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Preface

The “Finance and Sustainability Conference” hosted by the Department of Corpo-
rate and Public Finance at the Wroclaw University of Economics and Business was
organized for the second time in December 2018. The conference was organized by
the Wroclaw University of Economics and Business, in cooperation with the Cor-
vinus University of Budapest and the University of Economics in Prague and
patronized by the Koalicja Klimatyczna and the Climate Reality Project Europe.
The keynote speaker Richard Barker from the Climate Reality Leadership Corps,
London, opened the conference with his exciting presentation of “How investors
look at climate finance?.” The speech highlighted the main focus of the conference:
the sustainable finance supporting mitigation and adaptation to climate change and
green energy transition.

The conference has become a part of public debate about climate and renewable
energy issues in Poland and globally. The conference allowed European researchers
to discuss a variety of problems and questions related to recent financial topics which
were grouped into four sessions: sustainable development, corporate finance and
capital, corporate sustainability, and public finance.

This book contains a selection of papers presented at the conference and covers a
variety of topics and researches related to recent financial problems. It reflects the
diversity and richness of research areas in these fields.

Polish researchers discuss general local topics in seven different papers. The
paper entitled “Public organizations seeking a path for sustainability” provides a
framework to explain how to drive public organizations toward sustainability. The
paper entitled “Debt management of urban gminas on the example of the Silesian
Voivodeship” discusses the issues of local government debt to bring theoretical
fundamentals of debt management in local government closer to the reader. “The
impact of limiting tax costs for expenditure on the purchase of intangible services
from related entities on the level of tax charges” assesses the impact of the limit to
include expenses on specific intangible services in tax costs. The study titled
“Environmental aspects in Polish public procurement system” introduces the role
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of green public procurements. The paper titled “Local development as a function of
budgetary policy and entrepreneurship” describes the group of factors that influence
local development, and the paper addressing “Can we own the energy transition?
From policy to practice within the framework of psychological ownership theory” is
a case study discussing the story of the biggest distributed solar power plant in
Poland and provides some insightful recommendations on how to establish psycho-
logical ownership related to energy transition issues successfully. There is a study
about the “Influence of deregulation on sustainable development of sector of pro-
fessional financial and accounting services in Poland” investigating the influence of
changes in legal regulations concerning professional accounting services in Poland
to evaluate the attitude and consequences of deregulation from the perspective of
accounting offices. The paper “Fostering eco-innovation through smart specializa-
tion strategies and support of EU funds” analyzes and assesses the role of smart
specialization strategies and EU funds in fostering eco-innovation in Poland.

An additional six papers concentrate on specific industries in Poland. The study
“Divestment from coal sector in response to higher risk assessment by insurance
companies. Poland case study” investigates the changes in the approach of insurance
companies to risk assessment related to climate change. The paper titled “Sustain-
able management of commercial real estate in the context of investment perfor-
mance” confronts the income from a commercial real estate with actual cash flows
and verifies whether the investment in the real estate is profitable for a potential
investor while complying with the aspect of sustainable development. The essay
“Financial aspects of agricultural policy for environmental sustainability of Polish
agriculture” characterizes the implementation of financial instruments for environ-
mental sustainability in Polish agriculture within the framework of the Common
Agricultural Policy. The study “Transition to a green economy—programming for a
low-carbon economy at the voivodeship level” presents the development strategies
of the 16 voivodeships of Poland, considering the issue of the transition to a
low-carbon economy. The paper entitled “Financial Problems Associated with
Investing in Renewable Energy Sources in Poland” determines the system compo-
sition for financing investments in renewable energy sources in Poland. The research
“Do Polish hospitals perform well? Selected aspects of financial performance”
presents and assesses the financial condition of public hospitals in Poland in the
years of 2007–2015.

Three papers of the conference cover topics from the Slovak local business and
financial environment. The paper entitled “Special Aspects of the Loan Agreement
in the Conditions of the Slovak Republic” focuses on the legislative aspects of the
loan agreement, which has found its full potential in banking activities and provides
answers to application problems. The essay “Legislative aspects of custody of
securities in the conditions of the Slovak Republic” identifies individual securities
contractual types. The paper “Bill of exchange and its application problems in
Slovak Republic” identifies and examines a bill of exchange from a legal point of
view in the Slovak Republic.

Eight new studies investigate general financial topics. The paper “Risk manage-
ment in innovative startups and the role of investors and business accelerators”
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presents the importance of risk management in young innovative enterprises, par-
ticularly in startups. The paper “Overall assessment of corporate social responsibil-
ity—a map of responsibility” discusses a method of making a comprehensive
assessment of corporate social responsibility based on the use of graphic form.
The study “Selected errors made in economics, in research on global climate
change” presents eight of the complex errors made in economics, in studies of global
climate change. There are two systematic literature reviews. One of the studies
summarizes the academic articles between 2000 and 2018 about governmental
venture capital; the other presents the main literature about crowdfunding campaigns
and successes. The paper “ESG awareness and perception in sustainable business
decisions: Perspectives of Indian investment bankers vis-à-vis selected European
financial counterpart” attempts to comprehend the level of ESG awareness and
perception of investment bankers and the sustainability choices in the Indian market
vis-à-vis the developed markets in Europe. The study “Eco-labeling as a tool to
implement the concept of corporate social responsibility—the results of a pilot
study” focuses on determining the role that eco-labeling can play in the process of
implementing the concept of corporate social responsibility. The paper “Corporate
social performance in construction industry—in the search for added value” iden-
tifies activities within sustainable construction along with their integration scope in
corporate processes to develop a framework for measuring and monetizing the
activities by construction companies.

Three papers investigate the European market regarding finance or sustainability.
The paper entitled “Liquidity of the European indices: the developed versus the
emerging markets” compares liquidity of indices on the European stock markets in a
different stage of development. The paper entitled “Private insurance and unmet
health needs” estimates the impact of private health insurance schemes on the level
of unmet health needs. The paper titled “Corporate social responsibility activities
and the firm’s value: The case of containers and packaging industry sector” analyzes
the influence of corporate social responsibility (CSR) initiatives on the firms’ value.

The audience of these presentations and proceedings includes researchers at
numerous universities; members of research institutions; various professionals in
business, finance, and international economics from the private and public sector;
and finally students.

Budapest, Hungary Erika Jáki
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Driving Public Organisations Towards
Sustainability

Mauro Romanelli and Patrizia Gazzola

1 Introduction

Even if a universally agreed definition is absent, sustainability as an evolving and
promising concept [1] should be considered as a norm that helps to support the
dynamics of an organisation operating within social and economic ecosystems in
order to facilitate public value creation and as a principle that drives both strategy
and action within organisations that aim to create value within society [2, 3]. Public
organisations as sustainable institutions should drive responsible growth and pro-
mote the wealth of society [4, 5], ensuring sustainable financial performance [6],
using information technologies [7], paying attention to managing human capital and
resources to ensure innovation performances [8, 9], and considering the employees
as stakeholders [10].

Thereby, a limited number of studies have investigated the contents of sustain-
ability within public organisations [11]. While the features of sustainable organisa-
tions are well elucidated with regards to the private sector, public organisations
should identify a pathway to achieve sustainability as a vision for change coping
with a continuously dynamic and changing context where problems are complex,
volatile and risky. Public organisations contribute to public value encouraging
partnerships with civil society to shape strategy within ecosystems [12–14].

Thus, public organisations have not yet identified the sources that can support
them for sustainability and have not yet tracked a satisfying pathway for

M. Romanelli (*)
University of Naples Parthenope, Naples, Italy
e-mail: mauro.romanelli@uniparthenope.it

P. Gazzola
University of Insubria, Varese, Italy
e-mail: patrizia.gazzola@uninsubria.it

© Springer Nature Switzerland AG 2020
K. Daszyńska-Żygadło et al. (eds.), Finance and Sustainability, Springer
Proceedings in Business and Economics,
https://doi.org/10.1007/978-3-030-34401-6_1

1

http://crossmark.crossref.org/dialog/?doi=10.1007/978-3-030-34401-6_1&domain=pdf
mailto:mauro.romanelli@uniparthenope.it
mailto:patrizia.gazzola@uninsubria.it


sustainability as a key element to drive public administration to behave as an actor
which is increasingly more embedded within social and economic ecosystems [14].

The aim of this study is to identify a pathway that helps to explain how public
organisations proceed in order to achieve sustainability as a source for change.
Public organisations should consider the sustainability as a long-term goal [1] and
vision that guides action and decision-making processes [15] and helps to facilitate
public value creation, promote public trust and democratic life within communities
in the long-term [3, 16–19].

Public organisations should rethink how to approach the issue of sustainability,
following both an ecosystem perspective [14] and adopting a public value manage-
ment view [20] to serve the public interest as a result of dialogue with citizens [21],
thus strengthening long-term and multilateral relationships, enhancing multiple
accountability systems [12, 16, 22]. Following a public value view, public organi-
sations should consider the employees as people to be motivated so that public
administration can strengthen them as human resources to support public value,
develop financial communication and reporting, and also promote the potential that
is offered by technology as a means that helps drive public administration as
sustainability-oriented organisation that is rediscovering new ways of creating
value within communities [20, 22].

The paper is organised as follows. After the introduction and methodological
section, the literature review identifies the features of sustainable and public orga-
nisations. The fourth section explains how public organisations can achieve sustain-
ability by rediscovering the organisational dimension as a source for sustaining
financial, social and economic performances by enhancing communication and
reporting to the stakeholders for public value creation, managing human resources
and developing the potential of information technologies. In the fifth section, a
framework of analysis is elucidated in order to drive public organisations as sus-
tainable and responsible institutions that contribute to driving value creation. Finally,
conclusions are outlined.

2 Methodological Section

The study is theoretical and relies on a literature review relating to sustainability as
an emerging concept in the field of public service organisations that contribute to
enabling value creation within ecosystems coping with a changing complex context.
These organisations promote sustainable financial reporting by developing the
potential of information technologies and designing human resources management
practices. The selected contributions are drawn from google scholar and identified in
order to elucidate that public organisations tend to embrace sustainability as a vision
for managing res publica within communities [15, 19]. The contributions were
selected by searching the articles that referred to sustainability, financial reporting
and communication, information technology. Sustainability of organisations relies
on people and human resources as the main axis that enables financial reporting and
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the potential offered by technology. In particular, the selected contributions
concerning financial, human resources and technologies dimensions are considered
to define some propositions that contribute to identifying a framework that leads
public organisations towards sustainability in order to enable public value creation
by realising the public interest. The selected contributions are interpreted in a
narrative synthesis in order to accommodate differences between the questions,
research design and the context. They will also elucidate new perspectives and
advance theoretical frameworks on emerging issues [23, 24].

