemented by the discoveries of other sciences in this field. 
Mainstream economists are aware of the complexity of real economic problems, but 
for the sake of the science they practice, they use models that emphasise only a few 
features that seem to determine economic life.

Looking at economic problems from the perspective of the history of economic 
thought leads to different results. It offers a broad approach; an overview of the 
problems in question, which enriches the economic analyses in a fundamental way.

2.  The History of Economic Thought Provides 
a Broad Approach to Economic Problems

The history of economic thought provides us with a general picture of a par-
ticular theory. A historian of economic thought is interested in the origin and 
continuity of economic concepts, studying examples in which forgotten ideas are 
revived. The historian systematizes discussions in economics; identifies from the 
various currents of economic thought a multitude of views on certain problems. The 
historical perspective permits a comprehensive examination of economic problems. 
It demonstrates how and for what reasons certain ideas are discussed among different 
schools of economics in the course of the development of economic thought. It shows 
how economic concepts are influenced by prevailing philosophical currents and by 
discoveries in other sciences. This knowledge helps us to understand the basis for 
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the emergence and development of economic ideas, as well as the reasons for their 
changing popularity in the present and the past.

The historical perspective also enables us to understand how some economic 
theories have been shaped by real economic or political events, as well as identifying 
the significant influence that some economic concepts have exerted on economic 
policy. The wide acceptance of a particular economic concept often determines the 
choices of concrete economic policy and the way in which they are implemented. 
From a practical point of view, a deep understanding of different, sometimes even 
contradictory economic concepts, seems fundamental.1

In this article I want to use just one of the methods above to show how a single 
economic concept differs among the various schools and why this can be important.

3.  The Concept of the Human Being in the History 
of Economic Thought

The analysis of the concept of the human being in economics from the perspec-
tive of the history of economic thought provides a good example of the creative, and 
essential, contribution made by the history of economic thought to the understanding 
of economic problems.

The concept of the human being is a constantly recurring topic in economic 
literature. Many books, papers and conferences on the history of economic thought 
and on economics itself are devoted to this subject or focus on the different aspects of 
this problem. In many cases the reason that scientists become involved in analysing 
this problem is due to the evident differences between real human behaviour and the 
model as accepted by mainstream economics. It provokes attempts to supplement 
the theory with elements that will bring the model closer to reality, or to prove that 
the discrepancies between the model and reality disappear with deeper analysis. 
Attempts to elaborate existing concepts of the human being in economics are often 
also triggered by discoveries or observations of the applied sciences connected with 
economics, such as marketing, management, finance, the theory of insurance, the 
theory of investment, and the theory of decision-making. Interest in the nature of 
homo economicus has also been stimulated by logical discrepancies that become 
evident through attempts to combine the achievements of economists who adopt 
differing concepts of the human being. There have also been attempts to reconcile 

1 A more extensive argument is provided by I. A. Kerr, The Value of the History of Economic Thought, 
“Journal of Economic and Social Policy” 2002, vol. 6, no. 2.
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the concept of the human being in economics with the idea of man in contemporary 
currents of philosophy, ethics and, because of the Western cultural basis of econom-
ics, Christian ethics.

Historians of economic thought are particularly interested in changes to the 
concept that result from developments in the dominant schools of thought – that is, 
from the ageless discussion among the different currents of economics – since they 
largely concern fundamental features of the human being in economics. The concept 
evolved both in the classical-neoclassical school, which assumes the universality of 
economic theory to explain the problems facing real economies; as well as in the 
institutional approach, which stress the importance of context in the application 
of economic tools. The character of the changes in this concept within the various 
schools of economics that accept different subject paradigms, makes the problem 
particularly interesting.

Moreover the change in anthropological assumptions is often accompanied by 
a paradigm shift. The concept of the human being in mercantilism differed from the 
concept in classical economics, which dominated economic thinking later on. The 
marginal revolution marking the end of the classical era started with a new theory 
of value that was closely linked to a new concept of the economic agent. One of the 
most famous methodological debates of 19th century economics – Das Methodenstreit 
– between representatives of the German Historical School and Austrian economists, 
also referred to this concept. In the 20th century both the Keynesian revolution and 
the return of classical economics in the seventies brought about changes in the way 
the nature of human actions in economic life were perceived.

A short review of the variations in the concept of the human being in economics 
in line with the changing paradigm of the working of the economic system, suggests 
that the response to the question about the anthropological basis of economics is 
fundamental. Without any doubt, economics, being a social science, tries to under-
stand human behaviour. Without a concept of the human being implied or expressed 
explicitly, any description of an economic system has to be incomplete. Choosing 
the right anthropological approach is of fundamental significance to a successful 
theoretical model of the working of an economic system. Getting things right is even 
more crucial when it comes to applied economics. For example, the effectiveness of 
the state’s shaping of the economic space – conducting economic policy, establishing 
economic law, creating economic institutions, which are to some extent based on 
economic theories – depends on the proper understanding of the key element of the 
economic system, namely, human behaviour.

As for the anthropological basis of economics, the concept of man is very specific, 
it takes into account only his economic activity. This concept represents an attempt 
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to distinguish the universal characteristics of man that determine his behaviour 
in economic life in order to recognize economic laws. The perspective from which 
historians of economic thought examine concepts in economics permits us to dis-
cern how the different schools of economics attach different weights to the concept 
of man. This concept has been particularly important for neoclassical economists; 
however, because of the significance of the concept, all economics schools must make 
some assumptions concerning human nature. The lack of the concept’s uniformity 
results from differences in the characteristics of the human being that are recognized 
as basic by different schools of economics, or from differing interpretations of the 
nature of human behaviour.

There are a number of reasons why the perspective of the historian of economic 
thought is essential for pointing out differences in the anthropological concepts 
in economics.
1. There is a popular view, shared by economists and specialists from related sciences, 

that the only anthropological approach in economics is the model of homo 
economicus, which is characteristic of the classical current of economics. This 
approach is currently also accepted, to a large extent, by economists representing 
other schools. In view of the frequent, critical opinions on the concept of the 
human being in economics, it is worth stressing that homo economicus is not the 
only one; in the history of economic thought, other anthropological concepts 
have also been strongly represented, even though at present, they seem to be less 
popular. Therefore, it is important to analyse the concept of the human being 
from the point of view of many economists, from which we can then distinguish 
a number of well defined approaches.

2. Many authors emphasize that the model of man, as developed by the classical school, 
has nothing to do with real human behaviour in economic life. This concept has 
been accused of being completely unrealistic. It is therefore important to answer 
the question about the extent to which this model enables us to understand the 
nature of the human being in economic life; whether it is possible to maintain 
the assumption of the universal rationality of the human being when economic 
and political choices have been most effectively influenced, almost exclusively, 
through non-rational motives and by appeals to emotions or instincts.

3. The homo economicus model cannot be used to represent the economic behav-
iours of people from cultures outside the Western world. Some scientists argue 
that a new model of the human being should be formulated that better explains 
human nature in the Western world as well as for other cultures. Offering an 
opposing conception to the one derived from the Enlightenment tradition would 
undoubtedly bring an essential contribution to this discussion. The impact of the 
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concept of the human being upon the theories of a particular economist is also 
an interesting aspect of the analysis. There is a distinct division in these concepts 
along the lines of divisions in the different schools of economics. It strengthens 
the argument that anthropological assumptions influence the vision of how the 
economic system functions.
The history of economic thought reveals many concepts of the human being. 

I would like, however, to focus on four basic ones: Classical, Neoclassical, Marxian 
and non-Marxian Heterodox. I selected these concepts based on their differences 
in such features as their attitude to human rationality, the cause of an economic agent’s 
actions, and the relevance of social context. The proposed division of the concepts 
of the human being in economics does not exhaust the wealth of such ideas found 
in the history of economic thought, nor is it a classical division. It does, however, 
outline a structure into which other concepts can be placed. The classical division of 
theories within the realm of economics splits them into two categories: mainstream 
and heterodox. For the purposes of this article I have proposed an unconventional 
“taxonomy” that goes across the usual division. It underlines the often neglected dif-
ference in approach to anthropological assumptions between classical and neoclassical 
economics, as well as extracting Marxian theory from the heterodox family on the 
grounds that it stresses the material cause of human actions. This method dictated 
a similarly unorthodox inclusion in the heterodox group, that of the Keynesian take 
on human agents.

The concept of the human being in economics generally serves one of two 
functions: it is either an important supplement to, or a basic element of, a particular 
theory developed or created by a given economist. For classical economists, the 
concept of man is a pivotal element that explains the macroeconomic phenomena. 
Such fundamental issues as the movement of capital from less to more profitable 
branches of industry, the changes in market prices, or the anticipation of inflation, 
have been explained as outcomes of rational human decisions based on objective 
knowledge about the world, and driven by financial self-interest. The division of labour 
and its effectiveness have been treated as the product of the innate individualism 
of the human being. Rationality, ascribed to human beings by authors belonging 
to the classical school of economics such as Adam Smith, J. B. Say, J. S. Mill,2 and also 
in the 20th century to some extent by M. Friedman and R. Lucas,3 is based on the 

2 A. Smith, An Inquiry into the Nature and Causes of the Wealth of Nations, Methuen and Co. Ltd., 
London 1904 (original work published in 1776); J. B. Say, Treatise on Political Economy, Augustus M. Kelley, 
New York 1971 (original work published in 1803); J. S. Mill, Principles of Political Economy, Longmans, 
Green and Co., London 1909 (original work published in 1848).

3 M. Friedman, Essays in Positive Economics, The University of Chicago Press, Chicago 1953.
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assumption of an objective recognition of the world. The actions of economic agents 
based on this, which translates into economic laws, are untouched by the human 
psyche. This concept arose at the end of the 18th century in the age of the Scottish 
Enlightenment, and clearly connects with the philosophical legacy of this epoch. 
Authors who adopt this concept assume that man is able to objectively perceive the 
world (or to act “as if ” he can), and act in a logical way to obtain his own material 
gains according to his knowledge.

For neoclassical economists, the concept of man has been a basic element of eco-
nomic analysis. According to the doctrine of cognitive individualism they adopted, 
the motives for individuals’ acts have been recognized as the foundation of both 
economic processes and their analysis. They created the concept of an individual 
who makes decisions using scarce means to obtain a multiplicity of the individ-
ual’s goals. They rejected the classical assumption of the significance of recognizing 
objective reality, instead viewing the human perception of reality as subjective. The 
neoclassical concept of man created by W. S. Jevons, A. Marshall, and developed by 
L. Robbins and later on by G. Becker,4 assumes that each agent seeks to maximize his 
own utility. Utility – the attainment pleasure or satisfaction – is in theory, not limited 
to material gain, but is practically reduced to it. Human beings are not able to obtain 
perfect knowledge about the world around them, but they are equipped with the 
mechanism of consequent logical calculation, which enables them to reach their 
predefined goals. Neoclassical rationality is restricted to the ability to order goals 
and to act in a logical fashion on the basis of available information.

The neoclassical concept differs from the classical one in its attitude toward human 
social relations. Mainstream economics, over time, departed from Smith’s typically 
broad analysis, which covers a comprehensive historical and social context. The new 
orthodoxy followed David Ricardo’s approach, which simplifies complex economic 
realities into neat, abstract models derived from basic economic assumptions. The 
neoclassical school, which built upon the microeconomic analysis of the classics, 
continued along this path. Smith’s awareness of social class differences, along with 
his macroeconomic approach and wider analytical perspective, was discarded. This 
approach was replaced by the analysis of an isolated ‘Robinson Crusoe-like’ decision - 
-making process, completely detached from the social context.

4 W. S. Jevons, The Theory of Political Economy, Macmillan and Co., London 1931 (original work 
published in 1871); A. Marshall, Principles of Economics, Macmillan and Co. Ltd., London 1920 (original 
work published in 1890); L. Robbins, An Essay on the Nature and Significance of Economic Science, Mac-
millan Co., London 1945 (original work published in 1932); G. Becker, The Economic Approach to Human 
Behavior, University of Chicago Press, Chicago 1976.
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Marxian economics5 offers another distinctive perspective. It is based on the 
belief that people’s actions are dependent upon the will of capital. Neither capitalists 
nor workers freely decide on their actions, rather they are subservient to moneyed 
interests. The goal of capital, in accordance with which people behave, is to multi-
ply itself. People do not consciously choose their actions, so there is no place for 
rational decisions. Human beings are social animals, but the capitalist economy 
does not allow this nature to develop. Even within families, positive emotions are 
suppressed. The alienation of capital causes the alienation of humanity. True human 
nature, which is characterized by rational action and sociality, can be developed only 
in a socialist system.

Marx’s evaluation of economic phenomena lies in stark opposition to that of 
the classical economists. Private property, the division of labour, everything that, 
according to classical economics, contributes to universal prosperity, and therefore 
is moral, according to Marx leads to human destruction, and so is immoral.

The Marxian concept of man results from an attempt to project economic 
phenomena onto the nature of individuals. The author uses dependence on capital 
to explain the style of life and work of both capitalists and workers. The capitalist sets 
up enterprises, exploits workers and competes with other firms because it permits him 
to accumulate capital. The worker’s health, psyche, and family is destroyed because 
of the subservience to the superior pressure of capital.

Finally, the heterodox concept of the human being also rejects the assumptions of 
both the classical and neoclassical schools concerning human rationality, and to some 
extent agrees with Marx in regards to external forces shaping human actions. Authors 
such as F. List, T. Veblen, M. Weber, J. K. Galbraith, but also J. M. Keynes, J. Schum-
peter,6 and contemporary experimental,7 behavioural,8 evolutional and institutional 
economists,9 have argued that human behaviour is seldom an outcome of rational 
thought. Human behaviour is determined by a wide range of factors such as instinct, 

5 K. Marx, Capital, vol. 1, Penguin, London 1976 (original work published in 1861).
6 F. List, Das nationale System der Politischen Oekonomie, Verlag von Gustav Fischer, Jena 1950 

(original work published in 1841); T. Veblen, The Theory of the Leisure Class, Macmillan, New York, 
London 1899; M. Weber, Economy and Society; an Outline of Interpretive Sociology, Bedminster Press, New 
York 1968 (original work published in 1922); J. K. Galbraith, The Affluent Society, Houghton Miffin Co., 
Boston 1958; J. M. Keynes, The General Theory of Employment, Interest and Money, MacMillan and Co. 
Limited, London 1946 (original work published in 1936); J. A. Schumpeter, Capitalism, Socialism and 
Democracy, Harper and Row, New York 1950 (original work published in 1942).

7 A. Smith, op.cit.
8 D. Kahneman, Maps of Bounded Rationality: A Perspective on Intuitive Judgment and Choice, Nobel 

memorial lecture, 2002.
9 S. Bowles, Microeconomics. Behavior, Institutions, and Evolution, Princeton University Press, 

Princeton NJ 2004.
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spirit, social milieu, tradition, habits and sometimes reason. For heterodox economists, 
the concept of man plays an essential role. They contradict the vision of the rational, 
self-interested individual, claiming that the classical concept is utopian. They focus 
on the true character of human behaviour: the tendency to conform to traditional 
patterns of behaviour; the unusual effort required to make rational decisions and the 
psychological conditioning of man, which induces instinctive behaviours subordinate 
to emotions. Behavioural economics that is based on in-depth studies recognizes 
that economic agents are not only self-interested, they are also inclined to recipro-
cate others’ behaviours, seek fairness, and to act with some degree of altruism. The 
outcomes of behavioural research with respect to human decision making follow an 
institutional tradition that can be traced back to Friedrich List in the mid-19th century.

Economists of the historical-institutional school have highlighted the influence 
of culture and the degree of economic development of a given country, on the 
economic behaviour of its inhabitants. They question the universality of economic 
laws. Economists who have employed this concept often stress the heterogeneity 
of economic agents. This approach assumes that people differ fundamentally. Only 
a small fraction of society develops rational thought. Those who are capable of it, 
according to Joseph Schumpeter,10 play an important role in society. In a capitalist 
economy, they become entrepreneurs.

Different concepts of the human being involve different attitudes toward the role 
of government in the economy. The opinion that the role of the state in the economy 
should be minimal is a consequence of the assumption that people are perfectly 
rational individualists and that the multiplication of private fortunes leads to social 
harmony. The authors who emphasize the influence of non-rational motives on human 
decisions are more inclined to treat the government as important, suggesting that 
it should coordinate the economic system, guide the direction of development, and 
enable the establishment of institutions that support social development.

Conclusions

There are many concepts of the human being in economics and many perspectives 
that can be used to analyse them. The historical perspective enables us to identify 
the essential currents of thought on this problem. It shows how different concepts 
in economics interweave and interact with each other, as well as how closely they 
correspond with the achievements of other sciences and philosophical currents that 

10 J. A. Schumpeter, op.cit.
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are characteristic of the given epoch. Such a perspective permits us to outline the 
heterodox concept, which emphasizes the social features of the human being and 
non-rational motives of behaviour. It is particularly important in a situation in which 
economics learns an increasing amount from other social and human sciences. In 
addition, experimental economics has demonstrated that non-rational motives play 
an important role in the process of economic decision-making.

Milton Friedman11 wrote that it is not important if a concept is true, only that it 
is possible to make use of it for verifiable forecasts. The ability to forecast rather than 
to conform to reality, justifies a concept – but is that still the case? The concept of 
the human being proposed by neoclassical economics and derived from the classical 
tradition has dominated economics for many years now. There is a lot to say for it: it 
is simple, and it can easily be translated into mathematics and used in models based 
on the type of language that prevails in contemporary economics. Today’s economics 
is however not able to predict or even explain the current state of affairs, with the 
recent financial crisis being the most acute example. Prominent economists such as 
Joseph Stiglitz12 stress that contemporary economics needs a new paradigm, possibly 
with new underlying anthropological assumptions. Can it, however, be provided by 
other economic traditions?

The heterodox concept of the human being is considerably closer to reality than 
the rest. This description of human nature agrees more closely with contemporary 
psychological and sociological knowledge than does the model of man developed by 
the classical-neoclassical school. So far it has been particularly useful in explaining 
economic processes during turbulent times or in countries outside the Western world. 
In such cases, the influence of culture, spirit, institutions, collective psyche, and emotion 
on economic processes is evident. They also provide a good answer to the question 
of why classical and neoclassical models are often the most successful in explaining 
economic processes in developed Western countries. In these countries, as a result of 
evolutionary processes leading to the prevalence of such conditions, styles of life and 
work have been promoted, and myths and institutions dominate that lead people who 
imitate them to behave as if they were rational. However, the mechanical selection of 
a means to obtain a particular goal, as opposed to reflection on the problem at hand, 
introduces essential limitations. It explains both the impression that, in many cases, 
people seem to behave rationally, as well as the irrational susceptibility of man (e.g. 
to advertisements) to the manipulations of the media in seeking to impose certain 
lifestyles or irrational behaviour in unusual situations such as crises.

11 M. Friedman, op.cit.
12 J. Stiglitz, Needed: A New Economic Paradigm, “Financial Times”, 19.08.2010.
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The historical perspective identifies the evolution within classical-neoclassical 
economics of the understanding of human goals and the attitudes toward the social 
environment in economic life. This evolution is particularly apparent when contrasted 
with the dominant concept of man in contemporary mainstream economics, which 
combines the classical and neoclassical concepts (rejecting man’s non-material goals). 
It also illustrates a continuity of the criticism of the classical-neoclassical economic 
paradigm. One interesting feature of the heterodox concept of man is not its cohe-
sion, but rather its perennial recurrence as a critique of classical and neoclassical 
assumptions, which given the current economic circumstances are now weaker than 
ever. Behavioural and experimental economics, among others, are providing new 
evidence for a broad gap between the real conduct of the human being in economic 
life and neoclassical theory. Does this mean that we are about to witness a new sci-
entific revolution in economics? The evolution of the concept of the human being 
in economics, one of its pivotal assumptions, seems to be gaining a new momentum. 
With V. Smith, D. Kahneman and R. Shiller, being heirs to the heterodox tradition, 
and receiving Nobel Prizes in recent years, the process might be starting.
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AbstrAct

Ever-closer ties between states have gradually transformed the international legal environ-
ment. It is high time that two principle governance methods of regulatory coordination, 
already widely practiced, are acknowledged and included in the fibre of public international 
law. This paper scrutinises the timing, mechanisms and the possible range, given legitimacy 
concerns, of such a change. The author argues that the tangible nature of economic activity 
renders international economic law as the natural avant-garde for a larger overhaul of the 
regulatory system. European anti-money laundering efforts are used as an example of 
this wave of governance, which has been left unnoticed by traditional international law 
analysis. Denying reality does not make it less real.
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1. Introduction

While it is broadly acknowledged that international law is subject to yet another 
profound change, and scholars should take into account the unprecedented diversity 
of views and interests,1 it sometimes seems that despite their willingness to make 
changes, states tend to return to “business as usual”. To some extent this is a natural 
result of the conflict between short-term logic in order to emulate patterns of behaviour 
that have already proved efficient, and long-term motivation to adapt to changing 
environment, which wanes, together with the reasons to change.2 If unitary states 
(acting through traditional diplomatic channels, and international organisations) had 
still been the sole masters of international law, they could have afforded the luxury of 
legal conservatism. This is not the case. For several decades international coordina-
tion has been achieved, by both public and private actors alike, through a variety of 
channels, only partly covered under Westphalian international law. These relatively 
new means of regulatory coordination have acquired an importance comparable 
to traditional sources of law. Therefore, the refusal to formally acknowledge certain 
modes of cooperation under public international law may entail the self-exclusion 
of the actor concerned.

This is where international law doctrine is torn apart. Since the phenomenon 
of international governance has been analysed in other fields, legal research has 
had to confront it. Accordingly, legal scholars often refer to the more or less crude 
definitions that are derived from international relations (the political sciences) and 
scrutinise, through a normative lens, some peculiar amalgam of actors and procedural 
and substantive rules, all encapsulated under a single amorphous notion. Eventually 
though, it becomes unclear whether the notion is superfluous, that is, whether it is only 
descriptive or, short of implantation into the normative fibre, is approximate at best.

Assuming the latter is true, one needs to inquire about the reasons for the change 
as well as its timing, mode and scope. Arguably, the easiest and the most advanced 
example of governance (as applied in international economic law – for it taps into 
the most tangible benefits of cooperation) would only be an introduction to a larger 
overhaul of international law.

1 Welcome Message from ASIL and the ILA for the 2014 ASIL Annual Meeting and ILA Biennial 
Conference, http://www.youtube.com/watch?v=xI50jcIdWKo (01.12.2016).

2 L’avenir de la décision: connaître et agir en complexité, MOOC, École supérieure des sciences écono-
miques et commerciales, https://www.coursera.org/learn/lavenir-de-la-decision/outline?module=wFojS 
(01.12.2015).
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Subject to reservations concerning the subjectivism of such an endeavour (part II), 
this paper offers a conceptual framework for the introduction of governance to inter-
national law. First, some general observations concerning the significance of com-
mon values as a stabilising factor in international relations are presented (part III); 
random circumstances, which shaped the results of subsequent EU referenda are 
recalled as a reflection of the problem. The analysis moves to international economic 
law (part IV) upon the conclusion that in the globalised economy a de-centralised 
feature of governance provides a natural point of equilibrium between demand for 
cooperation and the costs of centralisation. It is argued that the tangible nature of the 
surplus of cooperation in the economic field, renders it the most likely place to launch 
a broader discussion on governance as an international law-making method. Here 
the two principal instruments of governance are analysed: soft law, and interpretative 
convergence. What may constitute a limitation to this governance method is the 
legitimacy of the largely technocratic path, as discussed in part V. Subsequently, the 
recent regulatory activism in the field of anti-money laundering (AML) is considered 
as an example of a possible rapid transition from conflict to cooperation (part VI). 
The article ends with concluding remarks.

2. Methodological Disclaimer

An autonomous definition of the subject of this analysis entails the risk of the 
methodological mistake of subjectivism – of an unintended interference in the study 
results stemming from a prior assumption. At the same time, no study is possible 
without a theoretical model, whether adopted explicitly or unconsciously, that 
would allow choices of the relevant facts and a justification for each choice.3 This has 
compelled the author to adopt a working assumption of governance as a method of 
transnational coordination, even though it is acknowledged that this influences the 
research outcomes.

3 S. Guzzini,“Non c’è analisi empirica senza teoria, che sia evidente e consapevole o nascosta. […] 
Tutte le spiegazioni, che l’osservatore ne sia cosciente o meno, implicano presupposti teorici – ovvero 
concetti per mezzo dei quali selezioniamo quel che è significativo – e ragiono che giustificano questa 
selezione. [...] La soluzione [...] di concepire la teoria come ‘saper fare’, cioè abbinarla alla conoscenza 
pratica [...] il riferimento alla storia diventa però il piede d’argilla di questo tipo di teorizzazione che dà 
per acquisito cioè che occorre provare. [...] Così la teoria come sapere pratico rimane prigioniera di un 
circolo vizioso: afferma che i principi perenni [...] derivano dall’esperienza [...] e quale interpretazione 
[...] sia da ritenere valida, non può far altro che far riferimento a questi stessi principi. [...] Una seconda 
soluzione [...] analitica, partirebbe [...] dai concetti teorici chiave, stipulando la loro connessione logica 
che analisi dopo analisi finirà per specificare” Il realismo nelle Relazioni Internazionali, Vita e Pensiero, 
Milano 2008, pp. XIII–XV.
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3.  The Path Towards Governance: from Domination, 
through Cooperation, to Coordination

One approach to the history of public international law is to focus on its normative 
rationale. As political regimes tend to maintain their subsistence, international law has 
also been used to “petrify” the domestic and international order.4 Yet, subsequent to the 
failure of hegemonic Pax Romana, the fall of the empire of Charlemagne and the Holy 
Roman Empire, or the catastrophic ending to the Concert of Europe and Realpolitik,5 
it appears that no matter how much power one obtains, the outcasts will seize the 
opportunity to revolt. Accordingly, the international community, if not for the greater 
good then for the sake of self-preservation, gradually accepted the principle of sovereign 
equality and learned self-restraint, moving from the politics of power towards the power 
of politics.6 Whereas the democratic setup for harnessing the power of discontent for 
regeneration has been attempted internationally (most importantly within the UN),7 
the international “discovery” of decentralised self-governance is relatively recent.