3 Literature Review

Today, organisations should deal with sustainability as a condition that enables
better functioning of organisations operating within ecosystems and provides new
ways for communities oriented to value creation. Sustainable organisations create
value by redesigning the business model and redefining strategy, structure, people,
human resources management and information technologies in order to achieve
performances coping with changing environments [2, 4, 6–9].

While the features of sustainable organisations are well elucidated with regards to
the private sector, research is still in its infancy in identifying a pathway for driving
sustainability as a strategic vision that helps to facilitate public value creation and
support the wealth of community within society [14, 15, 19].

Promoting sustainable capacity building helps to improve performance and
development of the public sector within society [25]. Public organisations should
keep the responsibility to achieve better sustainability than private companies with
regards to an increasing attention to performance evaluation, societal and environ-
mental purposes [26]. Public organisations should conceive sustainability as a long-
term goal, a key source for effectiveness within ecosystems and governance net-
works to face a changing context. Sustainability as a vision for change addresses
decision-making processes, facilitates public value creation, and contributes to
promoting public trust and democratic life within communities [1, 3, 15–20].

Sustainability as a condition that enables strategy and action within organisations
helps both the development and effectiveness of public service organisations
[14]. Public organisations should develop sources in order to promote and imple-
ment sustainability and accountability within strategy and action [11]. Sustainability
implies that public organisations should achieve long-terms issues in order to
provide benefits for future generations and to create public value within ecosystems
[3, 14, 18]. Advancing sustainable management practices help to drive social and
economic growth and leads public organisations and companies to create sustainable
value within society and ensure a high quality of life and well-being for people [27–
29]. Post-bureaucratic organisations should be citizen-centred institutions, change-
driven and results-oriented accountable organisations that promote collective action,
participative decision-making involving stakeholders and civil society [30]. Within a
plural and pluralist state where values and meanings are negotiated in networks and
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relationships, public organisations should position their role within social and
institutional environment [31] and learn how to be successfully accountable and
more effective in achieving goals as responsive institutions [32]. Sustainable public
organisations should contribute to creating value within ecosystems by involving the
public and meeting the needs of citizens and other stakeholders, facilitating how
citizens use public services [33], relying on management accounting for driving
change [34], and using accounting to translate sustainability in action and change
[35], promoting the human capital of organisation [7], redesigning trust-based
relationships [17] and strengthening development and social exchange for gover-
nance [36]. Public organisations should consider the role of civil society and
governance networks embracing a citizen-driven view to reinforce social ties
[37]. Information and communication technologies (ICTs) help public institutions
to involve citizens in policy-making, promote public values, foster social equity and
economic development, and advance public sector reform [36, 38, 39] in order to
improve democratic life, promote integrity and fairness, and support public trust
[18]. Public organisations should adopt a public value management view [20] that
relies on strengthening long-term, multilateral and accountable relationships [12, 16,
22].

4 How Public Organisations Proceed Towards
Sustainability

In this section, some propositions are identified in order to design a framework that
helps public organisations to proceed towards sustainability. Ensuring financial
sustainability by communication and reporting relies on strategically managing
human resources and developing human capital. The use of ICTs helps public
organisations to be open, transparent and accountable institutions in front of citizens
and stakeholders within the community.

4.1 Ensuring Financial Sustainability by Communication
and Reporting

With the advent of New public management (Npm) doctrines, great emphasis has
been placed on achieving government financial sustainability doing more with less,
contributing to decentralising services delivery system and development of imple-
mentation plans, providing choices for citizens [40]. Thereby, this weakens the
accountability to citizens as users of public services [41]. Instead, there is an
increasing attention to considering sustainability accounting and accountability as
emerging agenda for driving the evolving development of public organisations
[35]. Moreover, paying attention to sustainability reporting helps organisations to
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develop a positive impact of operations discharging the responsibilities of stake-
holders [42]. As following a public value management perspective, public organi-
sations should support multiple accountability systems looking at citizens as
overseers of government and funders [22]. Hence, while the role of financial
management in the Npm model is to search for potential revenues and the least-
cost method of service delivery, the primary role of financial management in the
governance model is to secure financing in order to keep the organisational and
network coalitions maintaining multilateral relations intact [12]. Public organisa-
tions are still slow in providing sustainable reporting using disclosure only to inform
internal stakeholders [43]. They should preserve public finance, design reporting
systems and represent financial accounts in order to achieve economic and financial
sustainability which promotes public value creation. Public organisations should
provide adequate, effective and convincing reporting to promote transparency and
accountability in order to justify managerial, policy and strategic choices and
policies. While seeking sustainability, organisations tend to report more information
than is included in traditional financial accounting, thus identifying a need for
extensive qualitative information [44]. While following a path for financial sustain-
ability, public organisations should pay attention to reporting as a coherent method
for sustainability [45] as accountable institutions that tend to develop sustainability
narratives in an informed way [14].

Proposition 1 Sustainable public organisations preserve public finance designing
reporting systems as open and responsive institutions that represent financial
accounts and reports in an appropriate way.

4.2 Managing Human Resources

People are the most important resource that helps public organisations to serve the
public interest. Public organisations should pay attention to human resource man-
agement and the social environment. Public management reforms have driven public
administration to develop human resources management practices and policies in
order to support the commitment and job satisfaction of employees [46]. A human
resource strategy should be integrated into the organisational strategy to drive
employees to be committed to the goals and objectives of the organisation [47]. Sus-
taining successful change within public organisations relies on training employees to
learn new behaviours. The nature of public service demands a sense of loyalty on the
part of public employees who tend to manifest higher attention to services than
private employees. The importance of the organisational mission may increase
employee work motivation in the public sector. Consequently, public organisations
should support the motivational power of public services and create an environment
in which employees feel that they can contribute both to the public goal and to an
organisation performing valuable services [48]. Human resources practices contrib-
ute to achieving high performances in public sector organisations and to
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communicate to employees the extent to which organisations trust employees
[49]. Human resources management policies help public organisations to attract
the necessary people and competencies able to perform the functions of government
and deliver public services demanded by citizens [47].

Proposition 2 Sustainable public organisations rely on the quality of people as
public servants and employees and develop human resource management policies
and practices as strategic sources driving public value creation and promoting the
public interest among the citizens.

4.3 Developing the Potential of Information
and Communication Technology

ICTs are changing the way by which public organisations rediscover the public
function and redefine the relationships with citizens and businesses. Thereby, infor-
mation technologies contribute to designing a socio-technical network concerning
individuals, structure and the context [50]. They are driving public organisations to
support democratic processes and citizen participation [51], engendering public trust
and enforcing impartiality, equity, honesty and fairness of government [52]. As
institutions embracing ICTs, public organisations ensure inclusiveness in govern-
ment processes, citizenship and collaboration in government affairs. Information
technologies help public organisations to develop a citizen-centred view proceeding
along a continuum between transparency and accountability [39, 53], enabling them
to promote public values, fostering citizens’ engagement in policy making and social
equity [36, 38].

Proposition 3 Sustainable public organisations embrace and use the potential of
information technologies as a means to strengthen the relationships with citizens,
civil society and other stakeholders within the community, promote accountability
and design citizen-oriented services in the digital era.

5 Towards Sustainable Public Organisations: A
Framework of Analysis

Public organisations should identify a pathway that helps public value creation
within ecosystems and governance networks, encouraging partnerships, promoting
multilateral relationships by shaping strategy and involving the civil society to face a
continuous, dynamic and complex changing context [12–14].

As shown in Fig. 1, public organisations identify a pathway for sustainability as a
vision for change that pays attention to financial management by enhancing com-
munication and reporting, strengthening human resource management, and

6 M. Romanelli and P. Gazzola



developing information and communication technologies for value creation. In
transitioning from stable to changing contexts, public organisations should move
from ensuring efficient services to following a public value view to develop demo-
cratic and shared processes, promoting partnerships and involving the civil society
within ecosystems.

As institutions that provide adequate and viable financial and social reporting to
internal and external stakeholders, public organisations should design a triangle for
sustainability which values both the role of people and human resource management
practices, and embracing information technologies in order to strengthen the poten-
tial of ICTs to help restore the accountable relationship between public organisa-
tions, citizens, civil society and other stakeholders within the community [34]. As
institutions providing transparent accounts rely on ensuring communication and
reporting, public organisations should design appropriate human resource manage-
ment practices and policies embracing information technologies to support public
management reform and reinforce organisational competences and assets [39].

Public management reform is leading public organisations to evolve; they need to
embrace strategic and cultural change by training employees to assume new behav-
iours and support administrative and managerial culture and values coherently
alongside the creation of sustainable public and social value over time to benefit
communities, social and business ecosystems and enhance the development of
human society. Therefore, strategically managing human resources and leading
people helps the sustainability of public administration in the service of citizens
[54]. Sustainability relies both on using management accounting and ensuring
financial viability and guaranteeing openness by providing transparent information
about financial management within ecosystems, which occurs by developing the
potential of information technologies [34, 39]. Sustainable public organisations
should improve social and financial performances, thus meeting the need of citizens
by rediscovering and strengthening the organisational dimension as a source for
effectiveness, strategic choices and organisational action that relies on ensuring
openness along a continuum between transparency and accountability [30, 53].

from services

to processes

from stable context to changing context

Public organisations 

ensuring efficient 
services

Public organisations 

promoting networked 
governance

Public organisations
involving civil society

Sustainable Public 
organisations

from organisations to ecosystems

from ensuring 

public goods

to promoting 
public value

Fig. 1 Towards sustainable public organisations for value creation
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6 Conclusions

Sustainability enables public organisations to contribute to value creation and
achieve social, financial, economic and democratic performances, ensuring the
wealth of communities. The study intends to contribute to the debate on sustainabil-
ity within public organisations and identifies a framework of analysis that helps to
consider the trajectories of development within public organisations aiming at
following a sustainability-oriented pathway. Public organisations should approach
sustainability as a cultural value embedded in processes and behaviours of admin-
istrative action as oriented to develop dialogue with stakeholders within ecosystems.
In this study, there are key theoretical, managerial and organisational implications.
Public organisations should strategically integrate financial, organisational and
technological perspectives in order to identify a pathway for sustainability as a
vision that leads to strategy and action in order to provide and contribute to better
solutions for policy design by involving civil society, citizens, associations and
businesses within governance networks and multilateral relationships that contribute
to engendering public value creation.

The contribution of this study is to identify a pathway that helps to drive
sustainable public organisations as institutions that contribute to public value and
serve the public interest. There are some limitations to this study. Any empirical
research and case studies are provided in the analysis. Public organisations are still in
their infancy in dealing with sustainability as a source that helps public organisations
to serve the public interest and meet the changing needs of citizens, facilitate value
creation and ensure high quality of life within communities. Further research
perspectives and investigations will consider how some theoretical elements and
the elucidated framework can be applied and implemented within the context of
local government, autonomies and authorities in relation to the sustainability models
designed.
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Debt Management of Urban Gminas
on the Example of the Silesian Voivodeship

Justyna Łukomska-Szarek and Agnieszka Wójcik-Mazur

1 Introduction

Under conditions of limited financial resources, activities of local governments have
required, since the moment of their reactivation in the 1990s, continuous increasing
of their debt so that appropriate investment activities could be undertaken to meet
public needs, especially those concerning the development and modernization of the
municipal infrastructure. Dafflon and Beer-Tóth [1] stressed that debt has a positive
impact on the modernization of local economies. However, in the face of the
increasing level of debt, implementation of effective debt management policies is
needed, resulting in financing the tasks which are not covered by the entity’s
revenues, minimizing the financial risk, losing financial liquidity, or reducing debt
costs.

As argued by Bitner and Cichocki [2], effective debt management depends on
many factors, which include many-year financial planning, organizational methods
conducive to management efficiency (presence in the capital market, debt manage-
ment strategy, rating) and tools supporting effective debt management (debt diver-
sification or use of derivatives). As emphasized by Jastrzębska [3], debt management
is a complex process, including planning debt levels, organizing debt processes
(financial decisions), managing and continuous monitoring of the level and structure
of debt, budget load analysis, and adjustment of debt level to current ratios.

The reasons for approving the deficit budgets by local government units can be
linked to the difficulties in achieving revenues at the expected level and impossibility
of reducing expenditures. Often, the only solution that can be used to allow for
financing the tasks, especially investments, is to approve budget deficit and use
returnable sources of financing (revenues). Management of budget deficits and debt

J. Łukomska-Szarek (*) · A. Wójcik-Mazur
Faculty of Management, Czestochowa University of Technology, Częstochowa, Poland
e-mail: justyna.lukomska-szarek@wz.pcz.pl; agnieszka.wojcik-mazur@wz.pcz.pl

© Springer Nature Switzerland AG 2020
K. Daszyńska-Żygadło et al. (eds.), Finance and Sustainability, Springer
Proceedings in Business and Economics,
https://doi.org/10.1007/978-3-030-34401-6_2

11

http://crossmark.crossref.org/dialog/?doi=10.1007/978-3-030-34401-6_2&domain=pdf
mailto:justyna.lukomska-szarek@wz.pcz.pl
mailto:agnieszka.wojcik-mazur@wz.pcz.pl


in local government units is primarily influenced by legal conditions independent of
local governments that determine debt thresholds. Also important are the conditions
that have an effect on financial standing of the units, determining the economic
threshold of debt in local governments [4].

For the purpose of the present study, the focus was mainly (among the above
stages of debt management in local governments) on continuous monitoring of debt
level and adjustment of debt level to current ratios. It should be noted that the level
and structure of debt have been subject to certain legal restrictions over the years,
which, since 1990, have been modified for many times. The obligation to reduce and
monitor debt reduces the risk of insolvency in the entity or losing financial liquidity.
Debt limitation may result, as indicated by Galiński [5], from four concepts:
(1) dependence on market factors (e.g. the concepts used in Canada and the USA);
(2) cooperation between local governments within a debt control system (Austria
and Belgium); (3) the functioning of debt thresholds, which in practice forces the
development of debt limitation systems in local governments based on debt ratios
(used in many countries, including Poland), (4) administrative control (for example
in the Republic of Ireland).

In the beginning of 2014, local government units had to face new conditions
regarding the possibilities of financing tasks with debt instruments. A total departure
was observed from the debt reduction system based on the general debt ratios (60%)
and debt service (15%) and the transition to debt limitation based on the individual
debt ratio (IDR) calculated for each local government unit individually, depending
on the financial resources held by the unit (in the past). As before, this also represents
a universal solution, independent of the type and size of the local government unit
[6, 7].

Public debt in a unit of local self-government is a total of financial liabilities due
to public expenditures which exceed the revenues which can be allocated to cover
these expenditures. Local self-government public debt is inherent in the concept of
budget deficit since it is used for, among other things, its financing. In the case of
budget deficit, the necessity occurs to finance this part of tasks which are not covered
by own revenues. In this case, the previously acquired budget reserves or surplus
from previous years can be utilized (if available) or liabilities can be extended in
particular financial institutions [8, 9].

It should be emphasized that legal regulations in Poland allowed, until Law on
Public Finance as of 27 August 2009 [10] was introduced, for using two limits for
debt in local self-government units, i.e. limit of total debt level at the end of financial
year and total amount of instalments from credits and loans, potential repayment of
amounts due to sureties and guaranties and purchase of bonds and the costs of debt
servicing. According to the Law on Public Finance as of 30 June 2005 [11], total
amount of debt in local self-government units at the end of financial year could not
exceed 60% of the budget revenues, whereas during a financial year, at the end of a
quarter, it could not exceed 60% of the revenues planned for the financial year in this
entity. The level of debt servicing could not be higher than 15% of the planned
budgetary revenues or 12% if state public debt in relation to GDP exceeded 55%.
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Owsiak [12] indicated that these limitations have been often criticized both in the
related literature and in local government environments. The set limits of debt ratios
are the same in all local government units, without taking into account the financial
potential of individual units [13].

The new act institutes individual debt ratio for local self-government units.
According to new principles, the executive body in local self-government units
cannot sign the budget if it causes that in the financial year and in each year
following financial year, relation of total amount of debt to planned revenues in
total exceeds arithmetic mean for relation (calculated for the last three years) of its
current revenues, extended with revenues on selling the property and reduced with
current expenditures to the revenues in total within the budget [13, 14].

Legal regulations oblige local government units (LGUs) only to comply with the
statutory debt thresholds. However, these units should control debt levels and debt
service payments to prevent from the debt trap, thus losing financial liquidity and
ability to complete tasks [15]. It is important to maintain the adequate level of
financial liquidity that guarantees credit standing of the local government unit,
without the risk of debt trap. Such defined indebtedness allows local government
units to estimate the level of possible investments and does not lead to
overinvestment ([16], p. 27).

Therefore, the aim of this paper was to discuss problems related to the manage-
ment of debt in gminas (gminas are principal units of territorial division in Poland),
especially one of the stages of the debt management process i.e. changes in debt
limitation by introducing the individual debt ratio (IDR) from 2014 and its monitor-
ing in the following years. Based on the theoretical investigations regarding the basic
aspects of debt management in gminas, the study analysed and evaluated the debt in
urban gminas of the Silesian Voivodeship in 2014–2017.

2 Selected Problems of Debt Management in Urban Gminas

2.1 Methodology and Data

The main goal of this study was to identify the degree of debt of urban gminas on the
example of the Silesian Voivodeship. The analysis of debt concerned in particular
the level of individual debt ratio (IDR). The diagnosis of the level debt of Polish
municipal can represent the basis for capturing of specific regularities which can
contribute to the improvement in finance management in local government. A
research methodology used in the study was the analysis of the acceptable theoretical
concepts and financial analysis.

One of the most popular approaches to assess financial standing of local govern-
ment units in the USA is the Financial Trend Monitoring System (FTMS) developed
by the International City/County Management Association (ICMA) in 1980. This
system operates based on around 35 indicators for the analysis of variables that have
the greatest impact on the financial standing of LGUs [17]. A 10-point test was used
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for small LGUs, with the results compared with the benchmark. The calculated ratios
were compared with the ratios for other LGUs and they were assigned the appro-
priate numbers of points. However, one of the most recent approaches uses a method
based on 11 ratios categorized into four groups of solvency ratios [18]. It is worth
emphasizing that in the USA, different methods are used in different states to
measure financial standing and use ratios which represent a combination of financial
and demographic indices [19]. In Poland, the Ministry of Finance uses three groups
of ratios: the first so-called budget ratios (including 7 types of ratios), indices
calculated per inhabitants (3 types of measures), and the last group, containing ratios
for liabilities by debtors (four ratios). For the purposes of this study, three ratios were
chosen from the first group (share of own revenues in total revenues, self-financing
ratio and share of capital expenditures in total expenditures), whereas four ratios
were chosen from the last group (share of total liabilities in total revenues, debt
service, share of own revenues in total liabilities, share of due liabilities in total
liabilities). Furthermore, debt level, individual debt ratio, financial liquidity in cash
basis, and operational and total development capability were computed.

The choice of this group of indicators was considered appropriate to verify the
research hypotheses:

• The introduction of new legal regulations in the field of limiting the debt level led
to a slowdown in the investment activity of urban gminas in the Silesian
Voivodeship in 2014.

• Limiting the level of indebtedness of local government units in Poland deter-
mined a high level of self-financing of urban gminas in the Silesian Voivodeship.

• The policy of indebted urban gminas in the Silesian Voivodeship contributed to
the stabilization of the level of financial liquidity.

The problems covered by the research included the assessment of the level of
indebtedness based on the reports on the implementation of the budget of urban
gminas of the Silesian Voivodeship using the ex-post analysis in dynamic terms. The
research period was the years 2014–2017 in order to identify the trends and pace of
changes of individual ratios.

The study covered municipalities of one of the most dynamically developing
regions in Poland with a high degree of urbanization, industrialization and popula-
tion density. The Silesian Voivodship, based on Statistic Poland data, covers 3.9% of
the country’s area, is inhabited by over 4.5 million people, which represents 11.8%
of Poland population, with 369 people per 1 km2. GDP per capita in 2017 exceeded
0.50 million zlotys per capita, with the 0.48 million zlotys average for Poland.
Silesian Voivodship is the first in the ranking of 16 provinces in terms of the number
of roads and railway lines, and the second in terms of the number of employed
people. The municipalities of the Silesian Voivodeship have been chosen to exam-
ination on the basis of their willingness to assess the possibility of issue debt, after
introduction of the new legal regulations and their impact on the investment policy of
an exemplary group of entities. This is a pilot test, further research will be conducted
on a larger scale in different regions of Poland and in other types of local government
units.
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It should be emphasized that 2478 gminas are present in Poland, including
302 urban gminas, including 66 cities with powiat status (powiats are principal
units of territorial division in Poland of the second level), 628 combined urban and
rural gminas and 1548 rural gminas. There are 167 gminas in the Silesian
Voivodeship, 49 urban gminas (including 19 cities with powiat status, which
accounts for 28.79% of the population of all entities of this type, and 30 urban
gminas, i.e. 12.71% of the population). Only urban gminas excluding cities with
powiat status were selected for the study. Overall, the study sample included
30 urban gminas located in the Silesian Voivodeship. The analysis was performed
using a comparative approach, comparing the computed measures to urban gminas
in Poland in total.