At the national level, Western democracies assume that the principal role of 
the state is to enable the individual’s pursuit of happiness and, in a welfare state, 
to provide for those who cannot look after themselves. Because social reality is too 
complex for central planning, self-governance and the subsidiarity principle, both 
found in national laws (e.g., the Preamble to the Polish Constitution) and in EU law 
(Treaty on the European Union, Art. 5), do not undermine the authority of the cen-
tral government, but complement it. It is not only parties who try to increase their 
utility,8 the state also outsources liability for the attainment of these goals.

However, when it comes to international relations, the “public service” mission 
suddenly gives way to sovereignty angst. For instance, European integration arguably 

4 A. Cassese, Diritto internazionale, il Mulino, Bologna 2006.
5 H. Kissinger, Diplomacy, Simon and Schuster, 1994.
6 A. Paulus, International Community, Max Planck Encyclopaedia of Public International Law. One 

could refer here to diverging narrations of Ferdinand Tönnies and Max Weber concerning the transition 
from a Gesellschaft (society), used instrumentally by its members, to the Gemeinschaft, a community 
based on common values that constitutes the aim in itself.

7 The disappointing performance of the UN in safeguarding friendly relations among nations is the 
most notorious example of limits of cooperation within the Westaphalian framework (see for instance 
Y. Petit, Droit international du maintien de la paix, Presses Universitaires de France, Paris 2000), but 
institutional shortages are numerous. For instance in international trade (the WTO Doha negotiation 
round) and finance (managing systemic risks created by financial conglomerates), or environmental 
protection (attempts of compelling principal polluters to reduce their GHG emission). 

8 H. Demsetz, Toward a Theory of Property Rights, “American Economic Review” 1967, vol. 57. See 
also: K. Wyman, From Fur to Firsh: Reconsidering the Evolution of Private Property, “New York University 
Law and Economics Research Paper Series”, Working Paper no. 03–01.
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constitutes the most important socio-political achievement of the continent. Citi-
zens from non-member states, including Poland after escaping the Soviet sphere 
of influence, perceived the EU as a “Promised Land” of opportunity. Yet, despite 
treats such as the EU cohesion policy, which entails considerable financial transfers 
in order to mitigate the differences in development between member states, the pub-
lic debate that preceded Polish accession to the EU focused on sovereignty. People 
who do not normally care about international law and who can barely define the 
notion of sovereignty (including some of the greatest beneficiaries of EU funding, 
such as farmers), suddenly became concerned about this abstract concept.9 The 
political campaign before accession had little to do with actual EU membership, 
and this was not an isolated case. Similarly, secondary reasons led to the rejection of 
the EU Constitutional Treaty by France and the Netherlands (in 2005), and then of 
the Lisbon Treaty in an Irish referendum (in 2008).10 Surprisingly, though, despite 
criticism of the EU’s technocratic nature and democratic deficit,11 Europeans trust 
EU institutions more than their national counterparts (see: Graph 1).

Graph 1.  Public Opinion in the European Union, Standard Eurobarometer 80, 
Autumn 2013

Source: European Commission, Public Opinion in the European Union, Standard Eurobarometer 80, Autumn 2013.

 9 Poland’s EU referendum: Come on, try getting excited, “The Economist”, Jun 5, 2003, http://econ.
st/1h6ZXN7 (01.12.2016).

10 For a brief account of the EU Treaty reform, see Q&A: The Lisbon Treaty, BBC News, http://bbc.
in/KeeitE (01.12.2016).

11 J. Vaquer, Technocrats pave the way for the sceptics, “El País”, Sept 12, 2012. For the English trans-
lation, see Press Europe, http://bit.ly/KefBJ7 (01.12.2016).
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These examples of the difficulties with European integration are important for 
two reasons. First, integration, which is supposed to be based upon common princi-
ples (Art. 2 TEU), even with the best law, cannot succeed if it lacks social support.12 
Hence, the Preamble of the Treaty on the European Union recalled “the historic 
importance of the ending of the division of the European continent and the need 
to create firm bases for the construction of the future Europe”. It also drew inspiration 
“from the cultural, religious and humanist inheritance of Europe, from which has 
developed the universal values of the inviolable and inalienable rights of the human 
person, freedom, democracy, equality and the rule of law”. Second, while the EU is 
often criticised for its excessive law-making zeal, in many areas Europe suffers from 
insufficient regulatory convergence, and the EU provides what states cannot.

Although international treaties have stabilised international relations, the most 
ground-breaking norms in the fields of human rights or environmental protection 
cannot be reduced to the Westphalian rivalry and cooperation between equal sover-
eigns: once national interests are at odds, the effectiveness of the international system 
depends upon common values.13 Such norms express the will of “world society”, 
derived from human nature and from which they have gained their legitimacy.14 
Non-binding norms, reflecting common beliefs based on mutual trust (which can 
instantly be revoked), may prove to be more efficient than a legally binding com-
promise, adopted by a majority vote and subject to a traditional dispute-settlement 
mechanism.

It is not for legal research to trace the causes and means of social changes, so the 
brief sketch above does not pretend to explain the reasons for the emergence of gov-
ernance in international law. It indicates, however, that after attempts at centralisation 
by singular states, (and subsequently within international organisations), decentral-
isation matched with coordination appears to be the logical, and yet not inevitable, 
outcome. If one was to indicate the area in which such a change is most likely to occur, 
it would most likely be international economic law.

12 L. Lessig, Republic Lost. How Money Corrupts Congress – and a Plan to Stop It, Twelve, New York 
2012.

13 S. Schill, The Multilateralization of International Investment Law, Cambridge University Press, New 
York 2013, pp. 11–14. Accordingly what distinguishes multiple bilateral relations form multilateralism is 
not the number of parties, but departure from the quid pro quo logic.

14 I. Clark, International Legitimacy and World Society, Oxford University Press, New York 2007.
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4.  Mechanics of Governance: International 
Economic Relations

In observing the coordination efforts among various fields of public international 
law, economic regulation is particularly interesting as it touches upon tangible inter-
ests. This is not to say that national economic interests cannot be in conflict with the 
achievement of common goals (independent of the actual result of running selfish 
policies, such as “beggar thy neighbour”). However, the globalised economy has also 
led to the emergence of global public good such as financial security, the protection 
of which requires cooperation among the principal actors.15

Even though classical treaty relations are based on the assumption of a non-ze-
ro-sum game, when considering the costs and benefits of loyalty, economic analysis 
often leads to the conclusion that states should betray their partners.16 Now, the holy 
grail of a good legislator is to change the legal environment and thus eliminate the 
dominant strategy of betrayal. That may happen automatically, if the relationship is 
continuous (a repetitive game).

In the international realm, this does not occur automatically, but globalisation 
did not lead merely to the emergence of new systemic risks either.17 It changed the 
legal environment, which in many respects resembles a cooperative game in which 
even a single betrayal may undermine multilateral efforts.

In accordance with general economic theory, the solutions to the problem of 
common good – rivalrous and non-excludable – requires the coordination of con-
duct by the actors involved. In such cases, even setting common goals may prove 
insufficient. The means of attainment may be equally important, which at the global 
level is complicated by the lack of central authority. This may be perceived, however, 
more as a source of hope than as a threat.

From the constructivist point of view, the promotion of the above approach could 
redefine the international legal environment and under favourable circumstances, 
the change in the dominant narrative may be as rapid as the collapse of realism 
in international relations in the face of the unforeseen end to the Cold War. This also 
explains the different relationship dynamics to which this reasoning applies, where 
treaty regulation failed or was never adopted. The cooperative scenario assumes 

15 E.-U. Petersmann, International Economic Law in the 21st Century. Constitutional Pluralism and 
Multilevel Governance of Interdependent Public Goods, Hart Publishing, 2012.

16 R. Cooter, T. Ulen, Law and Economics, 6th edition, Prentice Hall, 2011.
17 See: European diagnosis of the financial crisis in the so-called de Larosière Report: The High-Level 

Group on Financial Supervision in the EU, Report, Brussels 25.02.2009.
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instant payback in the case of betrayal. From this perspective, the states’ regulatory 
coordination should happen spontaneously without the formal treaty-making pro-
cedure and especially without traditional dispute-settlement mechanisms, which 
are time consuming. International regulatory convergence occurs now in two prin-
cipal ways: through central regulation (which is politically improbable), or through 
a decentralised approach. International decentralised regulatory coordination can 
be achieved both in horizontal and vertical relations, yet even in the latter scenario 
it does not stem from formal subordination.18 In this sense, economic governance 
– a mode of cooperation between disaggregated states – can be perceived as midway 
between international and domestic law.19

In practical terms, regulatory coordination may be achieved through a variety 
of means depending on the subject matter and their direct addressee. Since the goal 
of governance is to increase regulatory convergence, it can be characterised by the 
legislative toolkit that is applied. To these ends, one can distinguish between, on the 
one hand, legally binding and non-binding norms, and on the other hand, between 
general and specific rules of conduct (see Table 1, below). The “normative spectrum” 
of international cooperation stretches from specific legally binding acts (law sensu 
stricto) to general and non-binding commitments (political acts). The grey area in- 
between provides grounds for the application of the governance method.

Table 1. Governance Methods in International Relations

Normative effects of international arrangements

Legally binding Non-binding

Specific rules Legal norm sensu stricto Governance (soft law) 

General rules Governance (coordinated interpretation) Politics

Source: own elaboration.

Within the scope of their discretionary powers, government officials (rather 
than states) who are convinced of the desirability of certain policies may, through 
informal communication, agree on a particular interpretation of general norms 
(clauses) in legally binding treaties. Whereas the treaty itself is legally binding, the 

18 A.-M. Slaughter, A New World Order, Princeton University Press, 2004.
19 According to the disaggregation theory, the participation of states in international relations should 

not be perceived as a game of interests between politically homogenous blocs, but rather as a resultant 
force of various stakeholder groups (see Anne-Marie Slaughter, Ibidem). For instance, to understand 
the origins of EU banking supervision, one should rather try to analyse the common interests of the 
supervisors from the home states (e.g. Germany and France) as opposed to the host-state supervision 
(e.g., Poland) and the very transnational financial conglomerates (seated in Paris or Frankfurt) instead 
of explaining negotiations from the French, German or Polish perspective.
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harmonisation of its implementation depends upon goodwill and mutual trust. In 
economic relations, this appears as a particularly important point in terms of inter-
national trade and the protection of foreign direct investments (for instance, the EU 
practice of FTAs/DCFTA implementation), as the majority of trade treaties contain 
a large number of vague legal terms20 and they are frequently criticised for this reason.21

Alternatively, the regulators and supervisors of markets (or the market partic-
ipants themselves), may adopt specific guidelines. As long as such an agreement 
remains within the discretionary power of the parties concerned and mutual trust 
is sustained (stemming from compliance with the agreement), the lack of a legally 
binding force does not have to constitute an obstacle. The most famous examples of 
this method are the Basel Accords (BCBS). Substantial results have been achieved 
with securities (IOSCO) and insurance (IAIS). Another test case is the self-regulation 
by 18 global banks, confirmed by ISDA, on closing derivatives contracts in case of 
liquidity risks faced by SIBIs.22

Obviously, the same logic applies to relations other than economic. Governance 
can be traced, for instance, in international efforts for the protection of cultural her-
itage. However, as the inherent nature of economic activity is its pecuniary valuation, 
(regardless of whether profit does, or should, constitute the principal goal thereof), 
in the actual scenario of a cooperative game it is relatively easy to demonstrate 
to policy-makers the gains and losses stemming from the application of governance. 
Once fully embraced, the method will spill into other fields, but economic relations 
provide the breeding ground for its adoption, even it also creates some particular 
difficulties, as discussed below.

20 For instance, “[EU-Ukraine DCFTA] will imply harmonization of the Ukrainian legislation with 
the EU Directives. The Agreement doesn’t foresee exact details of legal approximation, but contains ref-
erences to the respective Directives. It is the task for the Ukrainian government to embed key principles 
and parameters of the Directives into the national legislation and ensure its proper implementation”. 
See V. Movchan, V. Shportyuk, Distributional Effects of the EU-Ukraine DCFTA: a CGE Household 
Microsimulation Model, “Fifteenth Annual Conference of the European Trade Study Group” (ETSG), 
September 12–14, 2013, United Kingdom, http://bit.ly/196pRhe (01.11.2015).

21 “[T]he Commission’s language is very fuzzy, full of expressions such as ‘sufficient progress’, 
‘adequate system’, ‘effective and proper implementation’, etc. without defining what sufficient, adequate, 
effective or proper means exactly. In short, the preconditions are written in an open-ended language that 
gives the Commission absolute power to decide whether the preconditions are met or not”. P. Messerelin, 
M. Emerson, G. Jandieri, A. le Vernoy, An appraisal of the EU’s trade policy towards its Eastern neighbours: 
The case of Georgia, “Groupe d’Économie Mondiale”, Sciences Po, Centre for European Policy Studies, 
Brussels 2011.

22 Banks Rewrite Derivatives Rules to Cope with Future Crisis, “Financial Times”, October 7, 2014. 
See also: M. Menkes, Porozumienie ws. umów derywatów: bliżej rozwiązania problemu “Zbyt wielkich żeby 
upaść?”, “Przegląd Prawa Międzynarodowego”, blog.
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5. Range of Governance

Governance is a practical solution to the limitations of the Westphalian her-
itage of international law. However, as we move towards the uncharted waters of 
a “disaggregated world”, civil society is confronted with a new reality. One cannot 
overestimate the fact that the method of (self-) governance meets the requirements 
for Max Weber’s postulate of system legitimacy, which constitutes a political “reserve 
asset” in case of crisis (stabilising effect) .

As stated above, states rely on governance when treaty regulation is unachievable 
(mostly for political reasons) or undesirable (states may be unwilling to legally bind 
themselves to certain policies). In both cases – intentionally in the case of political 
obstacles, and as a side effect of strategic choices – domestic democratic procedures 
are sidestepped and this raises legitimacy concerns.23 But looking at Weber’s ration-
al-legal source of legitimacy, based on procedural and substantive requirements, one 
notices that democracy is not an indispensable precondition of legitimacy. Not only 
may majority rule lead to unlawfulness, but also democracy as a category applies 
to the organisation of equal citizens, which, from the international law and gover-
nance standpoint, is not what states are.24

One possible alternative to direct participation at the international level, in 
terms of Weber’s procedural requirements, may be deliberative democracy.25 In 
terms of procedure, international governance inherently assumes the participation 
of major stakeholders, as the implementation of any agreement depends upon their 
cooperation. Obviously, the problem is that smaller or less organised groups remain 
excluded from decision-making, but then the same remark often applies domesti-
cally.26 From the substantive point of view (output legitimacy) the very emergence 
of international governance was a countermeasure to the limited capacity of states 
to solve economic problems.

Given the importance of this substantial dimension, it is not surprising how 
often the qualitative factor can be found in documents referring to international 

23 According to Weber, legitimacy is an empirical, social phenomena: acknowledgment of an indi-
vidual or institutional power to adopt binding decisions and the respective normative (moral) obligation 
to obey them, irrespective of individual costs or benefits. Weber distinguished three sources of legitimacy: 
traditional, charismatic and legal. See R. Mayntz, Legitimacy and Compliance in Transnational Governance, 
Max-Planck-Institut für Gesellschaftsforschung, MPIfG Working Paper no. 10/5.

24 S. Wheatley, The Democratic Legitimacy of International Law, Hart Publishing, Oxford 2010.
25 See in particular, Jürgen Habermas’ writings on this topic.
26 See, in particular, K. Wyman, op.cit., discussing whether law-making is rather a trickle-up process 

or an interplay of political groups of interest.
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governance. For example, the UN Commission on Human Rights27 identified key 
attributes of good governance in transparency, responsibility, accountability, partic-
ipation and responsiveness to the needs of the people. The European Commission 
adopted a White Paper, containing principles of good governance.28 Moreover, the EU 
Parliament passed a resolution on 14 December 2010 on good governance concerning 
EU regional policy,29 and it constitutes an element of the Millennium Development 
Goals.30 These examples could be multiplied so that one might even speak of a positive 
obligation for good governance in public international law.31

Although presented from a particular perspective, as the secrecy of technical talks 
has its own rationale, the importance of transparency and accountability factors of 
good and effective governance can be fully appreciated by looking at European AML 
regulatory efforts carried out in 2013.

6.  Case Study: Anti-Money Laundering and Anti-Tax 
Evasion

Against the general background of AML legislation, the current regulatory 
activism is rooted in the consequences of the 2008 crisis and the need for fiscal 
consolidation and favourable political circumstances that put the AML in the spot-
light. All these factors allowed for a sudden change in the common perception that 
the fight against money laundering was an attempt by certain states to tamper with 
the fiscal autonomy of the others, into one of cooperation for the sake of curtailing 
pathologies that touch all states.

Although the phenomena of hiding income can be traced back to 13th cen-
tury B. C., actual “money laundering” was so named and criminalised only in the 20th 
century.32 The history of AML legislation begins in the U. S. with the adoption of the 

27 Resolution 2000/64.
28 COM(2001) 428 final.
29 European Parliament resolution of 14 December 2010 on good governance with regards to the EU 

regional policy: procedures of assistance and control by the European Commission, 2009/2231 (INI), http://
bit.ly/1dsHDr8 (01.11.2015).

30 Governance for the Development Goals: Core Issues and Good Practices, January 2007 (UN Doc. 
ST/ESA/PAD/SER.E/99).

31 M. Kamto, Droit International de la Grouvernance, Editions A. Pedone, Paris 2013.
32 Introduction to AML. Money Laundering, “IBA Anti-Money Laundering Forum”, http://bit.ly/ 

1a5yJ1Q (01.11.2015).
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Bank Secrecy Act in 197033 and 21 years later in the EU with the First Directive for 
combating money laundering.34

An important event (especially from the perspective of international governance) 
was the establishment of the Financial Action Task Force in 1989. It was agreed 
that FATF would not involve itself in tax evasion matters, as these were considered 
to require a different methodological approach to money laundering, and this did 
not raise any negative reactions. Also the often blurred lines between money laun-
dering and banking secrecy justified such a distinction.

Despite these initiatives the feeling (even within the EU) was of helplessness in view 
of the tax havens, offshore financial centres, and uncooperative jurisdictions, which 
spread in parallel to the AML legislation’s efforts. Claims that tax evasion matters 
pertain to national sovereignty did not simplify the situation either.35 Most importantly, 
states were incapable, not of condemning abuse of the financial system, but rather of 
regulatory coordination against subjects that targeted precisely trans-jurisdictional 
loopholes. At the time, the AML legislation was deemed “not very effective”,36 and its 
efficiency “has been damaged by the existence of hidden information related to the 
ability or willingness of banks to cope with money-laundering prevention”.37

Interest in the subject matter was renewed with the 2008 crisis, arguably due 
to both the necessity of tapping into additional resources in times of fiscal consol-
idation and for a deepened awareness of the global financial system. The Offshore 
Leaks investigation38 and a series of tax-evasion scandals that shook the European 
political scene (especially France, which was scandalised by numerous accounts, 
including the Woerth-Bettencourt and Cahuzac cases) added new zeal to the 
AML. The issue of tax cooperation was raised as early as 2008 at the first G20  

33 Ibidem.
34 The true breakthrough came, however, with the adoption of the Third Anti-Money Laundering 

and Financing of Terrorism Directive (Commission Directive 2006/70/EC). See: Introduction to AML. 
History of the European Union Anti-Money Laundering and Financing of Terrorism Directives “IBA Anti-
Money Laundering Forum”, http://bit.ly/1ieyyH5 (01.11.2015).

35 T. Blickman, Seminar on Money Laundering, Tax Evasion and Financial Regulation, Amsterdam, 
Speech, June 12–13, 2007, http://bit.ly/1ekq3qR (01.11.2015). Blickman points out that in the pre-crisis 
paradox, that the AML field was one of the very few that was not subjected to the general trend of dereg-
ulation at that period.

36 T. Blickman, Ibidem.
37 R. Araujo, Assessing the Efficiency of the Anti-money Laundering Regulation: an Incentive-based 

Approach, “Journal of Money Laundering Control”, vol. 11, no. 1, pp. 67–75.
38 Opération Offshore Leaks: comment ‘Le Monde’ a enquêté sur le scandale des paradis fiscaux, “Le 

Monde”, http://bit.ly/19eLIDe; ICIJ Releases Offshore Leaks Database Revealing Names Behind Secret 
Companies, Trusts, The International Consortium of Investigative Journalism, http://bit.ly/1esyUH0 
(01.11.2015).
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summit.39 This account does not intend to exhaust the topic of regulatory develop-
ments in the AML/CFT fields. Instead, it highlights, within restricted timeframe, 
the sequential nature of normative developments.40 Even if they are not necessarily 
related from a strictly legal point of view, they reveal the winds of change: transna-
tional regulatory coordination.

*
In February 2013, FATF published the Guidance on National Money Laundering 

and Terrorist Financing Risk Assessment,41 which supplemented the FATF recom-
mendations – the International Standards on Combating Money Laundering and the 
Financing of Terrorism & Proliferation.42 At the same time, the Swiss Federal Council 
submitted a legislative proposal implementing the revised FATF recommendation43 
and the European Commission adopted two legislative proposals for reinforcing the 
EU AML regime, taking into account the steps taken by the FATF.44

In April, the prime minister of the Duchy of Luxembourg, Jean-Claude Juncker, 
(the chair of the Eurogroup from 2005 to 2013) announced that from 1 January 2015, 
Luxembourg would introduce automatic exchange of banking data, thus liberalis-
ing one of the two most stringent EU banking secrecy regimes.45 At the time, the 
other one, Austria, still insisted on the superiority of bilateral cooperation over the 

39 “Medium-term actions:
 – National and regional authorities should implement national and international measures that protect 
the global financial system from uncooperative and non-transparent jurisdictions that pose risks of 
illicit financial activity.

 – The Financial Action Task Force should continue its important work against money laundering and 
terrorist financing, and we support the efforts of the World Bank – UN Stolen Asset Recovery (StAR) 
Initiative.

 – Tax authorities, drawing upon the work of relevant bodies such as the Organization for Economic 
Cooperation and Development (OECD), should continue efforts to promote tax information exchange. 
Lack of transparency and a failure to exchange tax information should be vigorously addressed.”, See: 
Declaration of the Summit on Financial Markets and the World Economy, Washington DC, Novem-
ber 15, 2008.

40 The list of events is based upon my contributions to AML/CFT for the “Przegląd Prawa Międzynar-
odowego” (“Review of International Law”), http://przegladpm.blogspot.com/search/label/AML%2FCFT.

41 National Money Laundering and Terrorist Financing Risk Assessment, FATF Guidance, February 
2013, http://bit.ly/1dYvb63 (01.11.2015).

42 The FATF Recommendations, FATF, February 16, 2012, http://bit.ly/1dx7ka2 (01.11.2015).
43 G. Pavlidis, Mise en oeuvre en Suisse des recommandations révisées du GAFI, “Centre de Droit 

Bancaire et Financier’, http://bit.ly/1agrac8; Mise en œuvre des recommandations du Groupe d’action 
financière (GAFI), révisées en 2012, Département fédéral des finances, http://bit.ly/1a1GkBJ (01.11.2015).

44 European Commission, Anti-Money Laundering: Stronger Rules to Respond to New Threats, Press 
note IP/13/87, 05.02.2013.

45 Secret bancaire: le Luxembourg introduira l ‘échange automatique d’information dès 2015, Les 
Echos, http://bit.ly/1cCv8eU; See also, Secret bancaire: Le Luxembourg accepte l’échange automatique 
d’informations, 20 Minutes, http://bit.ly/K7l2sl (01.11.2015).
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European system of automatic data transfer, but for the first time hinted at a possible 
modification of that position.46

Still in April, and while continuing to try to erase the bad impression made by 
the Cahuzac scandal, the French minister of finance, Pierre Moscovici, called on 
his EU counterparts to amend the outdated European norms on banking secrecy 
so they were in accordance with the standard adopted in the U. S. Foreign Account 
Tax Compliance Act (FATCA). After a five year stalemate in negotiations, the move 
was so surprising that the EU tax commissioner, Algirdas Šemeta, unexpectedly 
joined the European financial summit.47 The UK, France, Germany, Spain, and Italy 
announced a G5 pilot project on tax evasion.48 By the end of the year, 37 jurisdictions 
had expressed their interest in participating in the project.49 The growing pressure 
on tax havens also compelled the UK’s chancellor of the exchequer, George Osborne, 
to defend the government’s stance in this field.