2.2 Results and Discussion

The main objective of the research was to assess one of the stages of debt manage-
ment in local government units i.e. analysis and evaluation of debt ratios of selected
local governments in gminas. In this respect, debt level and financial liquidity were
first evaluated based on the financial ratio analysis, with detailed data presented in
Table 1. Analysis of the data leads to the conclusion that the total debt of the
30 urban gminas in 2014 was 581.5 million zlotys. In 2015, it increased by 7.2%
to 633.5 million zlotys, and then it declined by 13.1% in 2016 to 542.1 million
zlotys. In 2017, a further rise of ca. 11.1% to 302.2 million zlotys was observed. The
highest level of loans generated as part of the returnable budget revenues, credits,
borrowings and issued securities was recorded during the period of the year 2014
(105.3 million zlotys). In 2015–2016, a regression (by 7.7% and 29%, respectively)
of the examined indicator could be observed (to 59.9 million zlotys in 2016), while
in 2017, an increase by 18.5% compared to the previous year was recorded (71 mil-
lion zlotys). The repayment of credits and loans and the purchase of securities ranged
between 76.3 million and 82.7 million zlotys, with the lowest level recorded in 2017,
and the highest—in 2015.

Urban gminas of the Silesian Voivodeship were also characterized by low
financial liquidity, although it should be emphasized that the incomes and budgetary

Table 1 The level of debt and liquidity ratio on cash basis of urban gminas in the Silesian
Voivodeship in 2014–2017

2014 2015 2016 2017

The amount of debt [in million PLN] 581.5 623.5 542.1 602.2

Credits. loans and issue of securities [in million PLN] 105.3 98.3 59.9 71.0

Repayment of loan installments. loans and redemption of
securities [in million PLN]

77.8 82.7 80.5 76.3

Liquidity ratio on cash basis 1.09 1.09 1.11 1.09

Source: Own study based on data from the Ministry of Finance
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revenues allowed for full coverage of budgetary expenditures since financial liquid-
ity in cash terms in all the years represented a value above unity. The average
liquidity ratio on the cash basis was shaped for communes in Poland on the level
between 1.05 and 1.07, and for urban gminas of the Silesian Voivodeship at
1.09–1.11 in the years 2014–2017. Furthermore, it can be noted that except for
2016, when the indicator was 1.11, it amounted to 1.09 on average in the remaining
years. It can therefore be concluded that the introduction of new legal regulations in
the field of debt in local governments has led to the stabilization of the financial
liquidity ratio in urban gminas in the Silesian Voivodeship. Amplitudes of fluctua-
tions in the examined measure were small in the analysed period of time.

Next, the individual debt ratio (IDR) was evaluated. Table 2 and Fig. 1 present a
comparison of the computed measures. The research indicated that since 2014
(which was the first year of obligatory monitoring of the IDR ratio), urban gminas
in total, similar to all types of local government units in Poland, have been charac-
terized by upward tendencies for the examined measure. In the case of urban gminas
in total, this value ranged from 8.97 to 10.67%, in powiats—from 6 to 7.7% and in
voivodeships—from 9.1 to 12.47%. Therefore, it can be concluded that voivodeship
governments had the highest capability of incurring and repaying liabilities during
the period studied, whereas powiats showed the lowest capability. Compared to
gminas in total, urban gminas in the Silesian Voivodeship showed higher values of
the examined indicator in each analysed period. The ratio was characterized by a
progression from 9.43 to 10.95%.

Analysis of all the urban gminas revealed no negative values of the indicator over
the adopted period of study. In 2014, the IDR ratio of 0–5% was generated only in
5 in 30 urban gminas (Poręba 1.84%, Wojkowice 3.29%, Pyskowice 3.86%,
Mikołów 4.4%, Szczyrk 4.68%). In 2015, this was the case in two gminas (Mikołów
2.93%, Będzin 3.36%), whereas in 2016—only in one (Mikołów 4.4%). In 2017, all
the units had much higher IDR values, with only one urban gmina of Knurów
exceeding 23.7%. High values of individual debt ratio were also found for the
gminas of Lubliniec (17.24%) and Imielin (18.8%). It can also be noted that the
ratio over 10% was found in 15 urban gminas in 2016, and in 14 urban gminas in
2017. This demonstrates greater opportunities of the entities studied to use foreign
capital to finance development activities.

A deeper analysis of the IDR ratio is provided by referring to four ratios
illustrated in Table 3. It should be noted that the first two ratios represent previous
obligatory thresholds of indebtedness, which had to be respected by local govern-
ment units as part of their debt policies. The share of total liabilities in total revenues,
which were not allowed to exceed 60% by the end of 2013, showed a constant
decline in the analysed urban gminas of the Silesian Voivodeship. From 26.1% in
2014, this value decreased to 19.1% in 2017.

Slightly higher average valueswere generated in urban gminas in total, although
they were also characterized by a downward tendency, decreasing from 32.1 to
22.7%. The burden of revenues with debt service expenditures for urban gminas in
total decreased from 5 to 3.6%, whereas for gminas of this type in the Silesian
Voivodeship, this value declined from 4.4 to 3.1% in 2014–2017. However, it
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should be emphasized that in the first three years, this ratio showed no significant
changes, since the amplitude of fluctuations did not exceed 0.1%. In conclusion, the
introduction of new legal regulations in the area of debt thresholds resulted in the
reduction of previous obligatory indicators, with the largest decrease recorded
in 2017.

Table 2 The level of individual debt ratio (IDR) of urban gminas

2014 2015 2016 2017

IDR voivodeship total [%] 9.1 9.7 11.1 12.47

IDR poviat (polish counties) total [%] 6 6.23 6.77 7.7

IDR gminas total [%] 9.11 9.78 10.3 10.45

IDR urban gminas total [%] 8.97 9.7 10.4 10.67

IDR urban gminas in the Silesian Voivodeship total [%] 9.43 10.04 10.85 10.95

BĘDZIN 5.09 3.36 5.31 6.84

CZELADŹ 6.75 7.67 8.91 9.57

WOJKOWICE 3.29 5.18 6.61 6.47

SŁAWKÓW 9.73 9.17 10.26 6.87

SZCZYRK 4.68 6.99 13.84 13.87

CIESZYN 7 6.07 6.08 6.74

USTROŃ 14.13 13.44 13.09 12.9

WISŁA 10.19 10.72 11.66 11.9

KNURÓW 14.05 21.82 22.9 23.74

PYSKOWICE 3.86 5.17 6.75 7.94

LUBLINIEC 15.08 16.6 17.12 17.24

ŁAZISKA GÓRNE 9.47 10 9.92 9.07

MIKOŁÓW 4.4 2.93 4.45 5.57

ORZESZE 5.23 6.6 8.94 9.2

MYSZKÓW 8.74 9.29 10.75 10.97

RACIBÓRZ 12.11 12.26 12.61 11.5

KALETY 17.37 16.45 15.76 13.97

MIASTECZKO ŚLĄSKIE 11 12.13 11.47 11.27

RADZIONKÓW 16.42 13.6 13.57 13.04

TARNOWSKIE GÓRY 7.41 9.31 10.1 10.17

BIERUŃ 8.75 8.9 10.99 14.64

IMIELIN 14.31 15.06 17.63 18.8

LĘDZINY 15.15 16.77 13.07 13.87

PSZÓW 10.51 9.8 12.61 10.2

RADLIN 13.64 10.6 8.18 6.3

RYDUŁTOWY 9.49 9.02 6.41 9.97

WODZISŁAW ŚLĄSKI 7.9 9.36 11.05 10.4

PORĘBA 1.84 5.38 7.41 7.1

ZAWIERCIE 8.66 8.88 8.82 9.24

ŻYWIEC 6.68 8.83 9.12 9.14

Source: Own study based on data from the Ministry of Finance
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Fig. 1 Individual debt ratio of urban gminas in Silesian Voivodeship and urban gminas total.
Source: Own study based on data from the Ministry of Finance

Table 3 The level of debt ratio of urban gminas in 2014–2017

2014 2015 2016 2017

Share of total liabilities in total
revenues [%]

Urban gminas total 32.1 29.6 23.9 22.7

Urban gminas in the Silesian
Voivodeship total

26.1 26.0 20.9 19.1

Debt service [%] Urban gminas total 5.0 5.0 4.3 3.6

Urban gminas in the Silesian
Voivodeship total

4.4 4.4 4.5 3.1

Share of own revenues in total
liabilities [%]

Urban gminas total 8.6 8.7 8.2 7.1

Urban gminas in the Silesian
Voivodeship total

6.8 6.7 7.8 5.2

Share of due liabilities in total
liabilities [%]

Urban gminas total 1.2 0.9 0.8 0.3

Urban gminas in the Silesian
Voivodeship total

1.5 1.4 0.5 0.5

Source: Own study based on data from the Ministry of Finance
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Urban gminas experience fewer problems with the repayment of due liabilities.
Their share in total liabilities was reduced from the level of 1.2% in 2014 to 0.3% in
2017. For urban gminas of the Silesian Voivodeship, these valueswere 1.5% and
0.5%, respectively. When assessing the burden of revenues with debt service
expenditures, it can be emphasized that the ratio showed regression, with the
expenditures on debt service having lower burden on revenues in urban gminas of
the Silesian Voivodeship (5.2–6.8%) compared to urban gminas in total (7.1–8.6%).
The difference between them in the analysed years was about 2%, except for 2016
(0.4%). It should also be noted that in 2014–2017, the share of own revenues in total
revenues also decreased, which is shown by the data contained in Table 3.

The financial independence ratio concerning generating revenues in urban gminas
in total ranged from 52.5 to 59.2%, whereas in such entities in the Silesian
Voivodeship, this value was from 59.2 to 64.4%. In both examined groups of
gminas, a downward tendency was observed for the indicator, although it can be
stressed that these values were high, illustrating a high financial independence of the
analysed entities, which to a lesser extent used financing within transfers from the
statutory budget (total subsidies and specific grants).

Assessment of the impact of debt on the budget management in urban gminas
should also refer the level of the individual debt ratio to the level of self-financing,
investment activity and development potential (Table 4).

The high share of operating surplus and property revenues in total property
expenditures was observed in the first three years and showed progression from
124.8% to 177.1% in the case of urban gminas in total and from 138.7 to 176.9% for
urban gminas of the Silesian Voivodeship. Unfortunately, the investment activity of
urban gminas was slower in this period. Despite the substantial self-financing
opportunities, the share of property expenditures in total expenditures of urban
gminas decreased from 15.9 to 10.3%, whereas in urban gminas in the Silesian
Voivodeship, this decline was from 17.4 to 10.8%. This situation was caused by both
the operational and total capability of the entities to develop, which was also
characterized by a downward tendency throughout the period studied. The potential
of the urban gminas of the Silesian Voivodeship to generate operating surplus from
current revenues decreased in the analysed years from 10.68% in 2014 to 7.5% in
2017 and did not differ significantly from mean values for urban gminas in Poland in
total. Total development capacity of the examined urban gminas ranged from 11.62
to 17.32%, whereas in the four years of the analysis compared to 2014, it decreased
by 5.7%. Nevertheless, urban gminas showed greater capabilities of development
and performed very moderate investment activities. They did not take full advantage
of their development potential.
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3 Conclusion

In order to develop, local government units cannot operate only based on the
principle of self-financing. Therefore, external measures are becoming an integral
element of the supply system. It is worth emphasizing that a chronic problem of
asymmetry between the amount of funds available and the scope of tasks conducted
leads to specific consequences, including, in addition to the effect of ousting
investment tasks by current tasks and abandoning taking certain actions recognized
at a given moment (subjectively) as of low priority, the increase in debt level should
be mentioned as first [20]. The use of debt instruments by local government units
occurs according to legal regulations, which have an effect on the level of local
government debt, including the level of debt service liabilities [3]. The abolition of
the debt level limits in local government units and the introduction of a limit only for
payments for debt service in individual years covered by the debt forecast should
encourage local government units to effectively manage debt (its level and service
costs). In practice, debt limitation may encourage some LGUs to increase off-budget

Table 4 The level of budget ratio of urban gminas in 2014–2017

2014 2015 2016 2017

Share of own revenues in total reve-
nues (financial independence indica-
tor) [%]

Urban gminas
total

59.2 59.3 53.6 52.5

Urban gminas in
the Silesian
Voivodeship total

66.4 66.3 59.5 59.2

Self-financing ratio (share of operat-
ing surplus and property revenues in
total property expenditures) [w%]

Urban gminas
total

124.8 156.8 177.1 124.6

Urban gminas in
the Silesian
Voivodeship total

138.7 148.6 176.9 114.8

Share of capital expenditures in total
expenditures [%]

Urban gminas
total

15.9 14.2 10.3 13.2

Urban gminas in
the Silesian
Voivodeship total

17.4 15.3 10.8 13.3

Operational development capability
(share of operating surplus in operat-
ing revenues) [%]

Urban gminas
total

8.76 9.22 8.89 7.92

Urban gminas in
the Silesian
Voivodeship total

10.68 9.11 8.58 7.5

Total development capability (share
of operating surplus and property
revenues in total revenues) [%]

Urban gminas
total

16.33 16.12 13.81 12.98

Urban gminas in
the Silesian
Voivodeship total

17.32 15.68 14.34 11.62

Source: Own study based on data from the Ministry of Finance
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debt, which remains outside the scope of monitoring and control of supervising
bodies (hidden debt), in order to increase debt at high costs and risks [21].

Important elements of the LGU debt management process include continuous
monitoring of debt level, budget burden analysis, and adjustment of the debt level to
currently used ratios. Debt ratio analysis in local governments in gminas takes into
account changes in time, environmental factors, multidimensional relations, and
both explicit and implicit liabilities [18]. The debt ratio analysis conducted in the
study for urban gminas of the Silesian Voivodeship confirmed that the introduction
of new legal regulations in the field of limiting the debt level led in the first three
years of 2014–2016 to a slowdown in the investment activity despite the fact that the
opportunities for using foreign capital were increasing, and the self-financing rate
allowed for involvement in investment activities to a broader extent. Moderate
investment policies and budget surpluses resulted in accumulation of budgetary
funds, which is confirmed by the high level of self-financing ratio in urban gminas.
While monitoring debt thresholds, local governments in gminas were unwilling to
engage in investment policies, thus limiting the risk of overinvestment. However,
this led to stabilization of financial liquidity on a cash basis. It was only in 2017 that
the trend was reversed and investment expenditures were escalated, with the simul-
taneous increase in individual debt ratio. However, this period was marked by the
decreasing financial independence in terms of generating revenues, self-financing
level, and operational and total development capabilities.

As argued by Poniatowiacz et al. [22], the need for the use of repayable financial
instruments in LGUs was associated with the deficiency of funds to finance all
planned budget expenditures or disbursements. Dylewski [7] emphasizes, however,
that access to fund was reduced due to individual debt limitations. Local government
units have to more effectively adapt their financial policies to individual budget
periods, adopting a more perspective rather than an ad-hoc approach.

Jastrzębska [23] also postulated that the increase in investment activity of local
government units, resulting from the increasing social needs, striving to reduce the
development gap and using the European funds, may lead to overinvestment.
Furthermore, the extending the scope of tasks imposed on LGUs, rising public
service costs in the absence of adequate financial compensation from the state
budget, the slowdown in LGU revenue growth, unfavourable modifications of the
tax system, increasing tendencies to adopt liberal local tax policies and low effi-
ciency of debt enforcement led to the tendencies of LGUs to increase debt, with the
necessity to implement effective debt management.

In conclusion, debt management policies in urban gminas cannot be considered
efficient, especially because the conditions were not conducive to taking effective
actions in this area. As demonstrated in the study and assuming that effectiveness is
synonymous with maximization of effects, and that the effects can be measured by
the number and size of tasks, particularly of an investment nature, these activities
were substantially limited in 2014–2016. This observation is confirmed by
e.g. computed investment activity ratios, which in the case of urban gminas of the
Silesian Voivodeship were characterized by regression in the first three years. It
should be noted that a specific level of effects cannot be achieved at decreasing

Debt Management of Urban Gminas on the Example of the Silesian Voivodeship 21



expenditures (investment expenditures in this case). However, the year 2017 was a
period when the opportunities for generating debt were improved, leading to a
recovery of investment activities in urban gminas after three years of regression,
especially in the gminas of the Silesian Voivodeship.
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The Impact of Limiting Tax Costs
for Expenditure on the Purchase
of Intangible Services from Related Entities
on the Level of Tax Charges

Paweł Kowalik and Dominika Tyczka

1 Introduction

From January 1, 2018, the Act on Corporate Income Tax (hereinafter referred to as
the Act on CIT, Journal of Laws of 2017, item 2343, as amended), includes limiting
the inclusion of taxable expenses for specific benefits acquired from related entities.
According to the justification to the Act amending the CIT Act1 introducing the
limit, a new provision was introduced in order to tighten the tax system and prevent
aggressive tax optimisation using transfer prices.

According to art. 15e of the CIT Act, taxpayers are obliged to exclude from the
tax deductible costs in the statutory part, among others costs:

1. consultancy, management and control services and similar services,
2. all kinds of fees and charges for the use or right to use the rights or values referred

to in art. 16b of the CIT Act, i.e. subject to depreciation, such as: proprietary or
related property rights, licenses, rights specified in the Act of June 30, 2000—
Industrial Property Law, the value equivalent to obtained knowledge-related
information in the industrial and commercial field, as well as scientific or
organisational (know-how).
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The costs incurred directly or indirectly for related entities referred to in art. 11 or
entities with residence, registered office or management in the territory or in a
country listed in the regulations issued on the basis of art. 9a paragraph 6.2

Costs are excluded in the part in which these costs in total in the fiscal year exceed
5% of the amount corresponding to the surplus of revenues from all sources of
income reduced by interest income over the total tax deductible costs less the tax
deductible costs recognised in the tax year referred to in Articles 16a to 16 m, and
interest (earnings before interest, taxes, depreciation and amortisation—EBITDA).

The expenditures falling within the above-mentioned catalogue are subject to
limitation, if they are not directly related to the cost of manufacturing the goods/
services sold by the purchaser of the service.

If the costs are limited, this means that only part of them can be tax-deductible and
thus reduce the tax base. To the full extent in the tax year, 3 million PLN may be
recognised as costs, plus 5% of the company’s EBITDA in a given year. Surplus
over the limit cannot lower the tax base.

The article will present new regulations. It aims to evaluate how the new
regulation may affect the tax burden of taxpayers cooperating with related entities.
According to the authors, the imprecision of the amendment in the scope of art. 15e
introducing the limit, consisting in the lack of defining the limited expenditure and
exclusion provided for in the Act, may cause an unjustified increase in the tax burden
of taxpayers cooperating with related entities. The academic discussion on the
amendment is, in the opinion of the authors, indispensable in order to maintain the
level of foreign investments in Poland. The imprecise nature of regulations or their
over-rigorous interpretation by tax authorities and administrative courts may trans-
late into a significant increase in tax burdens and an increase in the effective tax rate,
which may discourage foreign investors from investing in Poland in the long term.
The amount of the effective tax rate is an element of the competitiveness of the
Polish economy on the international arena.

The new provision provides for similar limits to other types of expenses. The
subject of this article, however, are two groups of expenses that are common in
settlements between Polish taxpayers and their related entities and, in the opinion of
the authors, generate a fundamental added value within the activities of capital
groups:

1. advisory, management and control services, i.e. strategic services,
2. all kinds of fees and charges for the use or right to use the rights or values such as

a license, know-how, copyrights (patents, trademarks, inventions), i.e. so-called
strategic rights.

2The list of entities using the so-called harmful tax competition is defined on the basis of statutory
delegations by the Minister of Development and Finance in the form of a Regulation. Currently, the
Ordinance of the Minister of Development and Finance of May 17, 2017 is in force, on determining
countries and territories applying harmful tax competition in the scope of personal income tax and
the Regulation of the Minister of Development and Finance of May 17, 2017 on determining
countries and territories using harmful tax competition in the area of corporate income tax.
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It should be emphasized that in accordance with the provision, benefits of a
similar nature to the indicated groups of expenses are also subject to limitation.
The above-mentioned catalogue is an open catalogue.

When assessing the introduced limit, one should bear in mind the goal which the
legislator had in mind when adopting it. Changes introduced to the CIT Act from
January 1, 2018 were aimed at tightening the tax system and were an implementation
of Council Directive (EU) 2016/1164 of July 12, 2016, presenting provisions aimed
at counteracting tax avoidance practices that have a direct impact on the functioning
of the internal market (The Anti-Tax Avoidance Directive, i.e. ATAD). The ATAD
itself is the implementation of part of the activities recommended by the Organiza-
tion for Economic Cooperation and Development, i.e. OECD) as part of a project to
counteract the erosion of tax base and transfer of profits (Base Erosion Profit
Shifting, i.e. BEPS). On July 19, 2013, OECD published the Report on the preven-
tion of BEPS constituting the so-called Action Plan on Erosion and Profit Shifting
[1], which included 15 actions recommended for implementation into local tax laws
in order to eliminate tax avoidance.3 The actions recommended by the OECD and
the European Union aim to clarify local tax regulations in such a way that taxation
takes place in the moment of actual generation of value and profit. The plan points to
undesirable practices carried out by taxpayers. The designed changes are aimed at
responding to these practices. Among common taxpayers’ practices, there was
transferring of taxpayer’s income to entities located in countries with favourable
taxation and overstatement of assets (usually intangible assets), without showing
revenues. Justifying the introduction of limiting tax costs resulting from contracts for
strategic and strategic services, the project provider points directly to practices that
are aggressive tax optimisation, such as creating a tax shield by:

• artificial and unjustified overcharging of the tax deductible costs due to intangible
rights and benefits. The designer indicates trademarks as an example. Such
services, in the legislator’s opinion, constitute optimal tools of abuse due to
their individual and unmaterialized character and objective difficulty in determin-
ing their market value;

• determining overstated remuneration for other material benefits such as advisory
and management services as a percentage of the turnover of a Polish daughter
company;

• charging the Polish subsidiary with an inadequate part of the common costs,
e.g. from advertising.