Also during this period, the Italian government submitted a bilateral tax agreement 
with San Marino for ratification, which included automatic transfer of banking data.50

The only opponent against any significant change at the time was Switzerland; 
the president of the confederation, Ueli Maurera, declared that there was no reason 
for the country to accede to the European system of automatic exchange of banking 
data.51 Yet, only one month later the Federal Council approved accession to FATCA, 
departing from the long-held tradition of Swiss banking secrecy.52 The move by 
the Council of States (which, despite its support for FATCA, rejected an annual 
moratorium on the transfer of banking data to American authorities – called Lex 
USA– and stated that it would not submit to U. S. blackmail),53 appears somewhat odd 
in this context. It was argued that the Federal Council had not sufficiently justified 
its legislative motion to parliament. At the same time, the Federal Council called on 
the government to present some sort of “Plan B”, despite assertions that there was 

46 M. Fekter (PAP), Austria i Luksemburg gotowi do łagodzenia tajemnicy bankowej, [statement] 
http://bit.ly/1iiCy9p (01.11.2015).

47 Europe to step up tax evasion battle, Financial Times, http://on.ft.com/1d0pvby (01.11.2015).
48 G5 FATCA Agreement Strengthens UK Ability to Tackle Tax Evasion, HM Treasury, http://bit.

ly/JIBnUQ (01.11.2015).
49 Poland was the first country to declare its support for the G5 initiative. See: Six More Countries 

Join G5’s Tax Info Exchange Pilot, Global Tax News, http://bit.ly/1dYXe5o (01.11.2015).
50 San Marino, segreto bancario addio. Firmata una convenzione con l’Italia, Il Sole 24 Ore, http://

bit.ly/1esVbEH (01.11.2015).
51 La Suisse n’a aucune raison de changer de stratégie fiscal, Le Matin, http://bit.ly/1d0sNvk (1.11.2015).
52 M. Menkes, Szwajcaria zatwierdziła zasady transferu informacji bankowych FATCA, ”Przegląda 

Prawa Międzynarodowego”, http://bit.ly/1dxfK17 (01.11.2015).
53 Murat Julian Alder: La “lex USA”, c’est la négation de l’Etat de droit et de la démocratie, “Tribune 

de Genève”, http://bit.ly/1ksqZRr (01.11.2015).
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none. Eventually, a “miraculous solution” was found in July,54 even though it has 
been suggested that the Swiss banks had already found their own way around the 
legislative constraints.55

In May, the Duchy of Luxembourg announced it would accede to FATCA.56

Perhaps the greatest surprise came in the same month when the U. S. Crimes 
Enforcement Network and its Vatican counterpart, Autorità di Informazione Finan-
ziaria, announced the signing of a Memorandum of Understanding for cooperation 
on AML and Combating the Financing of Terrorism (CFT).57 The Vatican’s official 
journal also reported that the Vatican was negotiating similar agreements with 
20 other jurisdictions. A couple of days later, in an unprecedented move, the Vatican 
published its annual financial report.58 Even though the document was assessed as 
being very vague,59 it constituted a step in the right direction. Despite subsequent 
shameful events that tarnished the Vatican’s reputation – notably the scandal 
involving “ Monsignor 500”, who is suspected of corruption, money laundering and 
fraud60 – Pope Francis continued in his efforts to bring order to the banking sector 
by establishing the Pontifical Commission for Reference on the Institute for Works 
of Religion.61 Yet another step was taken in August, when the Pope published a Motu 
Proprio, thus broadening the application of Vatican law to include all sorts of entities 
related to the Vatican and the Holy See. As a result, the supervisory and regulatory 
function of the Financial Information Authority has been strengthened and has 
established both prudential supervision (in accordance with recommendations by 
the MONEYVAL Committee of the Council of Europe) and the Financial Security 
Committee.62 In October, two major financial organs, the Institute for the Works of 
Religion and the Financial Intelligence Agency were empowered.63

54 La Suisse présente son plan B pour résoudre son conflit fiscal avec les Etats-Unis, “Le Monde”, http://
bit.ly/1gKvthm (01.11.2015).

55 Swiss Banks Near Deal on U. S. Tax Cheats, “The Wall Street Journal”, http://on.wsj.com/1acHV4K 
(01.11.2015).

56 Evasion fiscale: le Luxembourg va coopérer avec les Etats-Unis, “Les Echos”, http://bit.ly/1gH8tjh 
(01.11.2015).

57 Bolletino, Sala Stampa Della Santa Sede, 7 Maggio, 2013.
58 Bolletino, 22 Maggio, 2013.
59 Vaticano, presentato il rapporto dell’Aif: pochi dati aspettando la svolta di Francesco, “Il Fatto Quo-

tidiano”, http://bit.ly/1hzoU4h (01.11.2015).
60 Scandalo Ior: arrestati sacerdote, uno 007 e un broker finanziario, “Il Fatto Quotidiano”, http://bit.

ly/1aK1ktR (01.11.2015).
61 J. M. Bergolio, Lettere. Chirografo del Santo Padre Francesco per l’Istituzione di una Pontifica Com-

missione Referente sull’Istituto per le Opere di Religione, http://bit.ly/KD0bOf (01.11.2015).
62 Communicato della Sala Stampa della Santa Sede, http://bit.ly/1e9RJkq (01.11.2015).
63 M. Menkes, Reforma watykańskiego sektora finansowego, “Przegląd Prawa Międzynarodowego”, 

http://bit.ly/1cHjfo1 (01.11.2015).
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6. Concluding Remarks

The linear nature of history as determined by the progress of the natural sciences 
(which allows for increases in economic efficiency, and supply and demand, and at 
the same time requires greater specialisation in work and coordination) justifies the 
belief in the highest economic efficiency of adequately regulated capitalism.64 Even 
though democracy does not constitute conditio sine qua non of the highest efficiency 
(or even fluent operation of the free market), it does create favourable conditions 
in which to tap human capital thanks to, among others, the free circulation of ideas. 
As both a revolutionary change of the political or economic system, and the global 
domination by one superpower (or several) appears improbable, a humble lawyer 
may only hope to enhance the efficiency of the system.

In accordance with Adam Smith’s theory of the invisible hand, the individual pursuit 
of profit may contribute to the common good.65 This, however, requires an adequate 
institutional framework. In the language of game theory, a legal framework should 
favour cooperation among players, which allows for the reallocation of resources 
previously “wasted” on one’s self-defence in order to create a cooperative surplus.

The current economic crisis shows that we already live in a new reality. Just as the 
regional egoisms of the feudal fragmentation era had to succumb to the unification 
of states, further technological development that influences business processes makes 
global coordination necessary. Accordingly, the coordination method discussed 
in this paper is not new per se. What is new, however, is the current importance of its 
application. Hence denying the relative normativity of governance could be compared 
to the stubborn insistence that the Emperor is wearing clothes.

The longer the regulatory convergence is delayed, the higher the social cost. Even 
the focusing of international treaties on common objects is no longer fully satisfac-
tory, because the most relevant aspect is in the actors’ behaviour. Accordingly, two 
basic governance methods of regulatory coordination will often prove better than 
the traditional international law approach.

The adaptation to governance realities of social, political and legal institutions 
formed in the Westphalian era may constitute a challenge (most importantly in terms 
of legitimacy), but none of these should prove insurmountable. As the empirical 
study on AML regulation reveals, transnational regulatory coordination, untraceable 
through traditional international law analysis, has already occurred.

64 F. Fukuyama, The End of History and the Last Man, Free Press, New York 1992.
65 P. J. O’Rourke, On the Wealth of Nations: Books That Changed the World, Grove Press, 2007.
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Now the point is to change the cooperation necessity postulate into a socially 
recognised duty to cooperate. In international economic law, the task appears easier 
thanks to the tangible nature of cooperative gain, which alone does not guarantee 
success. Upon this conceptual basis – the next step should be a critical reassessment of 
international regulatory methods and the impact of governance on international law.

While some of the arguments on “post-state” international law may appear 
to be political fiction, one should not forget, how recent the “eternal” notion of ius 
gentium was.
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AbstrAct

Summing up; passive investments in Poland are slowly becoming more popular. It should 
be expected that the development of this market will give rise to growing accessibility and 
attractiveness. There is still some space for improvement in their results, and the outcomes 
may turn out to be even more promising when full time series for long term horizons 
become available. The decrease in fees, which exceeds those on mature markets by several 
times, can change significantly. The entry of new players onto the market may reduce the 
total expenses incurred by the investor.
This study does not explicitly answer the question as to whether the attractiveness of passive 
investment is higher than that of active investment. The differences in fees themselves are 
not big enough to explain the differences in the rates of return after costs. But it may be 
stated that an essential difference lies in the profitability of funds before costs. However, 
for such a short time series, it cannot be determined whether the indicated differences are 
stable or result from incidental market fluctuations. All the more reason why not all the 
passive instruments performed better in terms of rate of return for the period analysed, 
as the WIG20 ETFs appeared to be less attractive than other active funds.

Keywords: passive vs active management, investment funds, index funds, ETF
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Introduction

Passive investment is an investment strategy whereby an investor acts on the basis 
of formerly adopted principles while not undertaking any activities aimed at making 
changes to the portfolio structure. The investment is meant to achieve profits that 
result not from the short-term fluctuations of companies’ share prices that comprise 
the portfolio, but from long-term corporate value growth.

In this article the concepts of passive portfolio management as well as the under-
lying economic theories have been presented. The instruments of passive investment, 
their construction and features, as well as their availability on the Polish market have 
been briefly discussed. Finally, a comparative analysis of the rates of return and risk 
level for the passive and active funds available in Poland have been performed.

The author approached the question of which investment, passive or active, is 
the most advantageous from the investor’s perspective, by taking into consideration 
all the costs and risks. The rates of return and the risk level (as standard deviation) 
of index funds and ETFs available in Poland will be collated with actively managed 
instruments that are possible to compare. Theoretically, better paid fund managers, 
based on their expertise, should offer investors – particularly over a long period of 
time – higher rates of return than the market average; which is the benchmark for 
passive funds. Thus, the thesis of the superiority of actively managed investments 
over those managed passively will be verified.

Passive investment minimizes the investment expenses connected not only 
with high brokerage commissions, but also with expenses incurred by actively 
managed funds, which have to employ highly qualified experts that are responsible 
for selecting portfolio assets. The most common method of passive investment is 
to replicate the composition of a selected stock index. A fund of this type focuses 
on the most accurate replication of the index’ behaviour as it is not aimed at attain-
ing an extraordinary rate of return (i.e. higher than the market rate). A predefined 
investment scheme, minimal portfolio changes, as well as diversification, allows 
fees and commissions to be kept at a very low level, while still making fairly high 
and stable rates of return achievable.

The most common passively managed products are index funds and the wide 
group of ETP instruments (exchange traded products), which being even cheaper 
and more liquid than conventional index funds, constitute the vast majority of pas-
sively managed funds.

Interest in passively managed funds has been rising dynamically for the past few 
years. The share of passively managed funds in the global fund market grew from 11% 
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in 2005 to 16% in 2013.1 Figure 1 presents the way in which the global level of ETP 
assets changed from the beginning of 2000 to February 2015. The assets managed by 
ETPs increased 37 times in that period. This means that the average annual growth 
of assets for that period amounted to 27%, despite the global crisis on the financial 
markets of 2008–2012.

Figure 1.  ETP Total Assets [USD bn] and the Number of ETPs [pcs] Globally  
(2000–2015)
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Source: BlackRock ETP Research Team, ETP Landscape. Industry highlights, BlackRock, February 2015.

The past year was also successful in terms of inflows to passive funds. Figure 2 
shows the monthly inflows for February 2014 to February 2015. In 2014 alone, ETP 
inflows rose by about USD 330 billion, and the data from the first two months of 
2015 indicates a growth of about 60% year to year.

In Poland the first passively managed funds appeared in 2010. However, the Polish 
market is still narrow in comparison with, for example, the American market. The 
global data shows that the majority of actively managed funds do not earn a higher rate 
of return than passive ones. According to a report made in 2013 by Bank of America 
Merrill Lynch, less than every fifth fund manager earned more than the benchmark.2

1 J. Yang, L. Pavlenko Lutton, 2014 Target-Date Series Research Paper, “Morningstar”, 2014.
2 D. Oakley, Torrid Times for Active Fund Managers, “Financial Times”, November 2014.
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Figure 2. Net Asset Inflows to ETPs from February 2014 to February 2015 [USD bn]
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Source: BlackRock ETP Research Team, ETP Landscape. Industry highlights, BlackRock, February 2015.

An environment of low interest rates, market instability and the growing sig-
nificance of speculation over value building, induces reflection as to whether high 
commissions for fund managers are fully justified from the investor’s perspective. 
This is the way the research problem has been formulated. Taking into consideration 
the ineptitude of actively managed funds in generating extraordinary rates of return, 
let us scrutinise their profitability in comparison to passive funds.

1. Concepts and Premises

The concept of passive asset management may seem counterintuitive. It under-
mines the opinion that as a result of the scrupulous analysis of financial results or 
forecasts of share price behaviour, one can achieve extraordinary profits. This theory 
is supported by some of the elementary laws and theories of financial markets.

Firstly, in the long run the average investor cannot surpass the market. Such 
a conclusion results from simple arithmetic: for any period of time the rate of return 
will be equal to the weighted average of the rates of return achieved by all investors. 
All the passive investors (for example in the broad market index) will theoretically 
attain a rate of return equal to the market rate. Hence, active investors, as an aggre-
gated group, earn only as much as the whole market earns on average. This, in turn, 
means that if an active investor is to earn more than the market average, another 
active investor must earn respectively less. The search for an extraordinary rate of 
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return, i.e. higher than the average market rate is a zero-sum game: one investor’s 
gain has to be balanced by another investor’s loss.3

Secondly, the efficient markets hypothesis is in favour of the passive management 
of asset portfolios. According to the hypothesis, the prices of financial instruments 
fully reflect all the available information concerning them. The condition here is zero 
transaction costs (for example, commissions, costs of conversion etc.) and financial 
market rationality, that is, no speculation bubbles.4,5 As a consequence, this means 
that rates of return cannot be forecast, and that technical as well as fundamental 
analyses are useless, as they are based on publicly available information, which has 
already been included in the asset prices.

Thirdly, in the case of an investment using a fund, the so-called principal-agent 
problem occurs. This concerns a situation where the investor, who decides that his or 
her capital should be managed by an active fund manager, has different goals to the 
manager (agent). The investor’s goal would be to maximise profit within a given level 
of risk, while the agent’s goal may be to maximise their own bonus. Such a situation 
can encourage managers to change the composition of their customer’s portfolio 
too often, as the commission is paid on turnover. A manager may also be motivated 
to pursue a more risky strategy (greatly exceeding the customer’s risk appetite) giving 
a greater chance of achieving an extraordinary rate of return and hence a higher bonus.6

Finally, the Capital Asset Pricing Model (CAPM), which is the basis of modern 
portfolio theories, suggests that when certain conditions are met in a state of equi-
librium, the optimum portfolio is the one that is simply market indexed. The rate 
of return ri, according to CAPM, comprises three elements: the risk free rate rf, the 
market risk bonus, (i.e. the difference of market rate of return rm and risk free rate rf), 
and the sampling error εi.

ri = rf + βi(rm – rf) + εi

By definition, the risk free rate does not fluctuate (is constant), while εi is a random 
value and its expected value amounts to zero. Consequently, the only component 
of the rate of return that is exposed to the volatility of risk and is dependent on the 

3 W. F. Sharpe, The Arithmetic of Active Management, “The Financial Analysts’ Journal”, January/Feb-
ruary 1991, vol. 47, no. 1.

4 E. Fama, Efficient Capital Markets: A Review of Theory and Empirical Work, “Journal of Finance” 
1970, vol. 25.

5 E. Fama, Efficient Capital Markets II, “Journal of Finance” 1991, vol. 46.
6 D. Gad, Źródła konfliktu agencyjnego w towarzystwach funduszy inwestycyjnych (Sources of Princi-

pal-Agent Conflict in Investment Funds), “Studia Prawno-Ekonomiczne” 2014, XCI/2, Łódzkie Towarzystwo 
Naukowe.
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investor’s decision, is the market risk bonus. Basically, the investor’s decision boils 
down to a choice of to what extent they are willing to accept exposure to the full 
market risk, which is measured by the βi ratio. Such an approach disqualifies the active 
management concept. The rate of return results directly from the level of accepted 
risk, while a bonus for accurate selection does not exist.7

Data from the United States shows that very few active fund managers are able 
to achieve results better than the benchmark,8 and additionally that their profits are 
burdened by relatively high charges. Some managers may exceed the benchmark 
in one year or even during several consecutive years, but the investor will not be able 
to credibly define whether this result should be ascribed to the extraordinary skills 
of the manager or simply to good luck. Thus, fund’s results from past periods must 
not be the basis for forecasting its efficiency in the future.

2. Passive Investment Instruments

Two of most common groups of passively managed financial instruments are 
index funds and ETPs.

Both index funds and ETPs aim to track selected indexes, for example, the WIG20 
or S&P500. The most important goal of both instruments is to replicate the indexes’ 
behaviour as accurately as possible. Unlike active funds, they do not try to achieve 
extraordinary rates of return. They are, therefore, an excellent product for the investors 
who do not possess expert knowledge of financial markets. They do not require the 
active allocation of assets nor the tracking of stock prices. Both products are oriented 
towards the minimization of portfolio management costs. Due to a simple algorithm 
for asset selection, there is no need to pay top class market analysis specialists – the 
existing indices may be replicated even automatically, which allows for a significant 
reduction in management costs. A formula that omits managers who are trying 
to achieve results better than the market, should potentially result in a reduced level 
of risk for the investor.

One of the consequences of the popularization of index funds on well developed 
markets (like the USA, where index funds in 2013 accounted for nearly 20% of the 
whole equity funds market) may be the excessive allocation of fund assets to shares 
in popular indices. Theoretically, a situation may occur where the direct reason for an 

7 Asste Institut für Vermögenaufbau (IVA) AG, “Asset Management based on Passive Strategies”, 
July 2014, Munich.

8 C. B. Philips, F. M. Kinniry Jr., T. Schlanger, J. M. Hirt, The Case for Index-Fund Investing, Vanguard 
research, April 2014.
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increase in the share price of a company is because it is entering an important index, 
not because of any fundamental factor. Another consequence may be pressure on 
investment funds so that they reduce management fees, especially when the results 
of passively managed funds do not differ greatly, or even at all, from those achieved 
by their active counterparts.

There are many differences between index funds and ETPs, but the most important 
one is that ETPs are listed on the stock exchange while the index funds are not. From 
the investor’s perspective, this has a few important implications. Investment in index 
funds does not require the possession of a broker’s account, which somewhat reduces 
the expenses. They are available directly from investment fund companies or from 
intermediaries (for example, from some banks). The valuation of an index fund is 
performed at the end of every day. The value of all assets of the fund are summed and 
divided by the number of units. They are purchased, evaluated and sold in a similar 
way to ordinary investment funds. It is also worth mentioning that dividends are 
included in the valuation.

Index funds may replicate popular equity stock exchange indices, both Polish and 
foreign (WIG40 or S&P500), bond indices (Barclays Capital Aggregate Bond Index) 
or commodity indices (gold). Less popular are the funds that reflect the results of 
a sector or industry, for example the real-estate market or whole national economies. 
Funds that want to make use of existing, well-known and recognisable indices have 
to pay for licences to use them. However, the cost pressure encourages investment 
funds to create their own indices in order to avoid these charges. This phenomenon 
is known as self-indexation.

There are a few methods of indexation that can replicate a selected index. Tradi-
tional indexation consists of the acquisition of an analogous portfolio with the same 
share of assets. Changes in the composition of the portfolio occur only when the 
index’s composition changes (usually these changes are not dynamic). A slightly more 
modern technique is synthetic indexation, which utilises investment in derivatives 
(futures contracts). They are selected in a way that results in being able to achieve, 
possibly, a similar rate of return. Unfortunately, this method appears to be more 
costly than the traditional one due to the expenses associated with the conclusion of 
contracts. However, the purchase of a full assets portfolio in appropriate proportions 
using a traditional method may prove impossible. Moreover, there are also strategies 
for the “improvement” of indexation. They combine both passive and active fund 
management in order to maximise the rate of return for the investor (minimization 
of expenses in the passive management and maximization of rate of return before 
costs in the active management). The strategy of indexation improvement may 
consist, for example, of the inclusion of instruments with a stable income for the 
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portfolio, for example, bonds. Another method applies filters and the exclusion of 
certain groups of companies from the replicated index, for example, those who are 
excessively indebted. There are also indices focusing strongly on tax optimization.

The purchase of listed ETPs, unlike index funds, requires the ownership of a bro-
ker’s account, which entails bearing some costs. However, it is worth mentioning that 
ETPs were created as a cheaper alternative to index funds. Usually in the case of ETPs 
the management fee is lower and there is no loading for the purchase or redemption 
of units. Additionally, they are evaluated in real time, which gives the investor more 
control over the time of entering or exiting an investment; although in the long run 
this aspect should not be relevant.

It is also worth adding that in the terminology the phrase ETF (exchange traded 
fund) is more frequently used than ETP. Sometimes they are interchangeable, but 
the ETP is a broader term than ETF. Generally, ETPs may be divided into three sub-
groups of instruments. ETFs replicate equity indices. In order to achieve this, direct 
(accurate replicating of results and structure of the index) or synthetic replication 
(creating a basket of assets with similar characteristics that simultaneously conclude 
swap transactions of ETF assets’ results into base index results) is utilised.9 As a part of 
the ETP one can also distinguish ETC (exchange traded commodities/currencies), 
that track quotations in the commodities markets. They may replicate the quotation 
of a selected commodity or a wide aggregate of commodity indices. The last ETP 
sub-group is ETN (exchange traded notes), which are issued by banks and not asset 
based. The bank is obliged to pay the rate of return from the given index; it does 
not replicate its structure as part of its own assets. This also means that the investor 
directly incurs the insolvency risk of the bank issuing the ETN.

3. Instruments of Passive Investment Available in Poland

Both index funds and ETFs are available in Poland, however at present (April 
2015) the range is relatively narrow.

Ipopema m-Indeks is an index fund accessible to the ordinary investor. It enables 
an investments of from PLN 100 in the basket of companies listed on the Warsaw 
Stock Exchange as a part of mWIG40 index.

Furthermore, TFI Quercus offers a few index funds. However, all of these require 
a minimum investment value of PLN 200,000, which considerably limits the number 

9 R. Krawczyk, Rola Exchange Traded Fund w funkcjonowaniu rynku kapitałowego (Role of Exchange 
Traded Fund in the Capital Market Operation), “Ekonomia” 2012, issue 4, no. 21, Uniwersytet Ekonom-
iczny, Wrocław.
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of interested investors. Quercus lev replicates the behaviour of the WIG20 index with 
double financial leverage, which means simply, that WIG20 results (profits as well as 
losses) will be multiplied by two. The Quercus short fund is also offered. Its aim is 
to inversely replicate changes in the WIG20 changes; thus, the investors gain when 
the index value declines and lose when WIG20 rises. Analogous indices are created 
for the oil (Quercus Oil lev and Quercus Oil short), wheat (Quercus Wheat lev and 
Quercus Wheat short) and gold markets (Quercus Gold lev and Quercus Gold short).

Competition for the Quercus short fund comes from Altus short, which has 
a similar construction (attempts to replicate the reverse of WIG20 price changes 
through short positions in futures contracts), but has much lower entry barriers. 
The first payment should be to at least PLN 1,000 and each subsequent payment at 
least PLN 100.

ETF instruments for WIG20 have been traded on the Warsaw Stock Exchange 
since 2010, and on the American S&P500 and German DAX since 2011. The issuer 
is Lyxor Asset Management (Société Générale).

4.  Comparison of the Rates of Return from Passively 
and Actively Managed Funds in Poland

When analysing the profitability of investment in passive and active instruments, 
it is worth scrutinizing not only the rates of return achieved when applying both these 
strategies, but also the risks incurred with the asset purchase. Therefore, the level 
of risk will also be measured for the funds analysed (standard deviation of the rates 
of return). It is worth noting that for many of the funds there is a maximum four- 
 -element time series for annual rates of return, as most of them were established after 
2010. It may be assumed, though, that a quarter is the shortest investment horizon for 
the potential investor, so the standard deviation can be calculated for the quarterly 
period instead of annual rates of return. Higher risk will be related to a higher rate 
of return (risk–return trade off), while instruments with stable and relatively low 
rates of return may be less profitable. The relation between the rate of return and the 
level of investment risk can be measured using the Sharpe ratio:

Si = (Ri – Rf) / δi

where
Ri is the rate of return on i-th asset
Rf is the risk-free rate of return
δi is the standard deviation of the rate of return on i-th asset for a given period
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Rates of return will be analysed for one-year and three-year time periods (i.e. 
average annual rate of return for the period of three years). The Ipopema Małych 
i Średnich Spółek (SME) fund is the only analysed fund that does not have a three-
year history of quotations. Therefore, in order to ensure comparability for all the 
funds analysed in Table 1 and Table 2, the annualized rate of return for the last nine 
quarters was calculated (the longest period for which the Ipopema Małych i Średnich 
Spółek fund quotations are available), but not for the last three years.

From a correct research method perspective, it would be optimal to focus on 
the periods covering the whole business cycle, as well as the years of the 2008–2010 
crisis. However, many funds were established after 2010 and such a long time series 
is currently not available. It should be emphasized right at the beginning that this is 
a serious research limitation and it will reduce the possibility of drawing conclusions 
based on the available data considerably. Passive funds are created for long term 
investment, so the analysis should be based on at least five to seven years worth of 
rates of return. The risk free rate of return used in the calculations is assumed to be 
equal to the profitability of Polish 10-year government bonds, which amounts to 2.5% 
for 24 April 2015.

Tables 1 and 2 present the results of the Ipopema mIndeks index fund for mWIG40. 
For reasons of comparability of the active funds, other equity funds with the same 
TFI were selected: Makro Alokacji (Macro Allocation), Agresywny (Aggressive) 
and Małych i Średnich Spółek (SME). Each of these funds is available in category A 
(Table 1) and category B (Table 2).

Table 1.  Comparison of the Ipopema mIndeks Index Fund and Ipopema Active Equity 
Funds, Category A

Ipopema mIndeks Ipopema Makro 
Alokacji

Ipopema Agresywny 
Ipopema

Ipopema Małych 
i Średnich Spółek

Date of establishment June 2010 December 2011 December 2011 November 2012

Annual rate of return10 11.9% 1.9% 4.5% 5.2%

9‑quarter rate of return11 17.3% 5.6% 4.5% 14.1%

Standard deviation12 7.7% 2.0% 4.8% 7.6%

Sharpe ratio 1.9 1.5 0.4 1.5

Source: authors’ calculations based on the data available on the Ipopema TFI website www.ipopematfi.pl/funds,id,67.
html, (27.04.2015).

10 Rate of return for the period 15 April 2014 – 14 April 2015.
11 Average annual rate of return in the last nine quarters for the period 12 October 2012 – 14 April 

2015.
12 Standard deviation for quarterly rates of return for the period 12 October 2012 – 14 April 2015.
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Table 2.  Comparison of Index Fund Ipopema mIndeks and Ipopema Active Equity 
Funds, Category B

Ipopema mIndeks Ipopema Makro 
Alokacji Ipopema Agresywny Ipopema Małych 

i Średnich Spółek

Date of establishment June 2010 February 2012 February 2012 November 2012

Annual rate of return13 11.3% 1.3% 3.8% 4.6%

9‑quarter rate of return14 16.5% 4.9% 3.5% 13.5%

Standard deviation15 7.6% 2.0% 4.9% 7.6%

Sharpe ratio 1.8 1.2 0.2 1.4

Source: authors’ calculations based on the data available on the Ipopema TFI website www.ipopematfi.pl/funds,id,67.
html, (27.04.2015).

In comparing the passive fund mIndeks with the three Ipopema active equity 
funds, one should point out first that the passive fund had a relatively high rate of 
return in relation to each of the active funds. This regularity occurs both in asset 
category A as well as in category B; moreover, it also occurs in both time perspec-
tives (yearly and 9-quarterly). On the other hand, the risk level measured using the 
standard deviation of the rates of return is higher for mIndeks than for the Makro 
Alokacji and Agresywny funds, and actually equal to the standard deviation of the 
Małych i Średnich Spółek active fund. This may be connected with the fact that the 
Małych i Średnich Spółek fund was exposed to a similar risk as mIndeks. However, 
the Sharpe ratio is most significant as it shows the relationship between the rate of 
return exposed to risk and the investment risk. It appears that, from the investor’s 
perspective, it is the passive fund that gives the best relationship between the rate of 
return and the incurred risk, i.e. a higher rate of return with the same risk level, or 
lower risk with equal return.

Such considerable differences in the levels of rates of return for passive and 
active investments cannot be explained in terms of lower charges in the mIndeks 
fund. The difference in the management fee does not exceed 2%, while the difference 
in the analysed annual rates of return ranges from about 6% up to as much as 10%, 
depending on the active fund compared. A time series of only a few years should 
not give rise to any far-reaching conclusions. The rates of return in the period ana-
lysed, 2010–2015, were subject to strong fluctuations due to the increased market 
instability connected with the economic slowdown and with overcoming it. It can 
only be stated that the problem lies in profitability, not in the costs incurred by the 

13 Rate of return for the period 15 April 2014 – 14 April 2015.
14 Average annual rate of return in the last 9 quarters for the period 12 October 2012 – 14 April 2015.
15 Standard deviation for quarterly rates of return for the period 12 October 2012 – 14 April 2015.
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investor. And lower profitability (before costs) may be associated some with managers’ 
ineptitude as well as ordinary coincidence, to the disadvantage of the active funds.

The passive commodity funds offered by TFI Quercus can be compared to active 
funds that are investing on the same markets, and consequently, exposed to the same 
sectoral or market risk. For example in the case of the gold fund, Quercus Gold, 
a comparable fund could be an active fund investing in precious metals. Unfortunately, 
there is no TFI offering for such a product in Poland. All funds available in Poland 
that invest in precious metal markets confine their business to gold. It is therefore 
difficult to analyse active management in this case. There are also raw material market 
funds offered, but they combine investment in precious metals, energy, food etc. Thus, 
funds such as these will be exposed to different risk and business cycle factors, and 
so their rates of return must not be compared with gold focused funds, especially 
for periods as short as three years. The rates of return on foreign funds should be 
excluded from the comparison as they are settled in foreign currencies, which for 
a Polish investor means additional exposure to currency risk.

In Poland it is easier to find comparable active funds in the form of exchange 
traded funds. These instruments have a clearly defined benchmark, so attempts can 
be made to find funds of a similar benchmark and asset allocation.

As a comparison to the WIG20 ETFs (ETFW20L), active funds that invest in shares 
on the Warsaw Stock Exchange were selected that have fixed the value of the WIG20 
as their benchmark (or the WIG20 as a substantial component of the benchmark). 
It is worth adding that there are funds that base the building of their benchmark on 
the WIG20 index, but they allocate a relatively small part of their assets to shares. As 
can be illustrated by funds such as Skarbiec Akcja or PZU Akcji Krakowiak, whose 
benchmark consists of 90% WIG20 and 10% WIBID3M, their investment policy 
allows for the allocation of as much as 50% of assets towards instruments other 
than shares. Even if, at present, their allocation is dominated by equity, these funds 
are free to shift as much as a half of their assets to, for example, the bond market. 
Therefore, the requirement of equity allocation was added to the selection process 
of comparative active funds. It has been assumed in the analysis, that a condition for 
the selected funds is to declare at least a 70% contribution to financial instruments 
that are based on equity shares in their investment policies.

Table 3 presents selected funds together with their benchmarks and allocation 
policy.

The selected funds have been analysed in the same way as the Ipopema funds 
in Table 1 and 2 with regard to rates of return, risk level and the relation of profita-
bility to risk (measured using the Sharpe ratio). The results are presented in Table 4.
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Table 3.  Polish Investment Funds with a Benchmark Based on the WIG20 and 
Substantial Asset Allocation in Equity Based Financial Instruments

Fund name Benchmark Allocation in shares

Inwestor Dużych Spółek 80% WIG20
10% BUX (Budapest Stock Exchange)
5% PX (Prague Stock Exchange)
5% WIBID 6M

70–100%

BNP Paribas Akcji 100% WIG20 70–100%

KBC Akcyjny 60% WIG20
40% mWIG40

70–100%

Source: authors’ calculations based on the information available on TFI websites www.investors.pl/fundusze-inwestycy-
jne/345LkL-investor-akcji-duzych-spolek, www.tfi.bgzbnpparibas.pl/klient-indywidualny/produkty/subfundusz-akcji, 
www.kbctfi.pl/fundusze_inwestycyjne/kbc_akcyjny, (27.04.2015).

Table 4.  Comparison between WIG20 ETF Results and Selected Actively Managed 
Equity Funds Investing on the WSE

ETF WIG20 Inwestor Akcji 
Dużych Spółek BNP Parias Akcyjny KBC Akcyjny

Date established September 2010 January 1998 January 2005 October 2006

Annual rate of return16 2.7% 7.9% 9.3% 6.8%

3‑year rate of return17 6.9% 7.5% 9.4% 10.3%

Standard deviation18 5.6% 4.2% 5.8% 5.9%

Sharpe ratio 0.8 1.2 1.2 1.3

Source: authors’ calculations based on information available on the websites of selected TFI (as in sources in Table 3) 
and WSE www.gpw.pl/etfy, (27.04.2015).

In the case of the WIG20 ETFs the situation looks worse than that for the index 
fund mIndeks, as the active funds had higher rates of return than ETFs and a similar 
level of risk. As a result, the Sharpe ratio is lowest with regard to ETFs. However, it 
should be taken into account that the period analysed was a period of stabilisation 
for the WIG20 index with relatively small rises, this after the prosperous years of 
2009–2011. Passive management should be analysed with respect to the whole busi-
ness cycle, including the boom and decline, as well as the period of stabilisation. In 
the short term active funds may more easily overcome unfavourable conditions. For 
example, for the analysed period, KGHM, which amounts to 7.6% of the WIG20 index, 
lost nearly 18%. This company also had growth periods, however, for the selected 

16 Rate of return for the period 15 April 2014 – 14 April 2015.
17 An average annual rate of return for the last 3 years, for the period of 13 April 2012 – 14 April 2015.
18 Standard deviation for quarterly rates of return for the period of 13 April 2015 – 14 April 2015.
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time horizon it was not a profitable investment. To a certain extent an active fund 
may avoid losses of this sort. Moreover, it should be underlined that the calculations 
presented include management fees and taxes paid by TFIs, but do not include the 
purchase and redemption fees, nor the distribution fee, which do not concern ETFs. 
They have not been included because such charges are calculated at the beginning 
or end of the investment period. Their total amount depends on the value of invest-
ment and the investment horizon. Such fees may be substantial for the rate of return 
after costs. For the TFIs indicated the distribution fee charged at the beginning of 
the investment period ranged between 2% and 5%. This amount reduces the value 
of the invested funds.

Funds comparable to S&P500 ETF (i.e. funds exposed to a similar market risk) 
may be funds that are actively investing in shares on the American market. There are 
several funds investing in companies in the USA that are available in Poland in PLN. 
Some of these utilize the value of the S&P500 index as their benchmark basis – Subfun-
dusz Akcji Amerykańskich MetLife and Fundusz Akcji Rynku Amerykańskiego PKO.

Table 5 presents selected funds and their benchmarks.

Table 5. Polish Funds Actively Investing in American Market Equities

Fund name Benchmark

ING Spółek Dywidendowych USA None

MetLife Subfundusz Akcji Amerykańskich 90% S&P500 + 10% WIBID 1M

PKO Akcji Rynku Amerykańskiego 90% S&P500 + 10% WIBID ON

Source: authors’ calculations based on the information available of TFI websites www.ingtfi.pl/fundusze-akcji/ 
ing-spolek-dywidendowych-usa, www.metlife.pl/pl/individual/produkty/oszczędzanieiinwestycje/parasol-świa-
towy/metlife-subfundusz-akcji-amerykańskich.html, www.pkotfi.pl/fundusze-inwestycyjne/fundusze-inwestycy-
jne-otwarte/pko-akcji-rynku-amerykanskiego, (27.04.2015).

An analogous comparison has been conducted for selected funds and S&P500 
ETFs.

Table 6 presents the rates of return, the standard deviation of the rates of return 
and the Sharpe ratio, for each instrument.

In this case the advantage of the passive fund is considerable. The rate of return 
is very high: the average annual return for the last 3 years is 21.6%. The standard 
deviation is a little higher than that of the other instruments in the comparison, but 
the high Sharpe ratio indicates that a higher risk is more than compensated for by 
the rate of return. It should be emphasized that the difference would have been even 
greater if the calculation of the rates of return had included distribution, purchase and 
redemption fees. However, it should also be admitted that the time horizon should be 
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lengthened. Since mid-2011 the American stock market has enjoyed an unremitting 
period of boom. So, in this case the business cycle may distort the results.

Table 6.  Comparison of Results Between S&P500 ETFs and Selected Actively Managed 
Equity Funds that Invest on the American Stock Market

ETF S&P500
ING Spółek 

Dywidendowych 
USA

MetLife Akcji 
Amerykańskich

PKO Akcji Rynku 
Amerykańskiego

Date of establishment May 2011 November 2009 March 2004 November 2006

Annual rate of return19 42.7% 4.3% 43.5% 12.7%

3‑yearly rate of return20 21.6% 11.9% 16.0% 9.8%

Standard deviation21 6.2% 3.9% 7.8% 3.9%

Sharpe ratio 3.2 2.5 1.9 1.9

Source: authors’ calculations based on information available on the websites of selected TFI (as in sources in Table 5) 
and WSE www.gpw.pl/etfy, (27.04.2015).

Conclusions

The passive investment market in Poland is still in a phase of initial development. 
The available instruments are not numerous and are offered in less than favoura-
ble conditions than those on mature markets. For example, the management fees 
for Ipopema mIndeks range from 2% to 2.5%, for categories A and B respectively. 
A purchase fee of 4% and the unit redemption fee of 2% is also included. For com-
parison, the largest American index fund, Vanguard Total Stock Market, has a total 
cost indicator at a level of 0.17%.

Furthermore, the difference in fees between active and passive funds in Poland 
is relatively low. Other Ipopema equity funds (active) charge management fees of 
2.9% up to 3.8%. In Poland index funds are still a novelty, and competition is in fact 
non-existent. Hence, despite considerably lower management expenses on the fund’s 
side, an index fund is only 30% cheaper than actively managed funds. Figure 3 presents 
the total expense ratio for active and index funds in the USA. In the years 2000–2013 
the average TER for active funds grew from a fourfold ratio to a sevenfold ratio.

19 Rate of return for the period 15 April 2014 – 14 April 2015.
20 An average annual rate of return for the last 3 years, for the period of 13 April 2012 – 14 April 2015.
21 Standard deviation for quarterly rates of return for the period of 13 April 2015 – 14 April 2015.
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Figure 3.  Average Total Expenses for Active and Index (Passive) Equity Funds in the 
USA for the Years 2000–2013 [in Base Points]
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Source: 2014 Investment Company Fact Book, Investment Company Institute and Lipper.

The situation on the ETF market seems to be a little more attractive, as manage-
ment fees range from 0.15% for the S&P500 ETF, through to 0.2% for the DAX ETF, 
and up to 0.45% for the WIG20 ETF. The brokerage commissions should be included, 
however, these are remarkably low compared to the management fees (share trading 
stands at circa 0.4%). These values do not differ much from those on mature markets.

The accessibility of passive instruments is more limited in Poland than, for 
example, in the United States. Among index funds, only Ipopema mIndeks allows 
for investments of PLN 100 and over, though only in the assets of category B, with 
higher fees and lower rates of return than the assets of category A (these are available 
from a PLN 200,000 investment quota). Similarly, the WIG20 index funds and gold, 
wheat and oil commodity funds offered by TFI Quercus are offered for a minimum 
investment level of PLN 200,000. For comparison, most Vanguard index funds are 
accessible for the amount of USD 3,000, and some funds associated with pension 
security enable investment from USD 1,000. Only specialist sectoral funds have 
higher thresholds than USD 10,000. That the average disposable income in the USA 
is much higher than in Poland, makes theses limits in terms of the purchasing power 
of the society even lower.

It should be underlined again that the time series available as of April 2015 are 
too short to conduct a full analysis of this market. Passive investments, due to their 
nature, are long term and should be analysed for the horizons of the whole business 
cycle. A similar analysis should be repeated when historical data for 10 or 15 year 
periods is available for passively managed instruments.
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Besides, the market may also be an important aspect in the comparison of active 
and passive funds. On developing and emerging markets asset undervaluation or 
mistakes in evaluation happen much more often than on mature ones. Moreover, 
these markets may be exposed to much higher fluctuations and instabilities. This 
provides more opportunities for active managers to achieve extraordinary profits. 
Thus, it may be assumed that on a market such as Poland’s, it will be easier, relatively, 
for active funds to achieve extraordinary returns.
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AbstrAct

Considering the role of local government in stimulating local economy development, 
and at the same time in shaping development processes, it must be stressed that local 
government has certain functions to perform consisting of shaping life conditions that are 
beneficial to the residents and the operation of business entities. To achieve this purpose 
it undertakes various activities, and uses legal and economic instruments.
With this in mind, this publication attempts to demonstrate the role of territorial government 
as an entity that directly and indirectly stimulates local economy development processes, 
along with the presentation of selected instruments and actions conductive to shaping these 
processes. The considerations in this study pertain to the conditions of the functioning 
of territorial government units in Poland at the local level. Of course, due to the length 
of the paper, only selected issues of this broadly understood problem will be discussed.

Keywords: local government, local development, the local economy
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Introduction

The tasks of local government, as the host of the area, include the satisfaction of 
the current needs of the community of residents and the stimulation of socio-eco-
nomic development. Realizing this, local authorities conduct policy, the aim of which 
is to stimulate economic processes influencing the improvement of competitiveness 
in the territorial unit. They do this by means of the rational management of resources, 
using specialized legal, administrative, financial, and informational instruments. In 
particular these activities encompass the expansion and modernization of local tech-
nical and social infrastructure, the rational management of municipal real estate, the 
stimulation of entrepreneurship, the creation of developed economic and industrial 
zones, and the promotion of territorial units.

Every territorial unit is part of a larger socio-economic system. There are numer-
ous factors that have an influence on its functioning, and which do not depended 
on local authorities or communities. We should mention here the territorial unit’s 
location in the settlement system, its position in relation to communication routes, 
the availability of natural resources and the level of the local economic base. These 
factors differentiate territorial units and are the reason why some of them are initially 
in a privileged position in relation to others.

Irrespective of the existing local conditions, local authorities are required to imple-
ment policies aimed at the most efficient use of the potential they possess. Its aim is 
the rational formation of development processes, achieved, among others, through the 
modernization and expansion of the resources of technical and social infrastructure 
they have available. Such activities lead to the maintenance or improvement of the 
attractiveness of a given territorial unit within a settlement system. The final effects 
are increasing the level of satisfaction of the self-governing community’s collective 
needs, a higher quality of life for residents, and the improved operating conditions 
of the local economy.

Territorial units, in shaping local development processes, compete with each 
other in attracting investors, new residents, sports organization and artistic events, 
as well as in the use of other factors that contribute to socio-economic development. 
This competition takes on many faces, resulting in positive and negative effects. The 
nature of these effects depends on the proper selection of instruments for achieving 
the intended objectives, including the realization of a rational management strategy.

With this in mind, this publication attempts to demonstrate the role of territorial 
government as an entity that directly and indirectly stimulates local economy devel-
opment processes, along with the presentation of selected instruments and actions 
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conducive to shaping these processes. The considerations in this study pertain to the 
conditions of the functioning of territorial government units in Poland at the local 
level. Of course, due to the length of the paper, only selected issues of this broadly 
understood problem will be discussed.

1. Local Government as a Local Economy Entity

Local government is an association of members of the local population that is 
a separate structure within the state and created by virtue of law, appointed to carry 
out public administration, and equipped with the material resources to carry out the 
tasks assigned to it.1 It is an internal organization of the local society, having a legal 
personality, and its own structures and decision-making bodies. Local government 
carries out its own tasks and those tasks assigned to it by the regulations prescribed by 
legal acts. The formal and legal side of its activity is subject to supervision by the state.

Today, local government autonomy stems from the definition included in the 
European Charter of Local Self-Government of 1985, according to which, local 
self-government denotes the right and the ability of local authorities to regulate and 
manage a substantial share of public affairs at their own responsibility and in the 
interests of the local population (within the limits of the law).2

The division of tasks between the different levels of local government, as part of 
the decentralization process, should be done in accordance with the principle of sub-
sidiarity. This means that decision-making should take place as close to the residents 
of the local community as possible, while respecting the principles of economy and 
efficiency. In turn, the application of the principle of subsidiarity is vital in supporting 
smaller, economically weaker communities.

The main activity of local self-government is the execution of public tasks, the 
aim of which is to create appropriate living conditions for local communities as well 
as organizing the proper operation and development of the economy. Local author-
ities can directly and indirectly affect the social, economic and territorial situation 
of individual areas using available legal instruments, administrative procedures and 
financial resources.

Carrying out the tasks aimed at improving the quality of the provision of munic-
ipal and social services, local authorities achieve the following goals:

1 E. Ochendowski, Prawo administracyjne (część ogólna), TNOiK, Toruń 2013, p. 207.
2 The European Charter of Local Self-Government of 15 October 1985, “Journal of Laws” 1994, no. 124, 

item 607, article 3.
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 – economic objective – to create the best conditions for the development of entre-
preneurship among residents, existing operators and new investors;

 – social objective – the provision of an adequate quantity and quality of municipal 
and social services, satisfying housing needs, and ensuring public safety;

 – spatial objective – rational organization of space, the use and management of 
space and the arrangement of various functions (activities) in this space;

 – ecological objective – the protection of the resources and values of the natural 
environment;

 – cultural objective – the protection of the resources and values of cultural heritage.
The status of local government as presented above assumes its active role in the 

local economy. It should be expressed in the concentration on activities for shaping 
conditions conducive to local development.

The local economy is the basic area of economic activity for the local territorial 
social system. In its simplest interpretation, it means the activities directed at the 
development of the local unit.3 J. Parysek defines it as a complex process in which 
local authorities using their own resources, including residents and the involvement 
of internal partners (with their capital), stimulate the socio-economic development of 
the given territorial unit.4 The majority of definitions include the stimulation of the 
development processes and the creation, within the municipality, of a good climate 
for investing and establishing business entities.5 The local economy is also sometimes 
understood to be the operation of various types of local institutions, leading to the 
creation of new jobs, using the local development base.

Due to the allocation of development factors and actors (among others: needs, 
infrastructure resources, and business entities) every economy, including local ones, 
have their spatial aspect, whose expression is the defined spatial organization, struc-
ture and functioning of the territorial unit. In order to achieve this development, 
developed demographic, social, and institutional structures are needed that will 
create, justify, and implement this development; that is, to steer the development.6

The subject of the local economy is the area of the municipality. All local issues, 
not reserved by law for other entities, belong to the competencies of its authorities.

3 L. Wojtasiewicz, Planowanie rozwoju lokalnego, in: Rozwój gospodarki lokalnej w teorii i praktyce, 
eds. B. Gruchman, J. Tarajkowski, series: Rozwój regionalny. Rozwój lokalny, Samorząd Terytorialny, 
Instytut Gospodarki Przestrzennej UW, Warszawa 1990, in: J. Parysek, Podstawy gospodarki lokalnej, 
Wydawnictwo Naukowe UAM, Poznań 2001, p. 18.

4 J. Parysek, Podstawy gospodarki lokalnej, op.cit., p. 18.
5 J. Reijnen, The Role of Local Authorities in Fostering Local Initiatives, in: Local initiatives. Alternative 

path for development, ed. A. Sutton, Press, Maastricht 1987.
6 J. Parysek, op.cit., p. 22.
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In accordance with economic activities, the local economy consists of entities 
operating in the area of the given unit, such as: private companies, public utility 
companies, local government units and budgetary establishments (e.g. schools, cul-
tural centres, health centres), banks and financial institutions, universities, NGOs, 
households, and other entities supporting business processes.7

The complex functioning of the local economy stems from the fact that it is a set 
of interdependent business entities operating in the area of the municipality, each of 
which performs specific functions and pursues its own goals. These entities develop 
the space according to the requirements that result from the functions they perform. 
During their everyday operations various relations occur between the entities that 
result from cooperation and collaboration, exchange of goods and services, work pro-
visions, etc.8 Each of these entities seeks to achieve benefits, but it is difficult to expect 
that the sum of these individual efforts will lead to the maximization of benefits for 
the whole system. Thus, various contradictions and conflicts occur in the objectives 
of these entities. The maximization of their own benefits are most often achieved at 
the expense of other entities, which results in them making losses.

Under a system operating in such conditions, a particularly important role is 
played by the local authorities. Their task is to conduct a development policy that will 
minimize conflicts and facilitate the coordination of the business entity’s activities 
in such a way as to be beneficial to the given system (e.g. the promotion of economic 
development while maintaining environmental values and rational management of 
space). Thus, it can be stated that in these processes, self-government, and mainly 
the local authorities who act on its behalf, are the steering element of the system.9

What is important for the development of the local economy is attracting new 
business entities whose activities will lead to the creation of jobs, an increase in the 
tax base and the emergence of other benefits for the business’ location. This concerns, 
primarily, finding actors who at the time of achieving their own goals will produce 
the maximum local effect,10 which is expressed by attaining benefits for the general 
public, and not only in achieving profits for a single economic entity.

Under such conditions, local development goals and strategies that are implemented 
by local authorities, can count on the support and understanding of actors on the 

 7 J. Parysek, op.cit., p. 44.
 8 A. Zalewski, Ekonomika rozwoju lokalnego (wybrane zagadnienia), in: Samorząd terytorialny 

a rozwój lokalny, eds. M. Majchrzak, A. Zalewski, Oficyna Wydawnicza SGH, Warszawa 2000, pp. 9–10.
 9 A. Zalewski, Reformy sektora publicznego w duchu nowego zarządzania publicznego, in: Nowe 

zarządzanie publiczne w polskim samorządzie terytorialnym, ed. A. Zalewski, Oficyna Wydawnicza SGH, 
Warszawa 2005, pp. 29–32.