3The content of the report is available on the website http://www.oecd.org/tax/beps/beps-actions.
htm (access on November 21, 2018).
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2 Literature Review

This subject is relatively new and the scientific achievements in this field are small.
The tested limit for including expenses in tax costs is effective from January 1, 2018.
Taxpayers will, in principle, make an annual tax settlement taking into account the
new regulations until March 31, 2019, assuming that their tax year corresponds to
the calendar year. It is true that during the year taxpayers may be obliged in
accordance with the principle of self-taxation to calculate and pay a monthly advance
on income tax from legal persons. It seems that due to the ambiguities of the
regulations, taxpayers could adopt a prudential strategy, i.e. they deduct expenses
only up to the statutory limit of 3 million PLN, hoping that by the date of annual
settlement the situation will be clarified and the settlements will be corrected.

The purpose of the amendment is assessed positively in the literature. The sealing
of the tax system is the implementation of the constitutional principle of equal rights.
Nevertheless, “the principle of the rule of law results in a right for the taxpayer to
shape their tax obligations in such a way as to minimise the tax burden.”Werner [2].

Additionally, the very form of elimination of undesirable ones described by the
legislator as “aggressive tax optimisation” is different. At the moment, one cannot
speak of two research theses, because research in this area is not prolific enough.
However, one should point to the views assessing the form of the fight against
aggressive tax optimisations positively and negatively.

T. Grzybowski [3] states that due to the fact that the 5% EBITDA limit will be
applied to costs, the total value of which exceeds 3 million PLN in the tax year, it
should be noted that the legislator “set common sense” to determine the free amount
aimed at limiting the optimisation at large scale. At the same time, he assesses that
changes introduced from January 1, 2018 (including the establishment of a limit on the
cost of intangible services) will result in an increase in the tax burden of a specific
group of taxpayers despite the fact that the legislator does not change the tax rate.
Ultimately, however, the change itself evaluates positively, pointing to the limit being
directed to large-scale optimisation. At the same time, the author positively assessed
the justification for introducing the regulation as convincing and said that the cost
settlement was formulated in detail in the amendment. It is difficult to agree with this
view, inferring from the amount of requests submitted by taxpayers to the Director of
the National Tax Information for issuing an individual tax law interpretation in the
scope of art. 15e of the CIT Act and assessing whether the given benefit is subject to
limitation or not. As of today, the number of individual interpretations issued after
January 1, 2018 regarding the provision of art. 15e of the CIT Act is 411.4 The

4The result was determined using a form that allows to search for interpretations of tax law and
other tax information available on the ministerial website. Search criteria: phrase: “15e”, date of
interpretation: “from January 1, 2018 to November 21, 2018”, regulations: “Act on corporate
income tax, Chapter 3: Costs of obtaining revenue.”
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Ministry of Finance itself has decided to issue explanations in this regard5 to discuss
new regulations (hereinafter referred to as Explanations). It should be noted that after
issuing the explanations, taxpayers are still submitting applications,6 which may
indicate the imprecision of the issued Explanations.

T. Werner [2] points out the improper justification for introducing the limit.
Firstly, he indicates that the legislator somehow assumes that intangible services
are always unreal. The regulations do not give the taxpayer the right to prove the
reality of services. The change is guided by the assumption that such services are
accounted for only for the purpose of aggressive tax optimisation. Secondly, Werner
assesses as incorrect the statement indicated in the justification to the draft amending
act on the inability to verify the adequacy of remuneration for a given service. It
should be pointed out that the Act on CIT contains appropriate regulations, giving
the tax authorities the right to verify whether the price set between related parties
(transfer price) is marketable and the right to estimate it. At this point, it is worth
pointing to the scientific achievements in the methodology of valuation of intangible
assets. For example, it is worth referring to Flisiuk and Gołąbek to prove that it is
possible to specify guidelines and recommended criteria for the selection of methods
for the valuation of intellectual property and know-how for their commercialisation
[4]. It seems reasonable to state that similar rules may apply to the verification of the
valuation of benefits between related entities.

Analysing the effects of the amendment, T. Werner indicates that such a limita-
tion may lead to the outsourcing of services covered by the limit (the purchase of
intangible services from independent entities is not covered by the limitation spec-
ified in Article 15e), which may call into question the existence of so-called shared
services centre within capital groups.

3 Methods

This article presents the analysis of a recently introduced article 15e of the Polish Act
on Corporate Income Tax initiating tax cost limits. Additionally it presents the
analysis of individual interpretations and an explanation of a given regulation issued
by the Ministry of Finance. A case study was performed by means of simulation of a

5On the website of the Ministry of Finance: https://www.finanse.mf.gov.pl/abc-podatkow/znajdz-
informacje/-/asset_publisher_faceted/e8GP/content/ograniczenie-wysokosci-kosztow-uzyskania-
przychodow-zwiazanych-z-nabyciem-niektorych-rodzajow-uslug-i-praw-art-15e-ustawy-o-cit on
April 24, 2018 four documents have been published, entitled: “Limiting the amount of acquisition
costs for certain types of services and rights,” “Categories of services covered by art. 15e para. 1 of
the Act,” “Service categories not covered by art. 15e para. 1 of the Act” and “Costs of directly
related services – art. 15e para. 1 of the Act.” According to the information published on the
website, they constitute a discussion of new regulations.
6After April 25, 2018, 381 interpretations were issued until November 21, 2018. Part of them
concerned applications submitted by taxpayers prior to the publication of the Explanations.
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taxpayer’s tax costs calculated before and after the introduction of the statutory cost
limits and their comparison.

4 Discussion of the Rule

The rules of qualifying expenses to the costs of obtaining revenues are specified in
the regulations contained in art. 15 and art. 16 of the CIT Act. Costs of obtaining
revenues are defined as costs incurred in order to achieve revenues from a source of
revenue or to maintain or secure a source of revenues, with the exception of costs
listed in art. 16 sec. 1. The general rule formulated by the legislator requires the
taxpayer to assess whether the expenditure is a tax deductible cost each time. The
Act contains a list of expenses that are or are not tax-deductible. In the event of such
regulation, the taxpayer does not have to make further assessment. However, if there
is no direct regulation for the expenditure under analysis, it is necessary to examine
the existence of a causal link between incurring the cost and generating income from
the source or the possibility of tax revenue, or preserving or securing the source of
obtaining it. Analysis therefore requires the purpose of incurring a cost. The expen-
diture will be the tax deductible cost (tax expense), when there is a causal relation-
ship between its incurring and creation, an increase or the possibility of income.

In accordance with the provisions of the Act of October 27, 2017 amending the
act on personal income tax, the act on income tax from legal persons and the act on
flat-rate income tax on certain revenues achieved by natural persons (Journal of
Laws of 2017, item 2175, hereinafter referred to as “amendment Act”), amendments
to the Act on Corporate Income Tax have been made. Pursuant to art. 2 point 18 of
the amendment Act, there was added to the CIT the Act from January 1, 2018. Art.
15e para. 1 of the CIT Act, pursuant to which taxpayers are obliged to exclude from
costs of obtaining revenues the following costs:

1. Consulting services, market research, advertising services, management and
control, data processing, insurance, guarantees and sureties, and similar services,

2. All kinds of fees and charges for the use or right to exercise the rights or values
referred to in art. 16b para. 1 points 4-7,

3. Transfer of the debtor’s risk of insolvency due to loans other than those granted
by banks and cooperative savings and credit unions, including under obligations
arising from derivative financial instruments and similar benefits incurred directly
or indirectly for related entities referred to in art. 11, or entities with residence,
registered office or management in the territory or in a country listed in the
regulations issued on the basis of art. 9a paragraph 6, in the part in which these
costs in total in the fiscal year exceed 5% of the amount corresponding to the
surplus of revenues from all sources of revenues reduced by interest income over
the sum of tax deductible costs less the tax deductible expenses recognised in the
tax year; referred to in art. 16a-16 m, and interest.
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Subject to the instruction of art. 15e of the Act are the following rights or values:

• copyright or related property rights,
• licenses,
• the rights specified in the Act of June 30, 2000—Industrial Property Law,
• a value equivalent to the knowledge-related information obtained in the indus-

trial, commercial, scientific or organisational field (know-how).

The above expenses may be subject to a restriction as regards taxation if they are
acquired directly or indirectly from affiliated entities. For costs incurred indirectly
for the entities referred to in paragraph 1, the costs incurred for the benefit of an
entity unrelated to the taxpayer, if the actual owner of the receivables referred to in
para. 1, or its part is an entity related to the taxpayer in the manner referred to in art.
11. Article 11 defines capital-related entities as follows, i.e. when one entity holds,
directly or indirectly, in the capital of another entity at least 25%. Entities are
personally related if:

1. A natural person, a legal person or an organisational unit without legal person-
ality, residing in the territory of the Republic of Poland, hereinafter referred to as a
“domestic entity”, directly or indirectly participates in the management of an
enterprise located outside the territory of the Republic of Poland or in its control
or has a share in the capital of this company, or

2. A natural person, a legal person or an organisational unit without legal person-
ality, with residence, registered office or management outside the territory of the
Republic of Poland, hereinafter referred to as “foreign entity”, directly or indi-
rectly participates in the management or control of a national entity or participates
in the capital of this national entity, or

3. The same natural person, legal person or organisational unit without legal per-
sonality, at the same time directly or indirectly participates in the management
and control of a domestic entity and a foreign entity or holds a share in the capital
of these entities.

The restriction does not apply to the costs of services, fees and receivables to the
extent that the decision on recognising the correct selection and application of the
method of determining the transaction price between related entities includes the
correct calculation of remuneration for these services, fees and receivables in the
period which this decision concerns.