10 J. Parysek, op.cit., p.53.
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local stage who will adopt the development directions as their own, and participate 
in their implementation.11

When discussing the local economy’s development processes it is worth refer-
ring to the theory of the economic base. Werner Sombart, a German economist, 
presented the essence of its meaning by stating that the development of a town is 
determined by the size and wealth of its natural resources, and the socio-economic 
development of its infrastructure.12 The basic conditions for the implementation of 
this processes, as defined above, is due to the existence, within the municipality, of 
a local development base that significantly increases the area of impact of the business 
entities located in the municipality. The development of supra-local functions can 
constitute an important source of social benefits that is expressed, among others, 
in an increase in the rank of the territorial unit; raising its attractiveness as a place 
that satisfies needs and as the location of attractive investments.13 In this sense, it is 
the local government’s task to undertake actions supporting local activities that are 
conducive to the development of supra-local functions and the creation of conditions 
for new investors.

The role of local authorities is to shape development processes that are directed 
at the coexistence of many functions. Structures dominated by only one of these 
functions are not very resistant to larger changes in the environment (e.g. a collapse 
in the labour market in a situation where there is a downturn in the unit’s function-
ing due to the reliance on one large industrial facility, which is the main employer). 
From this point of view, knowledge concerning the conditions and mechanisms of 
this development is very important. It is a fundamental premise underlying rational 
decision making and the effective management of the operation and development 
of territorial units.

Local authorities that use their own as well as external resources, stimulate the 
economic development of the given territorial unit. Thus, the local economy can be 
regarded as a set of activities aimed at local development, which is coordinated by 
local government. In the literature, there is no single universally applicable definition 
for local development. We can talk about local development when the harmonized 
and systematic operation, which is carried out in the local community and with the 

11 F. Pollice, The Role of Territorial Identity in Local Development Processes, “Proceedings of the 
Conference: The Cultural Turn in Geography, Landscape Construction and Cultural Identity”, University 
of Trieste, Trieste 2003.

12 W. Sombart, Der Begrief Stadt und das Wesen der Staedtebildung, “Archiv fur Sozialwissenschaft 
225” 1916, pp. 124–133.

13 K. Dziewoński, Baza ekonomiczna i struktura funkcjonalna miast, PWN, Warszawa 1967, pp. 82–93.
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participation of stakeholders, aims to satisfy the social needs of the local population 
and contribute to the overall progress.14

The main components of local development include:15

 – economic growth and employment growth,
 – increase in prosperity and improvement in the quality of life,
 – increase of investment attractiveness,
 – technological development and innovation,
 – restructuring of economic activity,
 – development of services and social resources, development of institutional 

infrastructure,
 – increase in professional, social and spatial mobility,
 – improvement in the quality of the environment.

It should be noted that in recent years, issues related to local development have 
focused on improving the quality of life of the community, which should be one of 
the effects of this development.16 It is a universal goal that requires particularizing for 
each local unit.17 Local development can be considered in its three spheres, that is:

 – in the economic sphere – as generating revenue for businesses and households 
located in the given territorial unit and in developing entrepreneurship,

 – in the social sphere – as a steady increase in the provisioning of social services, 
the level of education, civic consciousness, and culture,

 – in the environmental and spatial sphere – as care for the natural environment 
and the creation of spatial order in urban areas.
As we can see, these three spheres, within which development processes are 

considered, largely correspond to the aforementioned objectives of the functioning 
of local government.

14 Gospodarka lokalna, ed. R. Brol, Wydawnictwo Akademii Ekonomicznej im. Oskara Langego we 
Wrocławiu, Wrocław 1995, p. 5.

15 A. Klasik, F. Kuźnik Planowanie strategiczne rozwoju lokalnego i regionalnego, in: Funkcjonowanie 
samorządu terytorialnego. Doświadczenia i perspektywy, ed. S. Dolata, vol. II, Wydawnictwo Uniwersytetu 
Opolskiego, Opole 1998, pp. 395–404.

16 A. Pike, A. Rodriguez-Pose, J. Tomaney, Local and Regional Development, Routledge, New York 
2006, pp. 3–4.

17 T. Famulska, K. Znaniecka, Finansowe aspekty rozwoju lokalnego, Wydawnictwo Akademii Eko-
nomicznej w Katowicach, Katowice 2004, pp. 9–18.
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2.  The Actions of Local Authorities that are Directed 
at the Development of the Local Economy

The role of local government in the processes of local economy can be demon-
strated by analysing concepts based on Keynesian theory. According to the theory, 
imperfections in the market mechanism result in the inefficient use of resources 
belonging to individual territorial units. The effects of this can be compensated for 
by a wide range of intervention activities available to public authorities. Without 
them, leaving the development processes to be regulated by the market mechanism 
will cause the enlargement of existing differences.

The role of local government should not be limited exclusively to the sphere of 
regulation, but should also cover any impact on the shape of the actual sphere, espe-
cially by organizing, supporting, and stimulating economic development, rational 
space management, protection of environmental resources, and cultural heritage.18 
Activities in this field can be described as self-government interventionism.19

Local authorities can affect the development of the local economy to varying 
degrees using a variety of interventions in the economic and social spheres. These 
actions can take various forms. For example:

 – financing the expansion of technical infrastructure – roads, water supply, sew-
erage, sewage treatment plants;

 – elimination of development thresholds occurring in the given unit;
 – creating the conditions for business and entrepreneurship development, and the 

location of new businesses activity;
 – human capital development – seeking to improve the level of education, increase 

the qualifications and skills of members of local communities, including local 
authorities;

 – use of financial incentives and rational use of municipal property;
 – use of cultural and environmental values;
 – skilful use of spatial planning instruments, enabling rational shaping of devel-

opment processes.

18 M. Ziółkowski, Zarządzanie strategiczne w polskim samorządzie terytorialnym, in: A. Zalewski, 
op.cit., p. 92.

19 A. Sztando, Lokalny interwencjonizm samorządowy, czyli kształtowanie gminnego rozwoju gospodar-
czego, “Studia Regionalne i Lokalne” 2000, no. 1, Europejski Instytut Rozwoju Regionalnego i Lokalnego 
UW, pp. 79–89.
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In practice, it is possible to point to a number of actions undertaken by local 
government that are aimed at increasing the competitiveness of the local economy. In 
the next part I will indicate selected spheres and instruments that local government 
use in stimulating local economy development.

The policy of local authorities can influence the behaviour and decisions of 
entrepreneurs. The stimulation of entrepreneurship is not one of the tasks of the 
municipality directly listed in the Act, but taking into account the role of local 
government, we should point out the necessity of implementing measures that aim 
to increase the competitiveness of the given territorial unit. The creation of a so-called 
favourable economic climate, understood as being projects aimed at facilitating the 
development of existing businesses and creating new companies, certainly belongs 
under such measures. Various other forms of the participation of local government 
in business projects are also possible, for example: as an entity directly implementing 
public investments, a contractor of business entities, a creator of business conditions 
for other entities, an entity doing business and affecting the labour market situation, 
and an entity that defines the direction of economic policy. The results of these actions 
shape the location’s attractiveness.

The functional properties of the given municipality can either stimulate or decrease 
its attractiveness as a place for conducting business activities or as a place to live for 
local and potential external investors. Investors seek the best local conditions for their 
business. What is very important here is the level of infrastructural development, 
including technical and social infrastructure. A specific development potential is 
created as a result of projects implemented by the municipality (e.g. in the area of 
technical infrastructure). The development of the municipality and the competitive-
ness of its economy in relation to other municipalities is the outcome of locational 
advantages created in the form of certain functional properties for businesses and 
the population. From this point of view, implemented infrastructure investments are 
a very important factor in the economy’s development. Their importance in shaping 
development processes will be considered in the next chapter.

One of the conditions for effectively shaping and stimulating economic develop-
ment is a good knowledge of the local economy and the conditions of its development. 
Without such knowledge it is difficult for local authorities to accurately address the 
offer of available resources to appropriate investors. It is also difficult to choose inves-
tors who will be satisfied by development conditions. An important element here is 
also a knowledge of economic development trends at the macro level.

Analysing a project at the local and regional scale we can point to the creation of 
special economic zones as a factor in the development of the economy. Their aim is 
to activate the local economy, reduce unemployment and accelerate socio-economic 
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development. Currently 14 Special Economic Zones operate in Poland.20 The factors 
that attract and encourage entrepreneurs to invest in their area are of many different 
types, among which tax exemptions are the most attractive. The creation of special 
economic zones brings the following advantages: an increase in revenues from taxes 
on the personal income of people employed in the zones, increased tax revenue from 
economic activities carried out in the area and beyond, and a decrease in expenditure 
due to reduced unemployment (lower unemployment benefits, expenses for welfare, 
reduced cost for the so-called active combating of unemployment).21 It should be 
noted, however, that the creation of special economic zones is also connected with 
losses resulting from a reduction in budget revenues due to tax exemptions.

Entrepreneurship incubators, as well as municipal offices offering legal, financial, 
and marketing advice can be a form of aid for small and medium-sized enterprises. 
The creation of local and regional entrepreneurship development centres is also 
an activity that supports local entrepreneurship. These projects are expected to aid 
in the creation of new jobs, the emergence of new companies, the development of 
existing businesses, and the promotion of modern technologies. If the entities for 
supporting entrepreneurship are to be allowed to function independently, there must 
be a demand for their services from entrepreneurs in the given area. This is another 
area of activity in which local authorities can support the processes of development 
of the economy.

An important role in increasing the economic activity of municipalities is played by 
the entrepreneurship of local authorities in the promotion of development processes. 
Economic self-governments (chambers of industry and commerce) fulfil an important 
function by promoting production and services, causing an increase in new jobs.

Another group of actions undertaken by local authorities aims to reduce unem-
ployment and its negative effects. This is done through active involvement in the fight 
against unemployment by creating jobs in administration, budgetary units, budget-
ary institutions and municipal companies. Some of the direct tools include: public 
works, intervention works, job placement services and municipalities’ own business 
activity. An important instrument used by municipal government in influencing 
the level of unemployment is the ability to conduct business and to directly employ 
people. Business activities conducted in the field of technical and social infrastructure 
leads to the socio-economic development of the municipality and creates external 

20 According to data from 2015.
21 G. Kozuń-Cieślak, Wspieranie rozwoju lokalnego – specjalne strefy ekonomiczne, “Prace Naukowe 

Akademii Ekonomicznej im. Oskara Langego”, no. 1023, ed. R. Brol, Gospodarka lokalna i regionalna 
w teorii i praktyce, Wydawnictwo Akademii Ekonomicznej im. Oskara Langego we Wrocławiu, Wrocław 
2004, pp. 224–228.
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benefits for the area of business activity. The privatization of municipal enterprises 
and budgetary establishments can also be a source of stimulation for the development 
of entrepreneurship.

An essential area of activity for the municipality that influences local development 
processes is in the sphere of the supplying and contracting of services to the local 
market. Here the municipality is an employer, a principal, a customer and an investor. 
By conducting its policy in this area, local authorities affect the activities of private 
companies by making purchases and sales, the preparation of public procurement, 
and contracting work and services. An important task for public authorities in this 
regard is to prepare a municipal economic development strategy, which is a part of 
the municipality’s overall development strategy.

One of the local government policy elements that can lead to the development of 
the economy is the activities undertaken on the real estate market. The municipality 
that conducts transactions on this market (purchase, sale, lease) can affect the level 
of the prices.

The spatial policy implemented by local authorities and expressed in the records 
of planning documents, especially the local land-use plan, is also very important. If 
public authorities have enacted strategic documents defining the direction of devel-
opment (development strategies, long-term investment plans) these instruments can 
be treated as an additional factor in increasing investors’ interest.

Among the instruments at the disposal of public authorities, the financial instru-
ments are particularly important. One of purposes of their application is in influencing 
the economic activity of entities located within the municipality. This happens through 
establishing tax rates (although the municipalities’ control over taxation is very lim-
ited), the management of municipal assets, as well as attracting external sources for 
financing investments. Of great importance is the ability to make effective use of the 
European Union’s regional policy instruments and the financial instruments applied 
within its framework – mainly in the form of grants from Structural Funds and the 
Cohesion Fund. In practice, tax relief on real estate and means of transportation is 
the most commonly used incentive instrument for entrepreneurs.

In order to support business activity, municipalities can also provide loan guar-
antees for businesses that have difficulties in obtaining credit, and can also support 
specialized institutions that provide financial assistance in the form of grants and 
preferential loans. In turn, by expanding their investment activities, local authorities 
can benefit from external sources of financing, including debt market instruments. This 
policy is intended to accelerate and improve the efficiency of investment processes. 
A condition for the efficient use of these funds is to maintain a rational financial 
policy, in particular a debt incurring policy according to creditworthiness.
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Seeking to improve the efficient use of local resources, local authorities should 
carry out actions to ensure the clear understanding of rules and procedures for 
handling official formalities. Moreover, it is important to effectively promote the 
municipality by means of both traditional methods, such as through the media, 
and modern ones such as the Internet. It also essential to create information points 
that promote territorial units and also support investors by providing advice and 
assistance in arranging official matters. In this regard, cooperation with specialized 
institutions may be helpful, for example, local development agencies, whose aims 
are usually to promote local entrepreneurship and local brands.

3.  The Importance of Municipalities’ Infrastructure 
Investments for the Development of the Local 
Economy
Sustainable economic growth is not possible without investments. A very important 

element for shaping local and regional development processes is the implementation 
of municipal infrastructure investment, which in many cases constitutes a lever for 
development processes. Their level of investment is also treated as an indicator of 
economic effectiveness and a condition for the development of entrepreneurship.22 
Economic and social infrastructure investments are necessary to ensure the occurrence 
of growth and development processes for the given area, so a continuing infrastructure 
gap is usually a significant barrier to the development of the local economy.

Municipal infrastructure is a complex resource, which is subject to change with 
multi-dimensional effects. With a changing economic environment, the meaning 
of each of its components changes. New services appear that require a new type 
of network and facilities that give direction to further development processes. An 
important problem here is the skilful development of the relationship between the 
development of municipal infrastructure and social infrastructure. Economic infra-
structure provides a technical background for economic activity and adequate living 
conditions for the population. Its expansion, modernization and all the adjustments 
to the current requirements are tools for adapting the area to the functions performed 
by it. Equipping the area with transport, water, electricity, sewage, gas networks and 
public buildings is one of the important measures of its investment attractiveness. 
The other type of infrastructure, social infrastructure, underlies the development of 

22 M. Ratajczak, Infrastruktura w gospodarce rynkowej, Wydawnictwo Akademii Ekonomicznej 
w Poznaniu, Poznań 1999, p. 53.
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human resources and their structure in relation to present and future expectations. 
What is very important here is educational infrastructure, which develops social 
potential and provides an appropriately qualified workforce. Projects in the sphere 
of health, culture, sport and recreation are also crucial.

When planning the development of municipal infrastructure, attention should be 
paid to such features as its ancillary role, capital intensiveness, technical indivisibility, 
longevity, immobility, and the mutual interdependence of various elements of the 
infrastructure.23 Local authorities are responsible for the proper allocation of public 
resources for the functioning and development of infrastructure. They should be 
interested not only in investments funded directly by municipalities, but also made 
by other entities.

The impact of infrastructure on economic life is complex and it is worth paying 
attention to a certain dependency. By creating demand for certain services, providing 
material resources, and ensuring it is possible for institutions to meet this demand, the 
economy has an initiating function in relation to infrastructure. Economic develop-
ment forms a basis for the development of infrastructure. At the same time, however, 
the economy is a consumer of infrastructure results. Thus, it depends indirectly on 
the current degree to which needs are satisfied.

When analysing these relationships, attention should be drawn to the kind of 
positive correlation between the level of infrastructure development, and the general 
level and pace of development of the economy and of local development as a whole. 
A high level of economic development requires high outlays, but also financial sta-
bility and the ability to maintain a technical and social base at the appropriate level. 
A low level of economic development often constitutes a very important barrier to the 
planning of an infrastructure network and to raising the level of the satisfaction of 
social needs. Thus, in practice, the implementation of infrastructure investments 
should outpace future demand, according to the expected direction of economic 
development, so as not to lead to the creation of a large developmental threshold and 
thus to the suppression of the pace of the local economy’s development.

The shaping of local development processes requires the coordination of investment 
activities, especially the mutual adjustment of the individual elements of infrastruc-
ture in terms of space and time.24 Due to the normally long and capital consuming 
investment process, and the high operational costs of the resulting infrastructure, the 
municipality’s authorities should prepare a long-term, multiannual investment plan, 
including all feasible investment projects and tasks. The scheduling of investments 

23 A. Ginsbert-Gebert, Zarys polityki komunalnej, SGPiS, Warszawa 1977, p. 119.
24 A. Ginsbert-Gebert, op.cit., p. 233.
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and tasks requires the use of integrated instruments for strategic management, mainly 
local development strategies and long-term financial plans showing the feasibility 
of the strategies.

The infrastructure investments of municipalities should be treated as an impor-
tant factor in building the competitiveness of the territorial unit. A consistent policy 
in this area can turn areas that have a supposedly low attractiveness into a conven-
ient place for potential investors.25 Achieving the desired effects requires the local 
authorities to make a considerable commitment and take their own initiatives in the 
pursuit of goals.

In speaking about investments as an instrument for stimulating economic devel-
opment, one must take into account investments not only in the economic sphere, 
but also all other investments, because development requires investing in people, 
in their education, skills, and attitudes. Without entrepreneurial and educated people 
it is impossible to achieve sustainable economic growth. Development also requires 
investment in the natural and social environment, as well as in organizational struc-
tures, which will increasingly become more suitable for carrying out new tasks and 
implementing complex strategies. Therefore, authorities who are aware of this should 
support existing organizations, including all organizations that group together com-
panies or entrepreneurs who implement specific economic goals.

To conclude, it can be stated that local government investments are a very impor-
tant factor in stimulating the development of the local economy and the growth of 
the territorial unit’s competitiveness. Their implementation is very important for 
current and future living conditions of local communities and the functioning and 
development of the activities of business entities.

Analysing the problem of local investments, attention should be paid to the sizes 
of the investment needs occurring in individual provinces. This is confirmed by 
research-estimates conducted in this respect by the author of this study. The calculated 
sizes of the investment needed for the construction of a water supply network can be 
given as an example. Analysing the relative scope of the needs, as a percentage of the 
current state of development, research results show that in 2014 the largest range of 
needs was found in the provinces of: Małopolskie (30.6%), Podkarpackie (30.1%), 
Mazowieckie (18.1%), Lubelskie (22.0%) and Świętokrzyskie (17.7%). The smallest 
shortages calculated in relation to the current state of development fall in the prov-
inces of Opole (5.6%), Zachodniopomorskie (5.6%), Śląskie (6.6%), Wielkopolskie 
(7.1%) and Pomorskie (7.3%). At the same time it should be noted that in recent years 

25 M. Graczyk, Zarządzanie inwestycjami komunalnymi. Dobra praktyka w pozyskiwaniu funduszy 
europejskich, Oficyna Wydawnicza BRANTA, Bydgoszcz–Zielona Góra 2008, p. 19.
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a high rate of infrastructure network growth has been recorded in provinces with 
lower levels of development (e.g. Podkarpackie Province). This is one of the factors 
influencing the growth of local socio-economic potential.

In macro regions, the largest sizes of the needs pertain to the east (13.3 thou-
sand km; in 2008 it was 225 thousand km), the centre (101 thousand km; in 2008 
– 20.8 thousand km) and the south (6.0 thousand km; in 2008 – 13.0 thousand 
km), and the smallest ones are found in the south-west (1.6 thousand km; in 2008 
– 3.1 thousand km) and the north-west (3.6 thousand km; in 2008 – 6.4 thousand km).

The numbers given show a larger scale of needs in the areas of agricultural char-
acter, which are located mainly in the regions of eastern and south-eastern Poland, 
while there is a much better situation in large urban areas, and in the provinces of 
western and northern Poland. Comparing the sizes of the infrastructure gap that 
were calculated in 2014 in relation to 2008, it can be clearly stated that, as a result of 
investment efforts, as well as a skilful selection of sources for funding, for the years 
2007–2014 it was possible to significantly speed up the process for the development 
of the water supply network. Both the use of EU grants and the use of debt market 
instruments were important here. The effects of the tasks that have been realised are 
visible in all regions of the country, of course, in varied quantitative dimensions. It 
can be clearly stated that there was a reduction in the disproportions recorded among 
individual provinces.

The data presented shows how important the role of infrastructure plays in the 
stimulation of the local economy. Its lack or shortage is a factor in limiting devel-
opmental capacities.

4.  Local Government Finances as a Condition 
of Development of the Local Economy

The possibilities for the implementation of municipal infrastructure investments 
are determined by the size of the budget revenues collected, in relation to the range 
of public tasks that are performed and the ability to obtain external (including repay-
able) sources of financing.

In Poland there is a wide variation in the level of budget revenues for munici-
palities, and thus their capacity to finance development tasks. On the one hand, this 
results from differences in the location of municipalities and the functions realized 
by them. On the other hand, the disproportions that occur are largely the result of 
the financial policy pursued by local authorities. Generally, in Poland, units located 
in urban areas and areas with high levels of economic development have a significantly 
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higher self-development potential, while local governments located in areas where 
agricultural production and low density of population dominate have lower oppor-
tunities in this regard.

On the basis of the author’s research,26 it can be concluded that the amount of 
income for municipalities is strongly correlated with the level of economic devel-
opment and the degree of urbanization of the area. Some examples are the values 
recorded for the following provinces: Mazowieckie (PLN 24,400.6 million; 16.9% of 
total revenue in Poland), Śląskie (PLN 17,249.6 million; 11.9%), Wielkopolskie (PLN 
11,905.2 million; – 8.3%) and Małopolskie (PLN 11,812.4 million; 8.2%). These areas, 
representing 29.7% of the country’s area and inhabited by 43.5% of the population, 
accounted for 45.3% of the total budget revenues for local government units in Poland. 
In the same year the lowest revenues were recorded in the provinces: Opolskie (PLN 
3,140.3 million; 2.2% of the total revenues of local government units in Poland), 
Lubuskie (PLN 3,440.2 million; 2.4%), Świętokrzyskie (PLN 4,234.7 million; 2.9%), 
Podlaskie (PLN 4,283.8 million; 3.0%); that is mostly in areas with a lower level of 
economic development, located in the eastern and central regions of the country.

In order to illustrate the financial situation of municipalities, Table 1 shows the 
data and the results of calculations showing the level and dynamics of revenues for 
municipalities and cities with district rights for the years 2007–2014 in a summed 
province arrangement.

An examination of the dynamics of the changes shows a growth in the value 
of income for all provinces. In the period analysed the highest increase in revenue 
was characterized by regional governments of the provinces: Podlaskie (+68.4%), 
Lubelskie (+57.3%), Świętokrzyskie (+53.7%), Łódźkie (+49.6%), and the lowest: 
Opolskie (+33.9%), Lubuskie (+37.3%), Wielkopolskie (+42.7%), Mazowieckie 
(+44.8%) and Śląskie (+45.9%). The dynamics of the changes in different regions 
of the country varied, higher growth characterized units with the lower levels of 
income, which were located primarily in the eastern regions of the country. Here, 
the results of the compensation mechanism are visible, as well as the effects of EU 
funding. Financial policies implemented by local authorities also affect the differ-
ences that occur locally.

26 J. Sierak, Regional Diversification of Investment Needs of Municipalities in Poland and Possibilities 
of their Financing by Means of EU Funds in the Perspective of the Year 2020, in: Selected Problems of Devel-
opment of Polish Regions in the Perspective of 2020, ed. A. Kukuła, KUL, Lublin 2015.
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The data above shows that in spite of the ongoing process of socio-economic 
development, the amount of income obtained for local budgets is still closely inter-
dependent with their economic base. This thesis is confirmed by calculating their 
total income per capita. The average value for the Poland reached the value of PLN 
3,746.8 in 2013. The calculated results allow us to group provinces in the following 
way, according to the size of their generated income:

 – income exceeding PLN 4,000 per capita – two provinces – Mazowieckie, (PLN 4,598) 
Pomorskie, (PLN 4,129);

 – income in the range PLN of 3,701–4,000 – four provinces – Dolnośląskie 
(PLN 3,898), Zachodniopomorskie (PLN 3,776), Śląskie (PLN 3,744) and Łódźkie 
(PLN 3,704);

 – income in the range of PLN 3,501–3,700 – six provinces – Kujawsko-Pomor-
skie (PLN 3,651), Podlaskie (PLN 3,580), Warmińsko-Mazurskie (PLN 3,534), 
Małopolskie (PLN 3,519);

 – income in the range of PLN 3,101–3,500 – Wielkopolskie (PLN 3,437), Lubelskie 
(PLN 3,403), Lubuskie (PLN 3,356), Świętokrzyskie (PLN 3,334), Podkarpackie 
(PLN 3,310) and Opolskie (PLN 3,118).
The values given confirm the fact that the highest rate characterises cities with 

district rights, municipalities, and other urbanized and industrialized entities. Gov-
ernments of less populated and less industrialized regions are in a worse situation. 
As are, especially, the agricultural areas of eastern, south-eastern and, in part, central 
Poland. The study also shows a higher level of income per capita in urban areas over 
rural and semi-urban areas. All this confirms the thesis pronounced earlier, that the 
financial potential of municipalities is closely related to the level of the economic 
development of the area, the function of core centres and the size of population.

The existing differences are evidence for the municipalities’ diversified financial 
potential and at the same time for the different possibilities of obtaining external 
funding. An important element is the ability to manage finances. It is possible to indi-
cate many municipalities with high financial potential and low investment outcomes 
and, inversely, municipalities with a relatively low potential but having a high share 
and value of investment in the budget. Equally interesting are the examples of local 
governments in which, during one term of office, a high percentage of investment 
expenditure compared to the total expenditure is recorded, and in the next term, 
after the change of authorities, its share is much lower. These examples show the 
importance of the management decisions connected with the ability to generate 
excess funds in the budget that can be used to finance investments.