The limitation in recognition as the tax cost of this type of expenditure applies to
the excess of the costs indicated in this provision, excluding costs in excess of
3 million PLN in the tax year. The limit specified in art. 15e refers to their total
amount. In order to calculate this limit, it is necessary to sum up the costs of services
and rights borne by particular titles mentioned in points 1-3 of the Act. 1 art. 15e of
the CIT Act. If the tax year of the taxpayer is longer or shorter than 12 months, the
amount of this threshold is calculated by multiplying the amount of 250,000 PLN by
the number of months started in the taxpayer’s tax year. The amount of costs not
covered in a given tax year is deductible in the next five tax years.
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The range of limited costs defined by law has caused numerous interpretation
doubts both on the part of taxpayers and entities dealing professionally with tax
consultancy. Already in the course of social consultations, the draft amending act
was assessed as imprecise and generating potential disputes of interpretation. For
example, in the letter dated on July 27, 2017, the Employers’ organisation of the
Republic of Poland demanded the removal of the proposed limit indicating, among
others, that “The catalogue of services that would be covered by the limit also raises
doubts—it is broad and imprecise. In particular, the entry ‘and benefits of a similar
nature’ will cause numerous interpretative problems and will lead to disputes.”7 The
Ministry of Finance and Development decided to publish the Explanations.
According to the Explanations, “based on an internal system interpretation and
historical interpretation,” the services catalogue included in the scope of the restric-
tions did not include services such as legal, accounting, including financial audit
services or recruitment. At the same time, the explanations indicate that in order to
qualify services as being subject to limitation, a linguistic interpretation applies and
it is appropriate to refer to the classification of the PKWiU for this purpose, and the
explanations of the Central Statistical Office may be helpful.

In the area of strategic services, it was mentioned in the Explanations that due to
the heterogeneous character of consulting services, their linguistic meanings should
be referred to legal interpretations and specified in section M in part 70 in category
70.22.1 of Polish Classification of Products and Services 2015, i.e., among others,
consulting related to strategic management, consulting related to financial manage-
ment or production as well as market or human resources.

In regards to the strategic rights in the Explanations, it was confirmed that the
limitation does not include costs (fees and receivables) for the transfer of rights
mentioned in art. 16b para. 1 points 4-7 of the CIT Act.

In the field of services of a similar nature to the types of services indicated in the
Act as limited in accordance with the Explanations, it is helpful to refer to the case-
law created on the basis of the interpretation of the provision of art. 21 para. 1 point
2a of the CIT Act regulating the issue of withholding tax on payments made abroad.

The limitation does not apply to tax-deductible costs directly related to the
creation or acquisition by the taxable person of a good or service. Thus, in accor-
dance with the Explanations, if the cost covered by the scope of the limitation is in
any way “incorporated” into a product or service, which affects the final price, is one
of the elements forming the price, the limit does not apply. It is necessary to apply
only an objective possibility to determine the impact of a given expense on the
product price. The exclusion does not cover general costs that are not directly related
to any specific product or service.

7Letter of July 27, 2017: https://legislacja.rcl.gov.pl/docs//2/12300402/12445384/12445387/
dokument301814.pdf (access on November 21, 2018).
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5 Tax Account

The following is a simulation of the corporate income tax calculation for two
options:

• option 1: no limit on costs (legal status until December 31, 2017);
• option 2: application of cost limitation (legal status after January 1, 2018).

Each of the options presents the calculation of corporate income tax (hereinafter
referred to as CIT) for the sample enterprise XYZ Sp. z o.o. enterprise for the same
tax year of 12 months and in line with the calendar year. XYZ Polska Sp. z o.o. (also
referred to as the Daughter Company) belongs to the capital group XYZ Group
operating throughout Europe and dealing in the production and distribution of highly
specialised components for solar panels. 100% of the company’s shares belong to
XYZ GmbH with its registered office in Germany. The Daughter Company employs
260 employees in Poland. The object of the activity of Daughter Company is the
production of elements for photovoltaic panels. Daughter Company, under a license
agreement of October 1, 2001, has the right to use the XYZ trademark belonging to
the Mother Company. The parties agreed on a license fee of 5% of the daughter’s
company turnover. The companies have a benchmarking analysis according to
which comparable independent entities agree on a rate of 4 to 7% of annual turnover
in comparable transactions. The analysis showed that the average (median) of license
fees is 5%. In the parties’ assessment, a fixed transfer price of 5% of the annual
turnover of the Daughter Company is at the same time the market price. The parties
update the benchmarking analysis every year. The parties also concluded on October
1, 2014 a cooperation agreement between the mother company as a service provider
and the Daughter Company as a service buyer. The subject matter of the contract is
the provision by the Mother Company of support in the production and trading
activities by the Daughter Company, in particular: support in the determination and
negotiation of prices with new customers and support in ensuring the well-being of
strategic suppliers of raw materials for production. Services are settled at a contrac-
tual hourly rate of 200 EUR. The Daughter Company has a benchmarking analysis
confirming the market level of the hourly rate. In the year X, the Daughter Company
benefited from support in the scope of 480 hours, the remuneration due to the
Mother’s company amounted to 1.4 million PLN.

XYZ Sp. z o.o. does not use the CIT tax exemption, the tax rate of 19% applies to
the CIT calculation, the Daughter Company does not have the status of a small
taxpayer. The company generated tax income in the amount of 250 million PLN. The
company incurred expenses related to operating in the amount of 150 million PLN.
A part of the expenses were expenses for the Mother Company, i.e. 12.5 million
PLN for the fees for using the XYZ logo owned by the Mother Company and 1.4
million PLN for management services provided under a cooperation agreement. The
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Daughter Company does not carry out other transactions with related entities or
entities based in countries with harmful tax competition.

Option 1: no limit on costs (legal status until December 31, 2017, in PLN)

[1] Tax revenue 250,000,000

[2] Tax costs 150,000,000

[3] Revenue = [1] � [2] 100,000,000

[4] Tax = [3] � 19% 19,000,000

Option 2: application of cost limitation (legal status after January 1, 2018, in
PLN)

[1] Tax revenue 250,000,000

[2] Operating costs 150,000,000

[3] Remuneration under the license agreement �12,500,000a

[4] Remuneration under the cooperation agreement �1,400,000a

[5] The statutory unlimited amount of expenditure on intangible services from
related parties

3,000,000

[6] Unlimited value of expenditure on intangible services calculated as 5%
EBITDA

500,000

[7] Tax costs = [2] � [3] � [4] + [5] + [6] 139,600,000

[8] Revenue 110,400,000

[9] Tax = [8] � 19% 20,976,000
aFor the calculations, it was assumed that the benefits indicated in the example will be subject to
limitations in accordance with art. 15e of the CIT Act and these expenses will not be directly related
to the costs of manufacturing products by the Daughter Company8

As indicated above, the introduction of the provision of art. 15e of the CIT Act on
limiting the inclusion of expenses for intangible services provided by related entities
to tax costs may lead to an increase in the CIT tax burden. Option 1 showed a tax to

8It is important to point out the position of the Director of the National Tax Administration
indicated, among others, in an individual interpretation of November 20, 2018 (reference number
0111-KDIB1-3.4010.436.2018.1.JKT) according to which the fee: “Taking into account the
description of the case, it should be considered that the above-mentioned costs of the license
enabling the use of the trademark incurred by the Applicant for the benefit of a related party are
costs directly related to the production of goods within the meaning of art. 15e para. 11 point
1 updop. In the case at hand, the remuneration paid to the related entity for granting the aforemen-
tioned license constitutes a certain percentage of net turnover from all products sold by the
Applicant, which are marked with a trademark, which makes the remuneration directly dependent
on the sale value of goods marked with the trademark in a given period settlement. As a result, the
quota relation is also met (the amount of the cost depends on the value of the products sold), as an
element of a direct relationship between these costs and the products produced and sold”. A similar
position is presented in the Explanations – except that the Explanations highlight the fees paid by
the distributor. The above-mentioned position for manufacturers is confirmed in other interpreta-
tions (reference number 0115-KDIT2-3.4010.376.2017.1.JG in the scope of fees for the right to use
industrial designs and reference number 0111-KDIB1-1.4010.192.2017.1.BK in the scope of the
acquisition of the right to use intellectual property (patents) and know-how).
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be paid in the amount of 19 million PLN. Option 2 showed a tax of almost 2 million
PLN more, i.e. almost 10% higher in relation to the amount of tax before the
introduction of the limit, if for the abovementioned benefits the restriction from
regulation 15e of the CIT Act will apply. If the expenses for the Mother Company
are recognised as directly related to the cost of manufacturing products by the
Daughter Company, the limitation will apply and the tax burden will correspond
to the charges before the amendment of the CIT Act, which is presented in the table
below:

[1] Tax revenue 250,000,000

[2] Operating costs 150,000,000

[2.1] Remuneration under the license agreement 12,500,000

[2.2] Remuneration under the cooperation agreement 1,400,000

[2.3] Expenditures for independent entities 136,100,000

[3] Revenue = [1] � [2] 100,000,000

[4] Tax = [3] � 19% 19,000,000

6 Results

The amendment will not in any way affect the tax burden of taxpayers purchasing
such benefits from affiliated companies with a value of less than 3 million PLN per
year. However, it should be noted that in such a case tax authorities have the right to
verify the legitimacy and market nature of these costs, even if their value is below the
statutory limit.

The amendment is also neutral for taxpayers purchasing this type of benefits from
independent entities.

The most considerable effects in the form of an increase in tax risk and operating
costs will be triggered by the amendment to entities acquiring strategic rights or
services with an annual value of over 3 million PLN from related entities. If these
services are not directly related to the cost of manufacturing services or products sold
by the purchaser of these benefits, the taxpayer will have to limit the deduction of tax
expenditures, which will result in an increase in the tax base and a higher income tax
for legal entities. For entities involved in the transactions of purchase of services and
strategic rights on a large scale, this means additional tax risk and costs for taxpayers
related to, among others:

• calculating the tax cost limit;
• a registration obligation related to the calculation of the value of benefits and the

company’s EBITDA;
• verification of costs and identification of limited expenses.
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7 Discussion and Conclusion

The analysed amendment introduced a limit deductible from the taxable base for
expenditure on services and strategic rights. The purpose of the amendment is to
tighten the Polish tax system in order to eliminate the use of aggressive tax
optimisation through an artificial and economically unjustified overcharging of tax
costs by introducing higher than market transfer prices for services and strategic
rights. The justification for the amendment is directionally consistent with the
direction recommended at the international level. Nevertheless, the designer does
not indicate any research or statistics confirming that these benefits were always
purchased under artificial structures in order to lower the tax base. The solution
adopted by the Polish legislator does not have a precise prototype in international
recommendations and is a native solution. The unjustified deprivation of Polish
entrepreneurs of the right to deduct taxes from a certain group of expenses is a threat
to the conduct of tax activity by a group of taxpayers and for the competitiveness of
the Polish economy on the international arena.