The development of the local economy depends largely on the local governments’ 
ability to generate funds that can be allocated to the realization of investment projects. 
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As the author’s research shows,27 in recent years we can talk about the incomplete 
use of investment potential by Polish local governments. We can enumerate, inter 
alia, the following causes:

 – the operating surplus level is too low in relation to the existing investment needs. 
Current expenditures definitely prevail in municipalities’ budgets. The rate of 
growth is, in many municipalities, higher than the dynamics of changes for 
not only current income, but also total revenue;

 – existing external conditions associated with the process of the decentralization of 
tasks and public finances. For many years there has been a discrepancy between 
the scope of the tasks delegated to local governments and the financial resources 
for their implementation. The increasing burden of the costs of implementing 
current tasks on local government budgets results in the lowering of their own 
investment potential;

 – limited control of taxation by municipalities, the consequence of which is the 
poor efficiency of income from local taxes, including property taxes;

 – construction of the compensation system, which limits the development potential 
of units with high basic tax revenues per capita. In calculating equalization grants 
very little consideration is given to the diversification of the scope of the tasks 
carried out by various municipalities (operating costs differ greatly between big 
cities and a small municipalities) and the effective use of funds by beneficiaries 
of the system is completely disregarded;

 – legal barriers pertaining to the incurrence of local government debt, limiting, 
in many cases, the possibility of using debt as an instrument for financing invest-
ments, despite the economic capacity to incur debt;

 – existing barriers to obtaining EU funds having a formal and legal, political, eco-
nomic character (difficulty in ensuring the municipalities’ share of the contribu-
tion) or being a consequence of errors in the management of investment projects.
If local government units are to be able to more effectively generate funds for 

financing the local economy, extensive activities should be undertaken that are aimed at:
 – increasing the financial potential of municipalities, in particular with regards 

to their own incomes;
 – a reduction of the dependence on transfers from the state budget (grants and 

subsidies) of the revenues of municipalities;

27 J. Sierak, M. Bitner, A. Gałazka, The Estimation of Funds Necessary to Ensure National Public Con-
tribution to Projects Realized under the Medium-Term Financial Framework 2014–2020, “The research 
report”, Ministerstwo Rozwoju Regionalnego, Krajowe Obserwatorium Terytorialne, Warszawa 2013.
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 – the rationalization of the equalization system, increase the efficiency of EU 
subsidies use;

 – improving the efficiency of public finance management at local government level, 
both in terms of raising revenue and implementing budget expenditure;

 – promoting effective instruments for long-term financial planning, in particular 
the preparation of reliable financial forecasts.
To conclude, it can be stated that the state of local government finances is an 

important element in shaping the development of the local economy. The increase 
in municipalities, financial potential and skilful financial management, constitute an 
opportunity to eliminate the present infrastructure gap that is occurring in quantita-
tive and qualitative terms. They also have the possibility for creating the conditions 
for the development of entrepreneurship and the implementation of joint ventures 
with private entities.

Conclusion

Considering the role that local government has in stimulating local economy 
development while at the same time shaping development processes, it must be 
stressed that it has certain functions to perform in shaping life conditions that are 
beneficial for the residents and for the operation of business entities. To achieve this 
purpose it undertakes various activities and uses legal and economic instruments.

Infrastructure investment plays a particularly important role in the development 
processes. When planning the implementation of the investment, attention should 
be paid to the necessity of incorporating infrastructure into the system of other local 
development factors so that services are rendered on this basis constitute a rational 
social and economic supplement to the conditions existing in the area. Of course, it 
should be borne in mind that the ability to invest arises when local government has 
excess financial resources (i.e. the funds that remain at the disposal of the municipality 
after meeting current social needs) and external funds, raised for the implementation 
of the given investment projects.

In the formation of local development processes a very important role is played 
by the authorities’ ability to use existing socio-economic potential and to build on its 
base conditions for the competitive growth of the territorial unit. Of key importance 
here is the preparation and application of integrated strategic management instru-
ments, such as development strategy, long-term investment plans, and long-term 
financial plans. Thus, the policy of local authorities is an important factor in shaping 
local development processes.
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The main purpose of this paper is to outline the meaning and the specific, common features 
that are attributable to cultures of Collaborative Innovation Networks (COINs), as well as 
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Introduction

The Internet, now under continuous development for over two decades, has 
become a global platform for the exchange of ideas and opinions, and has dramati-
cally changed the way people communicate. In the recent years, the Internet has been 
undergoing rapid development, mainly due to social network services, which have 
spurred the emergence of informal networks centred around common hobbies and 
pastime activities. Remarkably, already in the mid-1990s and early 2000s, informal 
groups had emerged on the Internet. Those communities were set up by people shar-
ing common ideas, focused on achieving common goals or centred around certain 
products. These communities are called Collaborative Innovation Networks (COINs). 
A COIN, is defined as “a self-organizing group of highly motivated individuals 
working together towards a common goal not because of orders from their superiors, 
but because the members of a COIN share the same goal and are convinced of their 
common cause”.1 Examples of such groups include communities working together 
on IT open source projects, the most popular being Linux, Open Office, and Apache; 
also Wikipedia groups working on the world’s most popular encyclopaedia, which 
is available in multiple languages; or crowdsourcing networks that work together 
towards solving particular problems, to which members are delegated by particular 
companies or organizations using open innovation mechanisms. Some examples of 
crowdsourcing networks are InnoCentive and GuruStorms. Collaborative Innovation 
Networks can operate independently of the Internet within traditional organizations 
(e.g. Intel, IBM).2, 3 However, it is communication via the Internet that has enhanced 
their importance and the scope of their activities.4 These informal communities are 
focused on particular tasks and based on volunteers’ work. According to Shirky, such 
communities are based on cognitive surplus and use the free time of hundreds of 
people, including experts, as a key source.5 Despite the informality of the community 

1 P. A. Gloor, C. Heckman, F. Makedon, Ethical Issues in Collaborative Innovation Networks, paper 
presented at MIT Center for Collective Intelligence, 2004, http://ccs.mit.edu/pgloor%20papers/COIN-
4Ethicomp.pdf (17.09.2014).

2 H. W. Chesbrough, Open Innovation: The New Imperative for Creating and Profiting from Technology, 
Harvard Business School Press 2003.

3 G. Hamel, Waking Up IBM: How a Gang of Unlikely Rebels Transformed Big Blue, “Harvard Business 
Review”, April 2001.

4 R. Mrówka, Hyperarchy as a New Model of Organisation, “Journal of Management and Financial 
Sciences”, October 2011, vol. IV, issue 6, Department of Management and Finance, Warsaw School of 
Economics, pp. 62–72.

5 C. Shirky, Cognitive Surplus: Creativity and Generosity in a Connected Age, Penguin Press, New 
York 2010.
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and the use of volunteers, solutions worked out by these groups can compete with 
the commercial projects carried out by companies, and these communities are often 
successful. As an example, Linux is today the most popular operating system used 
in the world’s biggest computers (97% of the 500 biggest computers have Linux 
installed).6 Another example, Wikipedia, outpaces the well recognized Encyclopaedia 
Britannica in terms of popularity, frequency of updates, and, according to surveys, 
it equals Britannica’s reliability (e.g. Giles).7

The aim of this paper is to outline the meaning and the specific, common cultural 
features that are attributable to Collaborative Innovation Networks (COINs), as well 
as the possibilities for managing these cultures. This paper presents the thesis that 
organizational culture, based upon the gift economy concept is both the stimulating 
and consolidating factor for COINs, and can be consciously created and managed 
by the community’s founders and key members who hold leadership positions. This 
paper is based on analysis of the current literature concerning cooperation on the 
Internet within Collaborative Innovation Networks.

1. Organizational Culture and its Meaning

Before discussing COIN culture, it should be emphasized that this concept can 
raise concerns. It might be questionable as to whether COINs can be treated as an 
organization – an entity whose immanent feature would be to incorporate a certain 
organizational culture. The ambiguity and volatility of COINs’ borders and the infor-
mality of their operations might put in doubt the recognition of such organizations as 
entities. On the other hand however, a COIN is distinguished by its distinct isolation 
from the surroundings in which it operates, being perceived as independent by its 
own members and the purposefulness of its operating activity. These elements are 
emphasized as key features of an organization and perceived as a entity by numerous 
authors who define the concept (e.g. Kotarbiński,8 Zieleniewski,9 Kurnal,10 Strategor,11 
and Robbins12). Thus, it seems justifiable to perceive COINs as entities comprising 

 6 Top500 (2014), http://top500.org/statistics/list/ (16.09.2014).
 7 J. Giles, Internet Encyclopaedias Go Head to Head, “Nature”, December 15, 2005, no. 438, http://

www.nature.com/nature/journal/v438/n7070/full/438900a.html (26.03.2012).
 8 T. Kotarbiński, Traktat o dobrej robocie, Ossolineum, Wrocław 1965.
 9 J. Zieleniewski, Organizacja i zarządzanie, PWN, Warszawa 1976.
10 J. Kurnal, Organizacja, in: Encyklopedia organizacji i zarządzania, eds. L. Pasieczny et al., PWE, 

Warszawa 1982, pp. 320–321.
11 Strategor, Zarządzanie firmą, PWE, Warszawa 1999.
12 S. P. Robbins, Zasady zachowania w organizacji, Zysk i S-ka, Poznań 2001.
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the characteristics attributable to organizations,13 as well as to certain distinctive 
organizational forms,14 which can be assigned features having a specific organizational 
or community culture.15

The importance of organizational culture for contemporary organizations is 
diverse. As pointed out by Aniszewska, “culture plays an adaptive (external) role in an 
organization, which enables for adjustment of [the] organization’s activities to [the] 
requirements of the environment, as well as [to the] integrative (internal) role – unit-
ing employees around common values, [and] ideas and enabling for [a] reduction 
of communication costs”.16 An adaptive role means that organizational culture can 
become part of the competitive edge of an organization, which is of great importance 
due to the fact that it is difficult to copy because of the length and complexity of the 
process concerning the building of organizational culture. This situation may occur 
in COINs that compete with traditional organizations. Nevertheless, in this case the 
integrative, internal role gains in importance. The reasons behind this include the 
volatility and temporality of such a community. Specific culture17 and shared vision18 
have the chance to become the components cementing the community together. It 
should be noted however that COINs’ culture can be distinguished by certain specific 
features, and their importance for the community is unique. According to Goldman 
and Gabriel, due to the characteristics of the Internet, which is used for communi-
cation within a community, it is easy to become a member of a COIN.19 Although, 
whether a member will stay in the community longer, is contingent on the COIN’s 
culture. According to Bacon, organizational culture should lead to the emergence of 
a sense of “belonging” to the community.20 It is the strength of this sense of belonging 
that is the measure of the strength of the whole community. This should be reflected 
in members’ faith in certain values that are common to the community, the commu-
nication of those values, and identification with them. Community members should 
be the source of those values. Obstacles that obstruct the building and cementing 

13 R. Mrówka, op.cit., pp. 62–72.
14 P. A. Gloor et al., op.cit.
15 COINs are forms that can not be named unequivocally as organizations, so in relation to them 

the term “community culture” might be used as an equivalent of “organizational culture” in traditional 
organizations.

16 G. Aniszewska, Kultura organizacyjna – istota zjawiska, in: Kultura organizacyjna w zarządzaniu, 
ed. G. Aniszewska, PWE, Warszawa 2007, p. 25.

17 R. Goldman, R. P. Gabriel, Innovation Happens Elsewhere. Open Source as Business Strategy, Morgan 
Kaufmann Publ., San Francisco 2005, p. 5.

18 P. A. Gloor et al., op.cit.
19 R. Goldman, R. P. Gabriel, op.cit., p. 65.
20 J. Bacon, The Art of Community, O’Reilly, Beijing, Cambridge, Farnham, Köln, Sebastopol, Taipei, 

Tokyo 2009, p. 5.
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of community organizational culture do not concern the differences between com-
munity members arising from culture, race or sex (a mixture of various, different 
features is distinguishable for global COINs built on the Internet and these enrich 
such communities). However, in believing in divergent values, the emergence of 
divergent attitudes towards certain issues might pose an obstacle and impede the 
building of organizational culture.21

2. Gift Culture

It is difficult to talk about the universal characteristics attributable to the organ-
izational culture of various COINs; the cultures can be entirely different from each 
other, depending on the aim around which a community was set up, the manner 
in which it was founded, and the personality of its founders and subsequent leaders. 
On the other hand, what seems to be distinguishable in COIN cultures is that they 
are based on the concept of gift culture, described, perhaps exaggeratedly, as a gift 
economy. The concept of gift culture originates with anthropology and means the 
culture of a community in which valuables are not sold, but rather given without any 
explicit agreement for immediate or future reward.22 In contrast to a barter economy 
or a market economy, social norms and customs govern gift exchange, rather than 
the explicit exchange of goods or services for money or some other commodity.23 
Initially, anthropologists described cases of gift culture occurring in selected primitive 
communities and the rituals carried out by those communities.24,25 Currently, this 
concept can be applied to describing numerous contemporary sociological phenom-
ena, including those concerning the development of new information technologies 
and the Internet (e.g. Zawojski; Hofmokl).26,27

As pointed out by Mauss in his classic publication about the gift economy, the 
provision of a gift is not entirely a disinterested one.28 A gift receiver undertakes 

21 J. Bacon, op.cit., p. 40.
22 D. J. Cheal, The Gift Economy, Routledge, New York 1988.
23 R. Kranton, Reciprocal Exchange: A Self-Sustaining System, “American Economic Review”, Sep-

tember 1996, vol. 86, issue 4, pp. 830–51.
24 M. Harris, Cows, Pigs, Wars, and Witches: The Riddles of Culture, Random House, New York 1974.
25 B. Malinowski, Argonauci zachodniego Pacyfiku. Relacje o poczynaniach i przygodach krajowców 

z Nowej Gwinei, in: B. Malinowski, Dzieła, t. III, PWN, Warszawa 1981.
26 P. Zawojski, Cyberkulturowa rewitalizacja ekonomii daru, “Opcje” 2006, no. 3.
27 J. Hofmokl, Internet jako nowe dobro wspólne, Wydawnictwa Akademickie i Profesjonalne, 

Warszawa 2009.
28 M. Mauss, Szkic o darze. Forma i podstawa wymiany w społecznościach archaicznych, in: M. Mauss, 

Socjologia i antropologia, PWN, Warszawa 1973.
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to provide, in return, their own gift of a comparable or higher value. In consequence, 
a gift provision leads to the emergence of social relation. An obligation arises, 
in which each of the parties derives a profit. Disinterest in the exchange of gifts is 
thus illusory. Rheingold describes gift economy as “a marriage of altruism and self 
interest”.29 A culture combining collectivism and individualism arises. Providing 
a gift to a community entails building an individual position for the gift provider 
within a community, which then has the possibility of exerting an influence on the 
activities carried out by the community.30

Raymond was one of the first to associate the gift culture with the open source 
software movement.31 He pointed out the lack of money or goods exchange, a dis-
tinctive feature of the gift economy, and emphasized the building and enhancing of 
social relations based on gifts exchange. Castells, who focuses his considerations on 
the hacker community, emphasized, as already described by Mauss,32 the advantages 
connected with the provision of gifts, which in Internet communities lead to the 
enhancement of the individual’s position in the community:

Freedom combines with cooperation through the practice of the gift culture, eventually 
leading to a gift economy. A hacker will post his or her contribution to software 
development on the Net in the expectation of reciprocity. The gift culture in the 
hacker world is specific vis-a-vis other gift cultures. Prestige, reputation, and social 
esteem are linked to the relevance of the gift to the community. So, it is not only 
the expected return for generosity, but the immediate gratification of displaying 
to everybody the hacker’s ingenuity. […] The recognition comes not only from giving 
but from producing a valuable object (innovative software).33

The importance of gift culture cannot only be reduced to the hacker or programmer 
communities carrying out open source projects. In reality, assumptions attributable 
to gift culture are applied in almost every Internet community and also in COINs 
built on global networks. As noted by Zawojski, “In cyber culture a gift culture is 
significantly valuable – it is undoubtedly one of the most crucial factors constituting 
cyberspace as a social phenomenon”.34 To a significant degree the COIN phenomenon 

29 H. Rheingold, Virtual Community, Minerva, London 1994, p. 58.
30 M. Bergquist, J. Ljungberg, The Power of Gifts: Organizing Social Relationships in Open Source 

Communities, ”Information Systems Journal” 2001, no. 11, p. 319.
31 E. S. Raymond, Homesteading the Noosphere 2000, http://catb.org/~esr/writings/homestead-

ing/homesteading/ (12.03.2012).
32 M. Mauss, op.cit.
33 M. Castells, The Internet Galaxy: Reflections on the Internet, Business, and Society, Oxford University 

Press 2001, p. 47.
34 P. Zawojski, op.cit.
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is caused by the possibility for the development of gift culture in the contemporary 
Internet community. What makes it distinguishable from traditional organizations is 
the replacement of relations based on traditional money exchange, by relations based 
on the exchange of gifts and the prestige gained due to this. Barbrook describes this 
phenomenon as “hi-tech gift economy”:

For most of its users, the Net is somewhere to work, play, love, learn and discuss 
with other people. Unrestricted by physical distance, they collaborate with each other 
without the direct mediation of money or politics. Unconcerned about copyright, 
they give and receive information without thought of payment. In the absence of 
states or markets to mediate social bonds, network communities are instead formed 
through the mutual obligations created by gifts of time and ideas.35

In COINs the gifts comprise of information, knowledge, skills, and eventually 
the calculation capabilities of computers.36

Contemporary hi-tech gift culture is significantly different from the gift cultures of 
primitive communities in numerous ways. As noted by Kollock, members of Internet 
communities do not have to act in favour of people they know, and a gift provided 
to a certain community member might be reciprocated by any other group mem-
ber.37 This requires more confidence and generosity from COIN members,38 because 
gift sharing entails a significant risk – the provided gift may neither be accepted 
nor appreciated. In this case, the provision of a gift will not contribute to building 
the individual’s position within a community. In hi-tech gift culture the value of the 
gift increases with its recognition by the community, that is, with the intensity and 
duration of its use by the community.39 In this aspect, the gift economy operates 
in an entirely different manner to a classical economy, as described, for example, by 
Hardin,40 with the use of the so called “the tragedy of the commons”, in which the 
individual profit achieved by one member leads to a loss that is incurred by other 
community members.41 In Internet hi-tech gift culture, the success and profit achieved 
by an individual are correlated with the success and profit achieved by the community, 

35 R. Barbrook, The Hi-Tech Gift Economy, ”First Monday”, December 5, 2005, Special issue #3: Inter-
net banking, e-money, and Internet gift economies, http://firstmonday.org/htbin/cgiwrap/bin/ojs/index.
php/fm/rt/printerFriendly/1517/1432#author (18.09.2014).

36 J. Hofmokl, op.cit., p. 225.
37 P. Kollock, The Economies of Online Cooperation: Gifts and Public Goods in Cyberspace, in Com-

munities in Cyberspace, eds. M. Smith, P. Kollock, Routledge, London 1999.
38 P. A. Gloor et al., op.cit.
39 J. Hofmokl, op.cit., p. 225.
40 G. Hardin, The Tragedy of the Commons, “Science”, December 13, 1968, vol. 162, no. 3859, 

pp. 1243–1248.
41 J. Hofmokl, op.cit., p. 228.
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which has put its confidence in an individual in return for a gift contributed to the 
community in the form of information, knowledge or goals achieved thanks to them.

What does it mean for the COINs, founders that the community functions on 
the basis of gift culture? Goldman and Gabriel emphasize the necessity of building 
a community of “givers” rather than a community of “takers”; a community based on 
reciprocal positive actions.42 Interactions based on gifts will not be maintained over 
a long period of time, unless they are repeated, and the input provided by the mem-
bers is reciprocated.43 This rule must be clear to all potential community members. 
They should be aware of the fact they are involved in setting up and undertaking 
a project based on gift sharing. The values and standards of the community should 
be linked to the process of sharing and building individual positions within the for-
mal or informal hierarchy on the basis of the evaluation of gifts.44 This constitutes 
the cultural rationale behind emerging meritocracy.45 Obviously, to certain degree 
it is possible for both gift and market economies to co-exist. According to Zawojski:

these (sic) both types of social cooperation can be complementary to each other, against 
all appearances; those paradigms are not mutually exclusive. In fact, in contemporary 
conditions, they have a synergic potential to create a combined, enhanced effect 
when combined together […] a ground for creating a (sic) new economic rules that 
manage the Internet community.46

Thus, it is possible for COINs to include a member that is remunerated by an 
external partner or sponsor, however, this should not be a key factor in determining 
the member’s position within the community.

3. Values Shared by COINs

Gift culture fosters values such as cooperation, confidence, and loyalty,47,48 which 
should become the fundamental values that are proclaimed and observed by COINs, 
and become elements of their community culture. These values have a potential 

42 R. Goldman, R. P. Gabriel, op.cit., p. 218.
43 J. Hofmokl, op.cit., p. 224.
44 M. Bergquist, J. Ljungberg, op.cit., p. 319.
45 M. Castells, op.cit.
46 P. Zawojski, op.cit.
47 J. Hofmokl, op.cit., p. 228.
48 P. A. Gloor et al., op.cit.
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to spur the development of COINs and cement them in place – this is a prerequisite 
of success. According to Goldman and Gabriel, COINs more often resemble a family 
than a business undertaking.49 Relations between people are more important than 
relations between groups (e.g. membership in another organization or taking on 
a sponsor does not matter). Relations between members evolve due to the continuous 
interactions that are occurring between partners.

As emphasized by Bacon, COIN culture should be based on respect.50 This makes 
community members feel comfortable, irrespective of the level of their own skills, 
and the scope of their input (gift) in contributing to the community. It is particu-
larly important to show respect to new members, who at the beginning might feel 
uncertain or withdrawn. Whereas, in light of the dynamism of the community, it is 
crucial for older community members to be gradually replaced by new members, 
and old competences to be complemented by the new ones.

For many COINs, it seems crucial to develop a culture based on experimentation; 
a culture allowing for the possibility of the unrestricted creation of new, experimen-
tal solutions and being able to demonstrate them to community members.51 Also, 
in this case, the uniqueness of gift culture is applied. It combines individualism with 
collectivism: with the support of the community, an individual has the opportunity 
to come up with their own solutions, which is provided to the community in a form 
of a gift. Subsequently, the community evaluates the gift and provides feedback, and 
depending on the evaluation, accepts the gift, adapts it or rejects it. Positive feedback 
contributes to the enhancement of the individual’s position within the community. It 
is crucial that the members of a community that promotes a culture based on exper-
imentation provide individuals with conditions that spur an experimental attitude, 
instead of impeding an individual’s creativity and thus inhibiting the development 
of new solutions. Transparency in activities is extremely helpful in this case. On the 
one hand this results from features attributable to Internet communities (information 
symmetry, the possibility for peer-to-peer communication),52 but on the other, it has 
to become a significant feature distinguishing COIN culture from other organizations 
that are promoted and emphasized by its members.

There are many similar, but crucial values attributable to COINs that do not have 
to be universal. It is remarkable that the culture of a community does not have to be 
universal for the whole period of its functioning. Even in a traditional organizations, 

49 R. Goldman, R. P. Gabriel, op.cit., p. 64.
50 J. Bacon, op.cit., p. 40.
51 J. Bacon, op.cit., p. 79.
52 R. Mrówka, op.cit., pp.62–72.
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it may be doubtful that it encompasses one integrated organizational culture.53 Fre-
quently, especially in large, more complex structures, there are subcultures that are 
more or less coherent with the so called dominating culture. In COINs, due to the 
continuous changes, geographical dispersion, and vague borders, this phenomenon 
can even be intensified. In reality, as suggested by Bacon, COINs can be compared 
to a tree’s trunk: respective groups of members, by joining the community, create 
a kind of series of generations – rings in a tree trunk – each comprising its own 
history, leaders, values and subculture.54 In terms of core values and attitudes, it is 
indisputable that these generations, these subcultures, should be compliant with the 
major culture, however, they can represent certain differences.

From the perspective of managing a COIN, it is crucial to indicate a goal towards 
which a community culture can be further developed so that it will be able to pre-
serve its coherence in terms of basic values and attitudes. A feature that is specific 
to COINs is the lack of, or very limited, physical contact between its members. Can 
these factors become a barrier impeding the creation of an appropriate, coherent 
community culture, distinguishable by at least some of the values described above? 
It should be remarked on that these values concentrate on sharing, confidence, and 
team work, that is, areas in which physical contact seems to be of great importance.

4. Development of COIN’s Culture

However, a lack of physical contact between COIN members can be compensated 
for by other mechanisms that are distinctive to COINs. Communication using the 
Internet and the tools available on the Internet provide each member with unre-
stricted access to all the sources available in the community and its achievements. 
It is important that every community member can be a source of information for 
other community members (including new members), and not only for selected 
persons. The aforementioned activities stimulate the building of an atmosphere of 
mutual confidence, openness and encouragement for members to contribute gifts 
to the community. In reality, the vehicles of Internet culture can be made up of 
vocabulary, customs, practices, values, codes of ethics characteristic of community 
members, legends, and a common history concerning the respective stages of the 

53 G. Aniszewska, op.cit., p. 19.
54 J. Bacon, op.cit., pp. 32–33.
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community’s functioning.55,56 Due to the fact that these factors are available to each 
community member, they play a key role in the organization’s memory; new mem-
bers can easily adopt these values and norms. The vocabulary used by a community 
is significantly important – despite the fact that verbal expressions consists of levels 
of artefacts, this is the most visible, but simultaneously the most shallow component 
of the organizational culture in Schein’s model.57 Learning the language attributable 
to Internet communities is almost a prerequisite for a new member to be admitted 
and accepted by the community. Simultaneously, the language contributes to the 
building of the community’s uniqueness. Additionally, in many cases, it makes the 
community distinctive, and above all, it constitutes one of the features characteristic 
for COINs and contributes to the promotion of the community.58

A key role in the development of COIN culture is played by the COIN’s founders 
and leaders.59 Admittedly, due to the limited or lack of physical contact, the impact of 
leaders from various levels of the community on other members is diminished, however, 
it is still important. From the perspective of creating a certain community culture, 
and promoting certain norms and values, the most crucial are attitudes promoted 
by the founders and leaders. The leaders’ behaviour, which has symbolic meaning, 
constitutes one of the most effective means of creating a community’s culture.60 It 
becomes the leaders’ task to inspire community members with their attitude and the 
activities they undertake, and so stimulate the community into undertaking certain 
activities, which, if repeated, contribute to building the community’s code of values 
and norms. Symbolic behaviour and a permanent influence over the community has 
an impact on creating the leaders themselves. From this perspective, however, leaders 
must be aware of the symbolic meaning of their behaviour and activities. Behind their 
behaviour they should have in mind a goal that leads to building selected, deeply 
considered cultural values.

From the perspective of the development and the swift spread of culture within 
a community, limited physical contact between COIN members can be an obstacle. 
As noted by Schein in his classic dissertation, Organizational Culture and Leadership, 
“Experience in meetings and groups teaches all of us how quickly culture forms 

55 R. Goldman, R. P. Gabriel, op.cit., p. 5.
56 P. A. Gloor et al., op.cit.
57 E. H. Schein, Organizational Culture and Leadership, Jossey-Bass Publ., San Francisco, Washington, 

London 1985, p. 14.
58 R. Goldman, R. P. Gabriel, op.cit., p. XX.
59 R. Mrówka, Przywództwo w nowej organizacji hiperarchicznej, in: Ekonomia, nauki o zarządzaniu, 

finanse i nauki prawne wobec światowych przemian kulturowych, społecznych, gospodarczych i politycznych, 
eds. R. Bartkowiak, J. Ostaszewski, Oficyna Wydawnicza SGH, Warszawa 2011, pp. 723–734.

60 J. Bacon, op.cit., p. 75.
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in even a few meetings. The group forms a language of its own, attaches its own 
meanings to events, and develops assumptions about itself and its environment that 
begin to operate as silent filters of perceptions”.61 The possibility of direct contact, 
face to face meetings, exchange of views and integration, accelerates the development 
of a culture. Admittedly, as already pointed out previously, the specific language of 
a community may be developed also as a result of contact based on the use of elec-
tronic tools and the Internet. On the other hand, however, at least for some members, 
the limited scope for direct interaction might pose a problem. However, there are 
certain ideas that point to the possibility of arranging appointments and integrating 
events that contribute to the dissemination of cultural values in virtual communities. 
These activities aim to improve communication within a community, which seems 
to have a crucial impact on the success achieved by the community.62 Bacon points 
out two types of events that can play an integrative role: online events and physi-
cal events.63 Their functions are fairly similar: the possibility for having informal 
interactions, breaking routine, and recognition of the moods that are prevailing 
in the community, as well as the possibility for directing the attention of community 
members onto specific areas, and the easier emergence of leaders during informal 
meetings. In a geographically dispersed global community it is easier to achieve 
higher attendance during virtual events. Contemporary technology provides the 
opportunity to arrange virtual meetings with the use of Internet communications, 
chat, and IRC channels, as well as arrange meetings in a virtual environment such 
as the game, Second Life. These meetings can have a more or less formal character 
as can their aims. For example, the aim of “tutorial week” is to educate community 
members and share best practice. The aim behind the “focused activity day” or “online 
discussion meeting” is solving or discussing an issue connected with the realization 
of the community’s tasks; but the aim of the “online party” is solely to celebrate the 
community’s success and have the possibility for informal discussion.64,65 Each of the 
aforementioned forms contributes indirectly to the fostering certain values within 
the community while also promoting openness, ideas sharing, establishing relations; 
thus it has a culture building function.

61 E. H. Schein, op.cit., p. 41.
62 S. Weber, Patterns of Governance in Open Source, in: Open Sources 2.0. The Continuing Revolution, 

eds. Ch. DiBona, D. Cooper, M. Stone, O’Reilly, Beijing, Cambridge, Köln, London, Paris, Sebastopol, 
Taipei, Tokyo 2006, p. 365.

63 J. Bacon, op.cit., p. 304.
64 J. Bacon, op.cit., p. 333.
65 J. Cothrel, R. L. Williams, On-Line Communities: Helping them Form and Grow, “Journal of Knowl-

edge Management” 1999, vol. 3, issue 1, pp. 54–60.



The Culture of Collaborative Innovation Networks 95

Many authors, including the practitioners who set up COINs, support supplement-
ing events occurring in a virtual network with real events.66,67,68 It cannot be denied 
that mailing lists, web sites, and Internet forums play a crucial role in the community’s 
existence, however, face to face meetings seem to be important as well. Connecting 
faces with names, listening to an interlocutor’s voice, watching their expression within 
a group – these factors enable members to see other community members as indi-
viduals. Physical meetings contribute to the enhancement of a community’s culture, 
help to define the community’s identity, strengthen relations between members, and 
build up their own values and philosophy reflecting the personalities of key members 
and leaders. Apart from this, meetings can have very substantive goals that are strictly 
connected with general goals, although they contribute to the enhancement of the 
community’s culture. The pretext behind their organization can be the discussion 
of certain issues, problems occurring within the community, the presentation of the 
community’s achievements in front of a wider audience (e.g. during a conference), 
and meeting with interesting people. Contacts made and relations built during such 
events will have an impact on the further functioning of the community. However, it 
should be emphasized that due to communities’ worldwide dispersion, the chances for 
gathering all the community members in one place, at one time are rather minimal.

Conclusions

When summarizing considerations concerning COIN cultures, the significance of 
this concept should be emphasized for multiple reasons. The sole fact that the culture 
of this type of community is based on the gift culture concept makes this culture dis-
tinguishable from other structures. The importance of the culture as a consolidating 
factor seems to be more significant than in traditional organizations. This is due to the 
fact that the openness and voluntary membership that are attributable to this culture 
do not, in fact, leave any alternative for consolidating the community. The virtual 
character of the communication (which, to a certain degree, can be complemented by 
traditional means of communication) in certain aspects impedes the dissemination 
of the culture, and the propagation of its values. On the other hand, it provides new 
opportunities for spreading those values. Remarkably, the key role in this process is 
still connected with the leadership function. Nevertheless, the culture itself can be 

66 R. Goldman, R. P. Gabriel, op.cit., p. 172.
67 J. Bacon, op.cit., p. 304.
68 J. Cothrel, R. L. Williams, op.cit.
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a crucial tool in enhancing the day-to-day management of the community. Hence, 
the process of building the community’s culture seems to be one of the most crucial 
success factors behind successful COINs.
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AbstrAct

This study aimed to develop a method of identifying the association between the individual 
traits of the students’ functioning at university and their attitudes towards the functional 
quality of the educational services provided by university. Within the study, a comprehen‑
sive description of the individual traits of student functioning (based on NEOAC model 
of personality), as well as a comprehensive description of the functional quality features of 
educational services as perceived by students has been developed. In order to analyse the 
association between individual traits and functional quality perception, cluster analysis and 
discriminant analysis were employed. The method for identifying the association between 
students’ individual traits and their attitudes towards the functional quality of educational 
services has been developed and verified. As a result of the questionnaire surveys cover‑
ing bachelor level students, 25 dimensions of functional quality of educational services’ 
perception and 5 dimensions of students’ individual traits of functioning at university 

1 This paper reports the results of research conducted within the doctoral thesis of Wojciech Trze‑
biński, under the direction of Stefan Doroszewicz.
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have been identified. Based on these individual traits, three individual types of students’ 
functioning at university have been indicated and named as: “stable engaged”, “nervous 
engaged” and “not engaged”. The detailed relationships between individual traits, types 
and functional quality perception have been described.

Keywords: service quality perception, functional quality, customer attitudes, individual 
traits, individual determinants, Five Factor Model, NEOAC, educational services, principal 
component analysis, factor analysis, cluster analysis, discriminant analysis

Introduction

In management practice, the analysis of the determinants of customer attitudes 
towards service quality seems to be based on the characteristics of the relationship 
between the customer and the organization;2 for example, products owned by the 
customer. But on the other hand, one may believe that these characteristics are not able 
to fully explain customer attitudes. There could be other meaningful determinants, 
the individual traits of the customer for example. Thus, it seems that developing 
a methodology for researching the relationships between the traits of individual 
customers and their attitudes towards service quality can support organizations 
in adapting their services to customer expectations.

Results that link the traits of individual customers to their attitudes towards an 
organization can be found in the existing literature. Among the attitudinal constructs 
not particularly related to service quality; such as an organization’s image, trust, the 
customer’s propensity to leave, or reactions to problematic situations; there is evidence 
of their association with customers’ personality dimensions and with specific individ‑
ual traits such as attachment styles, impulsiveness, egocentrism, locus of control, the 
need for cognition, and the belief in a just world.3 Attitudes towards service quality 

2 For example, see the report related to the Polish market: Kurs na zmiany. Doświadczenia klienta 
w relacjach z bankami, Deloitte 2012, p. 29.

3 See: M. Mende, R. N. Bolton, M. J. Bitner, Decoding Customer-Firm Relationships: How Attachment 
Styles Help Explain Customers’ Preferences for Closeness, Repurchase Intentions, and Changes in Relationship 
Breadth, “Journal of Marketing Research”, February 2013, vol. L, pp. 128, 131, 135 (attachment styles); 
P. Sharma, R. Marshall, P. A. Reday, W. Na, Complainers Versus Non-Complainers: a Multi-National 
Investigation of Individual and Situational Influences on Customer Complaint Behavior, “Journal of Mar‑
keting Management”, February 2010, vol. 26, nos. 1–2, pp. 164, 166, 172 (impulsiveness); K. P. Corfman, 
D. R. Lehmann, The Importance of Others’ Welfare in Evaluating Bargaining Outcomes, “Journal of Customer 
Research”, June 1993, vol. 20, p. 133 (egocentrism); J.‑H. Huang, C. C. Chang, The Role of Personality 
Traits in Online Consumer Complaint Behavior and Service Recovery Expectations, “Social Behavior and 
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also show a proven relationship to personality dimensions and specific individual 
traits, such as the level of happiness, the need for evaluation, and emergent nature.4 
Lastly, there is evidence linking the students’ functioning at university5 (including: 
student attitudes towards the quality of service provided by the university) with 
their individual traits (personality dimensions and specific traits, and the approach 
to learning or evaluative concern perfectionism).6

The key problem presented in this research is the individual determinants of 
customer attitudes towards service quality, that is, determinants related to a custom‑
er’s individual traits. The meaning of this type of determination seems to be related 
to the organization’s comprehensive influence over the customer: influence extending 
beyond the relationship of just receiving products or services. This is clearly pointed 
to, for example, the idea of “Marketing 3.0”, where companies treat customers as 
human beings that have “minds, hearts and spirits”.7 This kind of influence should 
expand “customer satisfaction” to “customer happiness”, which could be described 
from the psychological perspective as psychological well‑being.8 Assuming that the 
organization engages the customer more deeply, one may expect that the role of 
personality in forming customer attitudes towards service quality should be more 

Personality” 2008, vol. 36, no. 9, pp. 1225, 1227 (locus of control); M. Sicilia, S. Ruiz, N. Reynolds, Atti-
tude Formation Online. How the Consumer’s Need for Cognition Affects the Relationship between Attitude 
towards the Website and Attitude towards the Brand, “International Journal of Market Research” 2006, 
vol. 48, issue 2, pp. 142, 148 (need for cognition); K. White, R. MacDonnell, J. H. Ellard, Belief in a Just 
World: Consumer Intentions and Behaviors Toward Ethical Products, “Journal of Marketing”, January 2012, 
vol. 76, p. 108 (belief in a just world). 

4 See: K. Hellen, M. Saaksjarvi, Happiness as a Predictor of Service Quality and Commitment for 
Utilitarian and Hedonic Services, “Psychology & Marketing”, September 2011, vol. 28, no. 9, pp. 940–942, 
944 (level of happiness); H. Hansen, J. A. Sand, Antecedents to Customer Satisfaction with Financial Services: 
The Moderating Effects of the Need to Evaluate, “Journal of Financial Services Marketing” 2008, vol. 13, 
no. 3, pp. 238, 241 (need of evaluation); D. L. Hoffman, P. K. Kopalle, T. P. Novak, The “Right” Consumers 
for Better Concepts: Identifying Consumers High in Emergent Nature to Develop New Product Concepts, 
“Journal of Marketing Research”, October 2010, vol. XLVII, pp. 855, 861 (emergent nature). 

5 In this paper, the term “university” will refer to all kinds of higher education institutions.
6 See: C. L. Patrick, Student Evaluations of Teaching: Effects of the Big Five Personality Traits, Grades 

and the Validity Hypothesis, “Assessment & Evaluation in Higher Education”, March 2011, vol. 36, no. 2, 
p. 245 (personality dimensions); C. Lawless, J. T. E. Richardson, Approaches to Studying and Perceptions of 
Academic Quality in Distance Education, “Higher Education” 2002, no. 44, pp. 262, 264, 276, 279 (approach 
to learning); K. K. Blankstein, D. M. Dunkley, Evaluative Concerns and Personal Standards Perfectionism: 
Self-Esteem as a Mediator and Moderator of Relations with Personal and Academic Needs and Estimated 
GPA, “Current Psychology” 2008, no. 27, pp. 32, 38–39, 45–46, 51 (evaluative concern perfectionism). 

7 Ph. Kotler, Hermewan Kartajaya, Iwan Setiawan, Marketing 3.0, John Wiley and Sons, Hoboken, 
New Jersey 2010, p. 4.

8 See: C. D. Ryff, B. Singer, From Social Structure to Biology, in: Handbook of Positive Psychology, eds. 
Ch. R. Snyder, Sh. J. Lopez, Oxford University Press, New York 2002, pp. 542–543.



Stefan Doroszewicz, Wojciech Trzebiński 102

meaningful. There is evidence of a relationship between well‑being and personality 
traits,9 as well as for the customer’s attitude towards quality.10

It was decided to narrow the scope of consideration and the research in the following 
ways. Firstly, the study focused on the educational services provided by the university 
where the students are considered the university’s customers.11 The reason for this is 
that the process of studying is long and involving, and seems to create particularly 
good conditions for the attitudes of developing students towards the quality of educa‑
tional services. It has to be considered that students are comprehensively influenced 
by their studies; for example, by defining his or her professional and social role and 
by forming knowledge, skills and personality.12 Thus, university seems to extend its 
influence over students far beyond just the level of direct cooperation in providing 
a service. This kind of influence, as mentioned above, can enhance the role of individ‑
ual determinants in attitudes towards service quality. The decision to treat students as 
customers of the university is due to the fact that students are the direct recipients of 
educational services (in contrast to graduates). Moreover, students are readily available 
respondents, especially in terms of class‑room surveys, which ensure an appropriate 
level of focus on the complex matters mentioned in the questionnaire.

Secondly, it was decided to limit the scope of the quality features to functional 
quality, which refers to the way the service is delivered (in contrast to quality features 
related to the core subject of the service, constituting the technical quality).13 Defining 
the subject of educational services as the process of acquiring knowledge, skills and 
personality development, one has to consider the functional quality of this service 
as being all of its features, apart from the aspects related to teaching. The focus on 
functional quality in this study is justified by the fact that students, as individuals still 
in the process of studying, do not have the appropriate set of information that allows 
them to evaluate the quality of teaching. Consequently, it seems difficult to expect 

 9 See, for example, P. N. Lopes, P. Salovey, R. Straus, Emotional Intelligence, Personality, and the Per-
ceived Quality of Social Relationships, “Personality and Individual Differences” 2003, no. 35, pp. 647, 650; 
K. M. DeNeve, Happy as an Extraverted Clam? The Role of Personality in Subjective Well-Being, “Current 
Directions in Psychological Science”, October 1999, vol. 8, no. 5, pp. 143, 144.

10 A. Ganglmair‑Wooliscroft, R. Lawson, Subjective Wellbeing and its Influence on Consumer Senti-
ment Towards Marketing: A New Zealand Example, “Journal of Happiness Studies” 2012, no. 13, pp. 151, 
154, 161.

11 See detailed characteristics of educational service customer groups in: A. Quinn, G. Lemay, 
P. Larsen, D. M. Johnson, Service Quality in Higher Education, “Total Quality Management”, February 
2009, vol. 20, no. 2, p. 141.

12 S. Doroszewicz, Metoda pomiaru jakości kształcenia w szkolnictwie wyższym, in: Jakość w badaniach 
i dydaktyce szkół wyższych, eds. S. Doroszewicz, A. Kobylińska, Oficyna Wydawnicza SGH, Warszawa 
2007, p. 475.

13 Ch. Gronroos, A Service Quality Model and its Marketing Implications, “European Journal of 
Marketing” 1984, vol. 18, issue 4, p. 36.
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that there exist well‑developed students’ attitudes towards the content of the courses 
in which they are currently participating.

Thirdly, research tools for measuring the individual traits of students have 
been based on one of the models of personality: the Five‑Factor Model (also called 
NEOAC or the “Big Five”).14 This model aims to comprehensively describe human 
behaviour, in contrast to certain other concepts, which, however, might seem to be 
interesting in terms of the possible relationships between the attitudes towards 
service quality (e.g., styles of dealing with stress). Moreover, there are a number 
of studies based on the NEOAC model in contexts adequate for this study, that is, 
among university students.

It seems that the topic of the individual determination of attitudes towards ser‑
vice quality is rather marginally represented in the literature. A good illustration for 
this is the widely used concept of quality gaps by Parasuraman et al. In this model, 
the customer’s individual determination is represented in only one term: “personal 
needs”15 (of course, customers’ needs, despite their individual nature, are not equal 
to individual traits). In general, the aim of this study is to explore the following 
two topics:
1. A comprehensive description of the customers’ individual traits in terms of 

customer functioning in the context of cooperation with the organization. The 
number of concepts underlines the meaningful role of situational determinants 
for the manifestation of individual traits.16 Thus, in this study, it was decided 
to focus on the traits of customer functioning that are related to the environment 
in which the service is provided. In the case of university students, this environ‑
ment would be a university and studying.

2. A comprehensive description of the functional quality features of educational 
services. The dimensional structure of the perception of service quality that was 
indicated empirically, allows for a detailed analysis of the association between 
students’ individual traits and the attitudes toward the particular dimensions 
describing the educational services.

14 See a detailed description of the NEOAC model in: P. T. Costa, R. R. McCrae, Four Ways Five 
Factors Are Basic, “Personality and Individual Differences” 1992, vol. 13, no. 6, p. 654. The personality 
dimensions according to NEAOC are: neuroticism (N), extraversion (E), openness to experience (O), 
agreeableness (A) and conscientiousness (C). 

15 A. Parasuraman, L. L. Berry, V. A. Zeithaml, Perceived Service Quality as a Customer-Based Perfor-
mance Measure: An Empirical Examination of Organizational Barriers Using an Extended Service Model, 
“Human Resources Management” 1991, pp. 337–338.

16 See, for example: D. P. McAdams, What Do We Know When We Know a Person?, “Journal of Per‑
sonality” 1995, vol. 63, no. 3, p. 376; D. Cervone, The Architecture of Personality, “Psychological Review” 
2004, vol. 111, no. 1, pp. 189, 192.
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Research activities conducted within this study were aimed at identifying the con‑
nection between individual traits and attitudes towards functional quality, using the 
example of students of the Warsaw School of Economics (WSE) – one of the leading 
Polish higher education institutions in the area of economics – and the educational 
services provided by this institution. In particularly, the goals were as follows:
1. the identification of the dimensional structure of the functional quality perception 

of educational services,
2. the identification of the association between students’ individual traits (in terms 

of functioning at university) and students’ attitudes towards the functional quality 
of the educational services provided by the university,

3. an analysis of the possibility of utilizing the results of the goal (no. 2 above) in the 
quality management of educational services of the university.
It should be underlined that the aim of this research was to develop and verify 

a new method of assessing the association between individual student traits and 
their attitudes towards the functional quality of educational services provided by 
university. Simultaneously, one should note that the dimensional structure of stu‑
dents’ individual traits, in terms of functioning at university, and the dimensional 
structure of the perception of educational services’ functional quality could depend 
on the particular university (i.e., its characteristics in terms of student population 
and the educational services provided). Thus, it might not be justifiable to establish 
general conclusions regarding the whole higher education sector.

Based on previously published results on customer attitudes, quality perception, 
and educational services, the main hypothesis has been phrased as follows: there is 
a statistically significant relationship between students’ individual traits, in terms of 
functioning at university, and students’ attitudes towards the functional quality of 
the educational services provided by the university. Moreover, the following auxiliary 
hypotheses have been developed:
H1. The dimensional structure of students’ individual traits, in terms of student func‑

tioning at university, is different from the NEOAC model of personality. It seems 
that the substantial role played by the situational context in the manifestation of 
individual traits, indicated by the psychological concepts mentioned above, could 
lead to different models. It may mean that, by applying the detailed characteri‑
zation of NEOAC dimensions to the measurement of students’ individual traits, 
in the context of studying, one would obtain a dimensional structure consisting 
of situation‑specific traits that could differ from NEOAC. It is worth underlining 
that this approach should not be considered as being opposed to the NEOAC 
model. On the contrary, the idea is to apply NEOAC as a model describing 
human functioning in general (i.e. regardless of the specific situational context) 
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as a starting point in order to build a situation‑specific model for traits related 
to studying at university.

H2. Various types of students exist in terms of their individual traits in the context 
of functioning at university. An indication of this assumption could be the exist‑
ence of the various types of human personality in the NEOAC model.17 One can 
reason that if personality types exist when no situational context is considered, 
this phenomenon would extend to the level of situation‑related traits.

H3. The association between students’ individual traits, in terms of student function‑
ing at university, and student evaluations of the inherent features of functional 
quality of educational services is:
– negative in the case of individual traits related to – neuroticism and openness 

to experience (according to NEAOC).
– positive in the case of individual traits related to – extraversion, agreeableness 

and conscientiousness (according to NEAOC).
The first lead in this hypothesis is the characteristics of the NEOAC dimensions,18 

according to which neuroticism is connected with negative emotions, while open‑
ness to experience is connected with a propensity for independent thinking, which 
could negatively affect students’ evaluation of the educational services’ functional 
quality. On the other hand, extraversion covers a propensity to react with positive 
emotions, agreeableness includes the trait of compliance, and conscientiousness is 
connected with a belief in the possibility of dealing with a problem. The above traits 
seem to positively affect the evaluation of quality. Additional cues for the hypothesis 
emerge from research on attitude determination,19 service quality perception,20 and 

17 See the characteristics of personality types in: J. B. Asendorpf, P. Borkenau, F. Ostendorf, M. A. G. 
van Aken, Carving Personality Description and its Joints: Confirmation of Three Replicable Personality 
Prototypes for Both Children and Adults, “European Journal of Personality” 2001, vol. 15, pp. 182–185.

18 See: P. T. Costa, RR. McCra, op.cit., p. 654; B. Zawadzki, J. Strelau, P. Szczepaniak, M. Śliwińska, 
Inwentarz Osobowości NEO-FFI Paula T. Costy Jr., Roberta R. McCrae, Pracownia Testów Psychologicznych 
PTP, Warszawa 2010 (for Polish adaptation of the measurement tool). 

19 See: T. A. Mooradian, J. M. Olver, Neuroticism, Affect and Post-purchase Processes, “Advances 
in Consumer Research” 1994, vol. 21, pp. 597–598 (role of neuroticism); M. Judeh, Selected Personality 
Traits and Intent to Leave: A Field Study in Insurance Corporation, “International Business Research”, 
May 2012, vol. 5, no. 5, pp. 90–91 (role of extraversion and conscientiousness); A. Khare, A. Khare, Sh. 
Singh, Role of Consumer Personality in Determining Preference for Online Banking in India, “Journal of 
Database Marketing & Customer Strategy Management” 2010, vol. 17, pp. 175, 179–180, 181–183 (role 
of conscientiousness). 

20 See: Y. H. Chang, H. H. Li, C. M. Wu, P. C. Wang, The Influence of Personality Traits on Nurses’ 
Job Satisfaction in Taiwan, “International Nursing Review” 2010, no. 57, p. 481 (role of neuroticism); 
H. H. Tan, M. D. Foo, M. H. Kwek, The Effects of Customer Personality Traits on the Display of Positive 
Emotions, “Academy of Management Journal” 2004, vol. 47, no. 2, pp. 288, 291 (role of neuroticism and 
agreeableness); I. U. Haq, M. I. Ramay, M. A. U. Rehman, F. A. Jam, Big Five Personality and Perceived 
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especially on students’ perception of educational services quality.21 It needs to be 
mentioned that empirical results also exist where openness to experience is positively 
connected with customer evaluations.22

H4. Students’ attitudes towards the features of the functional quality of educational 
services are differentiated according to the field of study. This hypothesis has 
been developed based on empirical results showing a connection between stu‑
dents’ personality traits and the field of study chosen by the student,23 and the 
results of the relationships between personality, customer attitudes and quality 
perception (as mentioned in the H3 commentary).

1. Research Method

The research was based on a sampling of WSE students. The purposive samples 
were used at the questionnaire development stage, and the samples from students 
attending lectures were used when the final questionnaires were already in place. It was 
decided to focus on the bachelor level students in their third year of studies because 
this group of students was considered to have the greatest experience in receiving 
educational services from the WSE. Earlier studies conducted using WSE students 
in their first year of study indicated that attitudes toward certain functional quality 
features were less available among these students, such as student scientific circles 
and career support, resulting in less frequent answers.24

The subject of the research covers the following areas:
1. Student attitudes towards the functional quality of the educational services pro‑

vided by the university. This topic refers directly to H4 (the relationship between 
the perception of the functional quality of educational services and the field of 
studies).

Customer Relationship Management, “Research Journal of International Studies”, August 2010, issue 15, 
p. 42 (role of neuroticism, extraversion, agreeableness and conscientiousness). 

21 C. L. Patrick, op.cit., p. 245 (role of agreeableness). 
22 See: A. Khare, A. Khare, Sh. Singh, op.cit., pp. 175, 179–180, 181–183; I. U. Haq, M. I. Ramay, 

M. A. U. Rehman, F. A. Jam, op.cit., p. 42.
23 See: J. Lounsbury, R. Smith, J. Levy, F. Leong, L. Gibson, Personality Characteristics of Business May-

ors as Defined by Big Five and Narrow Personality Traits, “Journal of Education for Business”, March/April 
2009, pp. 202–203; Ch. D. Pringle, Ph. B. DuBose, MD. Yankey, Personality Characteristics and Choice of 
Academic Major: Are Traditional Stereotypes Obsolete?, “College Student Journal”, March 2010, vol. 44, 
issue 1, pp. 131–142.

24 W. Trzebiński, Spostrzeganie jakości funkcjonalnej usługi edukacyjnej dostarczanej studentom 
na uczelni (na podstawie badań studentów I roku Szkoły Głównej Handlowej w Warszawie), Studia i Prace 
Kolegium Zarządzania i Finansów, Zeszyt Naukowy 2013, no. 125, pp. 85–86.
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2. Students’ individual traits, in terms of student functioning at university, and 
the students’ individual types related to these traits. This is relevant to H1 (the 
differences between this model and NEOAC) and H2 (the possibility of defining 
students’ individual types in terms of functioning at university).

3. The association between students’ individual traits and types, in terms of func‑
tioning at university, and students’ attitudes towards the functional quality of 
educational services. This topic is key for the main hypothesis and H3.
This research has been conducted according to the following procedure:

Stage 1. The primary list of functional quality features of the educational services 
provided by the university. Taking into consideration the information gathered from 
students (purposive samples) and the concepts related to psychological well‑being,25 
a set of detailed features related to the functional quality of educational services has 
been identified.
Stage 2. The dimensional structure of functional quality perception has been investi‑
gated using a survey questionnaire based on the primary list developed in the previ‑
ous stage. The aim was to reduce the number of quality features analysed in further 
stages of the research. These dimensions are considered the inherent features of the 
educational services’ functional domain that are involved in quality perception.
Stage 3. The declared importance of the inherent features of functional quality that 
are related to the dimensions identified in the previous stage. In the survey question‑
naire, students were asked to rank the features according to the level of importance 
to themselves.26 The subset of features with the highest importance was indicated.
Stage 4. A questionnaire to measure students’ individual traits in terms of student 
functioning at university, was developed using items on the questionnaire that were 
based on the characteristics of NEOAC dimensions, taking into consideration their 
adaption to the situational context of studying at university. The NEO‑FFI ques‑
tionnaire was used supplementary to measure personality traits according to the 
NEOAC model.
Stage 5. The association between students’ individual traits, in terms of functioning at 
university, and student attitudes towards the functional service quality was assessed 
using a questionnaire study that simultaneously measured students’27 evaluation of 

25 The intention was to consider the functional quality features of educational service that might 
influence student well‑being.

26 This approach was based on perception of educational quality research by Doroszewicz, see: 
S. Doroszewicz, Metodyka badań jakości kształcenia w szkolnictwie wyższym, in: Metodyka i badania 
jakości kształcenia w szkolnictwie wyższym w Polsce, ed. S. Doroszewicz, Warszawa 2011, pp. 157–158.

27 During this stage of the sampling the aim was to collect a relevant number of observations for the 
three main fields of study at the WSE: (1) Finance and Accounting, (2) Management and (3) Quantitative 
Methods in Economics and Information Systems.
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the service (using the set of features identified in stage 3) and students’ individual 
traits (using the items on the questionnaire based on the results of stage 4).28

Factor analysis, cluster analysis (k‑means) and discriminant analysis were used 
to analyse the research data. To use the above methods, it was assumed that the sur‑
vey measurements coming from the ordinal scales used in the questionnaires could 
represent the interval nature of the students’ evaluations.29 In addition it was assumed 
that the normal distribution of these evaluations was required in order to apply the 
ANOVA and linear correlation significance tests used in the supplementary analysis.

2. Results and Analysis

Fieldwork.

Fieldwork was conducted in the years 2011–2012. In stage 1., snowball sampling 
was used. The questionnaire surveys in stages 2–5 were conducted between Octo‑
ber 2011 and May 2012 for a total of 33 lectures. The questionnaires were filled out 
anonymously by students in the classrooms.

Dimensional Characteristics of the Perception of Educational 
Services’ Quality

The questionnaire used in stage 2. consisted of 93 items in the form of statements 
describing attitudes towards the educational services provided by the WSE in terms 
of detailed features from a primary list. The 7‑point Likert scale was applied, and 
anchored with the labels: “I fully disagree” and “I fully agree”. There were n = 146 
properly completed questionnaires collected. Factor analysis, using the principal 
components method, was conducted on the evaluations related to the questionnaire 
items (KMO equals 0.565; Bartlett’s sphericity test statistically significant, p = 0.000). 
There were 25 principal components identified with an eigenvalue above 1 (Kaiser’s 
criterion).30 Varimax rotation with Kaiser’s normalization was also applied. Based on 
the analysis of factor loadings (a threshold of 0.500 was applied) and the interpretation 

28 As in stage 4, the NEO‑FFI questionnaire was used supplementarily.
29 See the discussion on treating ordinal scales as interval scales, and on performing arithmetical 

operations on results obtained from ordinal scales in: D. Hand, H. Mannila, P. Smyth, “Principles of Data 
Mining” 2001, MIT Press, Cambridge, Massachusetts, London, pp. 26–30.

30 If not otherwise mentioned, calculations have been conducted using SPSS, license no. 1187.
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of the item’s content meaning, one can characterize the following dimensions for the 
perception of the functional quality of educational services:
• The support provided by student organizations and the functioning of student 

scientific circles – the available selection of organizations and circles, their acces‑
sibility, the availability of related information, as well as their ability to support 
student growth and students’ interpersonal relationships;

• The ease of choosing optional subjects within the ”Virtual Dean’s Office” appli‑
cation – clarity of registration rules, accessibility to information about these, 
support provided by the “Virtual Dean’s Office” during registration, and the 
ease of choosing subjects that are aligned with students’ planned paths of study;

• The possibility of students’ influencing the functioning of the university, including 
the appropriate use of course evaluations given by students;

• Supporting students in planning their careers by giving advice and providing 
attractive job offers;

• Scholarship support for students – the accessibility of information about the 
granting of scholarships, ease of applying for scholarships, the justification of 
opinions related to scholarships provided by the student government;

• The student government as a source of complete information on current events at 
the university – ease of finding information on the student government’s website 
and the range of this information;

• Appropriate accessibility to exam results – accessibility to exam results informa‑
tion and its timeliness;

• Student support provided by employees of Dean’s Office – courtesy and effective 
help from employees of the Dean’s Office, adequate hours of access;

• Student support provided by library employees – the courtesy and helpfulness 
of library employees;

• Ease of searching for items in the library – the methods of searching for scientific 
information and books in the reading room;

• Waiting time at the Dean’s Office – including queue management;
• Clear rules about passing exams;
• The ease of getting from class to class – cloakroom service, ease of locating uni‑

versity buildings;
• The availability of reliable information concerning optional subjects;
• The functioning of photocopy points within the university’s buildings – the way 

services are provided and their opening hours;
• The reliability of university IT applications provided for students  – including the 

Virtual Dean’s Office application;
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• The accessibility of eating places within the university’s buildings – the opening 
hours and locations;

• The organization of language courses – the methods of assigning students to the 
various groups, the opportunities for student integration;

• The accessibility of information on the university’s website;
• The conditions for student integration in eating places at the university;
• The support provided via the students’ web forum;
• The reliability of the exam results’ registration system.

The items on the questionnaire used in stage 3. correspond to above functional 
quality dimensions.31 There have been n = 64 properly completed questionnaires 
collected. Based on student declarations about the features of functional quality, 
importance coefficients have been assigned to each feature based on the sum of the 
inverted ranks of this feature as declared by the students. Based on a Pareto‑type 
analysis, the 15 features with the highest importance were identified (Table 1). 
Thus, the features listed in this table should be considered to be the dimensions of 
the functional quality of educational services that are highly important to students 
(based on their declarations).

Table 1.  Dimensions of the Perception of Functional Quality of Educational Services as 
Qualified in Stage 5 (Descending Order According to Importance Coefficient)

Functional quality feature (questionnaire item) 

Importance coefficient 
(normalized; 

summing up to 
1 for all items in the 

questionnaire) 

In my opinion, passing courses at the WSE is conducted according to clear rules. 0.14

My exam results are made available to me in an appropriate way. 0.11

Choosing optional subjects in the ”Virtual Dean’s Office” is easy for me. 0.10

The university supports me in planning my career. 0.10

I believe that language groups support student integration. 0.08

I believe that I receive appropriate support from the employees of the Dean’s Office. 0.05

In my opinion the university website makes available the information I need. 0.05

I believe that the ”Virtual Dean’s Office” application is working faultlessly. 0.05

Student organizations and student scientific circles operating at university are useful for me. 0.05

The student internet forum helps me solve my problems. 0.04

I believe that searching for the items I need in the WSE library is easy for me. 0.03

31 In the case of the principal components with items having no coherent interpretation, the item with 
the highest factor loading was considered.
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Functional quality feature (questionnaire item) 

Importance coefficient 
(normalized; 

summing up to 
1 for all items in the 

questionnaire) 

In my opinion, the university is supporting my sense of pride in being a WSE student. 0.03

I think the electronic system for registering exam results is infallible. 0.03

The university gives me the possibility of scholarship support. 0.03

The functioning of photocopy points in university buildings is appropriate to me. 0.03

Total: 0.93

Source: own elaboration.

The Dimensional Characteristics of Students’ Individual 
Traits, in Terms of Student Functioning at University – the 
Individual Model of Student Functioning at University

The questionnaire consisting of 30 items that was developed in stage 4., was 
used in stage 5. in order to investigate students’ individual traits in terms of student 
functioning at university. The 7‑points Likert scale was applied. There were n = 214 
properly completed questionnaires collected. Due to the low reliability of items related 
to agreeableness (according to NEOAC), that is Cronbach’s alpha = 0.441, it was 
decided to remove these items from the analysis. In order to investigate an indi‑
vidual model of students’ functioning at university, factor analysis, by the centroid 
method of factor extraction, was conducted.32 There were five factors obtained with 
an eigenvalue above 1.33 Varimax rotation with Kaiser’s normalization was applied. 
Factors were considered as representing the dimensions for the student’s individual 
traits of functioning at university. These dimensions will hereinafter be referred to as 
the “individual model of the students’ functioning at university”. Based on the factor 
loadings of the items (a threshold of 0.300 was applied), the dimensions’ character‑
istics can be described as follows:
1. sociability (I1) – related to items corresponding to extraversion (according 

to NEOAC) and is manifested by a propensity to talk to other people at university, 

32 The principal component method has also been used, leading to a dimensional structure similar 
to the one obtained using the centroid method.

33 The factor analysis presented in this chapter was conducted in STATISTICA. The calculations 
in STATISTICA presented in this article have been made using the license no. JGVP3078798502AR‑D.
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having a lot of friends at university, and a particular preference for being in a good 
mood at university;

2. neuroticism at university34 (I2) – covers all items corresponding to neuroticism 
according to the NEOAC model and is manifested by a propensity to be worried 
about various situations at university, feeling despondent and helpless during tough 
moments at university, a propensity to act under negative emotions at university, 
and to feel anger towards other people and be confused in their presence;

3. prudential diligence (I3) – dominated by items corresponding to conscientiousness 
(according to NEOAC), and including also the item corresponding to an openness 
to experience; this dimension is manifested by working hard and striving for the 
best possible results in activities undertaken at university, while on the other hand, 
having a propensity for detailed consideration of any decision made at university 
and engaging the imagination in the performance of tasks related to studying;

4. visionary leadership (I4) – covers the items corresponding to conscientiousness 
and extraversion (according to NEOAC); manifesting “leadership” by a will‑
ingness to lead a group of people at university when there is occasion to do so; 
being “visionary” is manifested by being convinced about the goals and direction 
of activities undertaken at university, as well as a belief in the success of those 
activities, and in a propensity to make brave decisions;

5. curiosity about the world and people (I5) – consisting of items corresponding 
to an openness to experience and extraversion (according to NEOAC); mani‑
fested by treating studies as an occasion in which to fulfil a curiosity about the 
world, collecting new experiences and discovering new things; a strong focus on 
people, manifested in a propensity to observe people at university and an interest 
in events involving other people.
To investigate the relationship between the dimensional structures of students’ 

individual traits of functioning at university and NEOAC, the linear correlations 
between the dimensions of these two models (NEOAC dimensions were measured 
using the NEO‑FFI questionnaire) were analysed. It is interesting that curiosity 
about the world (I5), the dimension dominated by related items to an openness 
to experience, correlates with the equivalent NEOAC dimension at a relatively low 
level (r = 0.197). It seems this could be connected with the possibility of stimulating 
behaviours related to personal growth and new experiences within group activities 
at university, which would involve extroversive traits (this NEOAC dimension 

34 It should be mentioned that ”neuroticism at university” means the dimension of the individual 
model of student functioning at university, whereas “neuroticism” in this paper refers to one of the NEOAC 
dimensions of personality.
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correlated with curiosity at the higher level of r = 0.432). Regarding the characteristics 
of the individual model of the students’ functioning at university, it is apparent that 
no dimension, apart from neuroticism at university, fully corresponded to any one 
of the NEOAC dimension. The above supports H1, which supposes the structures of 
these two models are different. Thus, one may conclude that the situational context 
in university does, visibly, modify the form of student functioning.

Individual Types of Student Functioning at University

In order to identify the individual types of student functioning at university, 
cluster analysis was conducted on the set of variables calculated as an average of the 
items assigned to that dimension, for each dimension of the individual model of the 
students’ functioning at university. The k‑means method was also applied, where the 
number of clusters was established as k = 3, in order to allow a sufficient number of 
observations for each of the most frequent fields of study at the WSE. The averages 
for each dimension in the final cluster centres are displayed in Figure 1. Based on 
the differences in dimension averages between the clusters,35 the following cluster 
characteristics (considered as a representation of individual types of student func‑
tioning at university) are proposed (see Figure 1):
1. Cluster no. 1 (T1) – “engaged stable” – with the highest level of I4 (visionary 

leadership) and the lowest level of I2 (neuroticism at university).
2. Cluster no. 2 (T2) – “engaged nervous” – with the highest level of I2 (neuroticism 

at university) and I3 (prudential diligence).
3. Cluster no. 3 (T3) – “not engaged” – with the lowest level of I1 (sociability), 

I3 (prudential diligence), I4 (visionary leadership) and I5 (curiosity about the 
world and people).
The results mentioned above seem to support H2, according to which there exists 

separate and internally coherent types of student functioning at university.

35 A significance threshold at a level of α = 0.05 was used in the analysis.
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Figure 1.  The Characteristics of the Final Cluster Centres Obtained by the K-Means 
Method (k = 3), Based on the Averages for Items Related to the Dimensions 
of the Individual Model of the Students’ Functioning at University (Averages 
Presented in 7-Point Scale)
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Association Between Functional Quality Evaluation 
and Student’s Individual Traits in Terms of Functioning at 
University

Student evaluations of functional quality features (corresponding to the dimensions 
of quality perception that have a high importance for students, identified in stage 3.) 
were measured in stage 5. A graphic scale in the form of a line was used, anchored 
by the descriptions of extreme states (semantic differential). To investigate the dif‑
ferentiation in the evaluation of functional quality features by students’ individual 
types, discriminant analysis was used (calculations were made in STATISTICA – lic. 
JGVP3078798502AR‑D). The evaluation of functional quality features played the role 
of predictors, while the individual types (Tk) were the groups being discriminated. One 
predictor with a statistically significant contribution to the model was identified: the 
evaluation of the feature “clarity of rules for passing courses”. The first discriminant 
function showed a statistically significant Wilks Λ, unlike the second discriminant 
function (so it was not interpreted). With its values in the groups gravity centres, 
the first discriminant function indicates the not engaged type (T3), differentiating it 
from nervous engaged type (T2) (see Figure 2).

The evaluation of the clarity of course passing rules showed a statistically signif‑
icant positive, standardized coefficient for the first discriminant function. Thus, this 
variable could be interpreted as a predictor of the not engaged type, T3 (contrary 
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to the nervous engaged type, T2). It was observed that the nervous engaged type 
shows the lowest evaluation of overall functional quality (which was calculated 
based on the evaluation of features weighted by the features’ declared importance, 
as measured in stage 3.).

Figure 2.  Discriminant Functions’ Values for Particular Observations.  
Horizontal Axis – Values of Function No. 1;  
Vertical Axis – Values of Function No. 2
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The results of the supplementary analyses complement enabled the validation of 
H3, which proposed particular directions of association between certain students’ 
individual traits in terms of student functioning at university, and student attitudes 
toward the functional quality of educational services. The linear correlation coeffi‑
cients between these sets of variables are presented in the Table 2.
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In line with H3, the negative correlations between neuroticism at university (I2) 
and the evaluations of the five functional quality features have been observed,36 with 
no positive correlations. The positive relationship between extraversion related traits 
and the functional quality evaluations proposed by H3, also seems to be supported, 
as sociability (I1) showed positive correlations with three features and no negative 
correlations were found.37 The role of openness to experience, for which the negative 
relationship with functional quality evaluations was proposed by H3, was found to be 
ambiguous, as curiosity about the world and people shows a positive correlation 
with one quality feature38 and negative correlations with two features.39 The positive 
relationship between agreeableness and functional quality evaluation predicted by 
H3, is not supported by the research results because – as was mentioned above – the 
agreeableness related items that were measured in a university context (stage 4.) do 
not reach the required levels of reliability. In other words, students have not provided 
any coherent self‑description that is related to university context behaviours typical 
for agreeableness. Consequently, traits related to agreeableness are not included in the 
dimensions of the individual model of the students’ functioning at university. The 
part of H3 proposing a positive association between conscientiousness related traits 
and functional quality evaluation was not supported, as the prudential diligence, I3 
(with a prevalence of traits corresponding to conscientiousness) showed a negative 
correlation with the evaluation of one feature40 and no positive correlations.

It seems that the resultant empirical validation of H3 indicates the complex nature 
of individual determination in attitudes towards quality. It has been shown that the 
cues (based on theoretical models and previous empirical findings) that had led 
to H3, are not relevant in all cases. In particular, one may conclude that the impact of 
openness to experience and conscientiousness in the functional quality evaluations is 
dependent on the specificity of the service and its detailed aspects being the subject 
of evaluation. Considering the above, it seems that H3 has been partially supported.

36 These features are: ”support in career planning”, ”ease of choosing optional courses in the Virtual 
Dean’s Office”, ”the functioning of photocopy point at the WSE campus”, ”opportunities for student inte‑
gration at language classes”, ”method of making exam results available to students”.

37 These features are: ”support in career planning”, ”supporting students’ pride in being a WSE stu‑
dent”, ”the utility of student organizations and student scientific circles operating at the university”.

38 This feature is: ”method of making exam results available to students”.
39 These features are: ”taking care of students’ pride in being a WSE student”, ”the utility of student 

organizations and student scientific circles operating at the university”.
40 This feature is: ”support by employees of the Dean’s Office”.
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Association Between the Field of Study and the 
Functional Quality Evaluation of Educational Services

Neither discriminant analysis nor ANOVA have provided any evidence for asso‑
ciation between the field of study and functional quality evaluation. Nevertheless, 
LSD tests showed a statistically significant difference in the evaluation of the feature 
“method of making exam results available to students”, which is higher for Quanti‑
tative Methods in Economics and Information Systems vs. Finance and Accounting. 
Based on these results one could consider H4 to be partially supported. It seems that 
the field of study role in the determination of functional quality evaluation is far 
smaller than it was proven to be for individual traits. One may suppose this effect 
could indicate the minor role of expectations that are peculiarly attached to field of 
study, compared to individual determination.

Association Between Field of Study and Individual Types 
of the Students’ Functioning at University

To investigate the relationship between field of study and individual student types, 
an χ2 test was conducted for these variables, but no statistically significant evidence 
was found. ANOVA for dimensions of the individual model of the students’ func‑
tioning at university (as dependent variables) and field of study (as the classification 
factor) also did not shown any significant differentiation; but ANOVA for NEOAC 
dimensions (measured by the NEO‑FFI questionnaire) showed a statistically signif‑
icant differentiation for extraversion. LSD tests confirmed the highest intensity of 
extraversion for Management students. This result is coherent with previous empirical 
findings for business major students.41 On the other hand, a lack of visible associ‑
ation at the level of the individual model of the students’ functioning at university 
and individual student types, in terms of functioning at university, could indicate 
that the relationship between field of study and individual traits relates rather to the 
general “nature” of the student (as described by NEOAC) than his or her adaption 
to the university environment (which may be reflected in university functioning 
related traits). One may propose that rather the general personality traits impact 
the field of studies, with the minor role having the opposite impact (if the field of 

41 J.  Lounsbury, R.  Smith, J.  Levy, F.  Leong, L.  Gibson, op.cit., pp.  202–203; Ch. D.  Pringle, 
Ph. B. DuBose, M. D. Yankey, op.cit., pp. 131–142.
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study affected students’ individual traits, they should be found also at the level of the 
students’ functioning at university).

Conclusions

The research results presented in this article seem to partially close the gap in the 
literature by indicating individual determinants of the functional quality perception 
of educational services within a comprehensive individual model of the students’ 
functioning at university and a comprehensive model of functional quality perception. 
In particular, it can be stated that, in the case of the service provided by the Warsaw 
School of Economics at bachelor level:
1. The functional quality perception of educational services by students, constitutes 

a dimensional structure that consists of 25 dimensions.
2. The individual traits of the students’ functioning at university have a dimensional 

structure as well; the characteristics of this structure (the individual model of the 
students’ functioning at university) is different to the personality structure pro‑
posed by NEOAC. Apart from neuroticism, no NEOAC personality dimension is 
directly transmitted to a situational context of studying. Moreover, agreeableness 
could not be identified due to students’ poor level of recognition of the related 
traits within the environment of studying. This differentiation seems to confirm 
the major role of the situational context (here: studying at university) in the 
manifestation of individual traits.

3. Individual types of the students’ functioning at university can be identified based 
on the individual model of the students’ functioning at university, which has been 
indicated – in the case of this study – as: “stable engaged”, “nervous engaged” 
and “not engaged”.

4. An association occurs between students’ individual traits or types of functioning 
at university and student attitudes towards the functional quality of educational 
services. Thus, the main hypothesis of this paper has been supported. Functional 
quality evaluation is at the lowest level for the nervous engaged type and is 
negatively correlated with the neuroticism at university dimension. This seems 
to confirm the role of neuroticism in quality perception, however, it is worth 
mentioning that no evidence for this role has been found in the earlier study of 
the personality determinants of course and lecturer evaluation done by Austral‑
ian university students.42 This could lead to conclusion that neuroticism related 

42 C. L. Patrick, op.cit., p. 245.
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traits play a rather marginal role in the perception of the substantive aspects of 
educational services (i.e. technical quality) as teaching, while the role of neurot‑
icism is visible for functional quality perception.

5. There exists an association between the field of study and the intensity of extra‑
version (according to NEOAC). Students in Management show the highest level 
of extraversion (compared to the other most frequent fields of study at the WSE 
as: Quantitative Methods in Economics and Information Systems, Finance and 
Accounting). This finding is coherent with the personality characteristics of 
business major students known from the earlier studies.
The above should lead to the general conclusion that the research approach 

for assessing the association between students’ individual traits and their attitudes 
towards the functional quality of educational services provided by the university, as 
described in this paper, has been verified and can be applied to other universities.

Proposed Direction of Further Research

The findings obtained in this study should lead to further research on following 
topics:

 – investigating the possibilities for applying the research approach presented in this 
paper to other universities;

 – development and validation of casual models linking the individual model of the 
students’ functioning at university with students’ attitudes towards the functional 
quality of educational services;

 – analysing the mechanisms that explain the individual determination of quality 
perception described in this paper;

 – quantitative assessment of individual traits’ contribution to service quality per‑
ception (compared to other determinants).
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