The impact of the provision on the tax burden of taxpayers purchasing services or
strategic rights depends on the value of the services purchased. Another important
factor is the interpretation of the regulations, i.e. at this moment one cannot speak of
a uniform interpretation line. Taxpayers often request individual interpretations
which may indicate the imprecision of regulations.

The unclear provisions and Explanations, as well as the lack of a uniform
interpretation line, generate additional economic risks on the part of these taxpayers
associated with at least a temporary difficulty in identifying limited costs. It seems
justified to state that one should expect the position of administrative courts in the
definition of a direct relationship between the expenditure and the cost of production.
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Environmental Aspects in Polish Public
Procurement System

Tomasz M. Budzyński

1 Introduction

Public procurement system is a tool for the state to implement its financial policy by
means of making final expenditures, which results in purchases of goods and
services. Thus, they contribute to the creation of GDP and, hence, to the creation
of economic growth, whose main measure is the real GDP growth rate.

The State’s concern for sustainable economic growth and sustainable develop-
ment policy also includes the use of public funds through the allocation function
channel of the public finance. Thus, one of the key tasks of the modern state is to
build a system of sustainable public procurement, whose operation contributes
directly to emphasizing environmental and social aspects.

The aim of the article is to assess the scope of application of environmental
aspects in the public procurement system in Poland.

2 The Role of Green Public Procurements

Green public procurement is understood in the literature on the subject in twoways [1]:

1. as such a kind of procedure that forces or encourages the use of modern technol-
ogies and other environment-friendly solutions;

2. as such a kind of policy pursued by contracting authorities, which consists in
taking into account pro-ecological requirements and criteria in the public pro-
curement procedures.
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EU institutions have stated in their documents that green public procurement is
understood as the process by which public institutions attempt to purchase goods,
services and construction works whose environmental impact during their life cycle
is limited compared to the goods, services and construction works for the same
purpose as would be ordered otherwise [2].

Public procurement taking into account environmental criteria is also called
ecological public procurement or green public procurement (GPP). As early as at
the beginning of the twenty-first century, a great potential was found in green public
procurement that could become a key instrument of environmental policy
implemented at international, EU and national level. Public institutions contracting
public procurement may affect production and consumption trends. The emphasis on
purchasing goods with greener features will therefore result in the creation or
expansion of markets with ecological characteristics and contribute to the develop-
ment of environmentally friendly technologies. Green public procurement contrib-
utes significantly to the effect of accelerating the demand and supply side of goods,
services and construction works taking into account environmental aspects through-
out the economy through the supply chain [2].

The interest in the issues of green public procurement took place relatively early
on the OECD level—since 1996. A specific milestone in the development of the idea
of green public procurement was the issuance of OECD recommendations in this
matter in 2002 [3]. The purpose of the document was to convince national govern-
ments belonging to the Organization to implement an appropriate environmental
policy taking into account the relevant framework of action and support. In addition,
it was encouraged to develop procedures to identify “green” products, broad access
to information on GPP, prepare a whole range of tools to support contracting
authorities, which included training and technical assistance, as well as develop
and launch a system for assessing and monitoring activities and implemented
policies in the field of green public procurement [4, 5].

At EU level, the environmental aspects of public procurement were mentioned in
the 2003 Commission Communication on Integrated Product Policy. The Commis-
sion asked Member States to develop and implement national action plans for green
public procurement with a three-year horizon. The Commission’s recommendations
in this area were also facilitated by the adoption of new directives regulating the
functioning of the system of classic [6] and sectoral [7] public procurement [8].

Implementing the treaty provisions1 and striving for the systemic development of
the application of environmental aspects in public procurement procedures by public
sector entities, the European Commission enumerated ten priority sectors of the
economy for green public procurement. These sectors have been identified based on
the opportunities they offer to improve the environment and other key criteria

1Art. 11 of The Treaty on the Functioning of European Union [9] states that environmental
protection requirements must be integrated into the definition and implementation of the Union
policies and activities, in particular with a view to promoting sustainable development.
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affecting the choice of products or services in the public procurement procedure. The
priority sectors are [10]:

1. construction (includes raw materials: wood, aluminium, steel, concrete, glass
and construction products: windows, wall and floor coverings, heating and
cooling devices; aspects related to building operation and decommissioning;
maintenance services for buildings and execution of construction works at
location);

2. catering and catering services;
3. transport and transport services;
4. energy (electricity, heating and cooling using renewable energy sources);
5. office equipment and computers;
6. clothing, uniforms and other textiles;
7. paper and printing articles;
8. furniture;
9. cleaning products and cleaning services;

10. equipment used in health care.

In order to ensure uniform and widespread application of environmental aspects in
public procurement procedures, the criteria in this respect for 21 groups of products
and services that can be directly introduced into the documentation in the proceedings
have been developed at the EC level. Simultaneously, EU sectoral legislation imposed
mandatory requirements on the application of environmental criteria to certain types of
public contracts awarded, and these concern, inter alia, [11]:

• IT office equipment—products of this type must meet the minimum energy
efficiency requirements (Regulation No. 106/2008);

• road transport vehicles—it is necessary to take into account energy factors and the
impact of vehicles on the environment, as well as to take into account operational
costs throughout the vehicle’s life cycle (Directive 2009/33/EC);

• buildings—must exhibit certain parameters relating to energy performance and
demonstrate a minimum level of energy efficiency (Directive 2010/31/EU).

Analysing the process of the long-lasting implementation of the idea of green
public procurement, a number of barriers obstructing and blocking the wider use of
GPP [2] have been identified:

1. lack of a full range of environmental census criteria that may be directly and
widely used;

2. limited mechanisms for the dissemination of knowledge about GPP and environ-
mental criteria among others through appropriate databases;

3. low awareness of the benefits of environmentally friendly products and services;
4. uncertainty as to the legal possibilities and correct application of environmental

criteria in public procurement procedures;
5. lack of (real) political support for the implementation/promotion of GPP, which

limits the availability of funds e.g. for training and technical assistance;
6. lack of coordinated exchange of practices and information between regional and

local institutions.
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In addition, the OECD report highlights two major obstacles to the smooth
functioning of GPP. The first and most important one is the awareness that
products and services that have ecological assets are much more expensive than
those that do not meet the environmental requirements, and thus the budgeting
process is not earmarked for final expenditure of appropriately larger funds. The
lack of necessary financial means compels the ordering party to significantly limit
environmental aspects in public procurement procedures. The second issue raised
in the report is the lack of adequate monitoring systems and instruments that
would objectively assess the achievement of the objectives set for green public
procurement [12].

Green public procurement entail a number of undisputable benefits which are
highlighted in the three following areas [4, 5]:

1. financial, as green public procurement brings measurable financial savings in the
horizon of the full life cycle of the good, not only the purchase costs;

2. economic, as green public procurement is the main incentive to create innovation
in the economy that forces the production of more environmentally friendly
goods, services and works;

3. environmental, as the implementation of the GPP has a positive impact on the
currently unfavourable climate and environmental changes.

The latest conception of economic growth is the development of a circular
economy. Its main purpose is to modify the rules for the use of products and
materials in such a way that products and materials are maintained in the value
chain for a longer period of time and the recovery of raw materials for their re-use
after the use of the products. Public procurement is intended to support the closure of
the economy by purchasing works, services and goods that are intended to ensure the
closing cycle of energy and materials within supply chains while minimizing or
eliminating negative environmental impacts and creating waste throughout the life
cycle [13].

3 Legal Framework of Green Public Procurement
in Poland

In response to the financial and economic crisis that strongly affected many EU
Member States at the beginning of this decade, the Community institutions have
developed a new strategy for fundamental structural reforms—Europe 2020, which
is focused on implementing smart, sustainable and inclusive growth. One of the
fundamental objectives of the current strategy is climate and energy, which are
related to the priority related to sustainable development, which consists in
supporting a more resource-efficient, more environmentally friendly and more
competitive economy. The set goals and priorities have been used to set measurable
goals of the strategy—to achieve the “20/20/20” model for climate and energy
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(including a 30% reduction of carbon dioxide emissions). The project built on the
basis of the strategy “Resource efficiency in Europe” assumes independence of
economic growth from the use of resources, transition to a low-emission economy,
greater use of renewable energy sources, modernization of transport and promotion
of energy efficiency. The role of one of the most important instruments guaranteeing
the achievement of the objectives of the Europe 2020 strategy was attributed to
public procurement that would have a pro-innovative impact on companies, contrib-
ute to increasing resource efficiency and transformation into a low-carbon economy,
stimulate changes in production and consumption methods and increase energy-
saving construction and recycling investments [14]. Possibilities of proper fulfilment
of the role assigned to the public procurement system depend on the creation of an
appropriate legal framework for GPP. To this end, new procurement directives were
adopted in 2014 for both classic,2 and sectoral3 procurers. In addition, the provisions
of both directives were transposed into the national legislation through a compre-
hensive amendment to the Public Procurement Act4 of 22 June 2016.

Possibilities to include environmental aspects in the awarded contract are several
and depend on the stage of the proceeding. Pro-environmental nature of the
contracting authority may award public procurement by: indication of the conditions
for excluding contractors (optional), formulating the conditions for participation in
the procedure, description of the subject of the contract and defining the criteria for
the evaluation of offers and determining the terms of the contract.

The provisions of the Public Procurement Law provide contracting tools to
exclude from contract awarding proceedings those contractors who violate environ-
mental protection regulations. Compulsory exclusion from the procedure covers
contractors who committed an environmental crime (for 5 years from the validation
of the verdict). The legislator also allows the elimination of contractors (on a
voluntary basis) who committed more serious offenses against the environment,
and thus they were punished with arrest, restriction of liberty or a fine of a minimum
of 3000 PLN. A contractor who has violated the obligations set out in the environ-
mental protection law in a significant way or regarding payment of fees, among
others for using the environment, in accordance with the decisions of the ordering
party also may be subject to exclusion [16].

The subjective qualification of contractors for the implementation of a public
contract also includes an assessment of their compliance with the conditions for
participation in the procedure. Ecological issues may find their place in the group of
conditions for participation in the proceedings concerning technical or professional

2Directive 2014/24/EU of the European Parliament and of the Council of 26 February 2014 on
public procurement and repealing Directive 2004/18/EC (OJ L 94, 28.3.2014, p. 65–242).
3Directive 2014/25/EU of the European Parliament and of the Council of 26 February 2014 on
procurement by entities operating in the water, energy, transport and postal services sectors and
repealing Directive 2004/17/EC (OJ L 94, 28.3.2014, p. 243–374).
4The Act of 22 June 2016 on amending the Act of Public Procurement Law (Dz. U. poz. 1020) [15].
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capacity of the contractor. Verification at this stage of the proceedings may include
[17]:

1. contractor’s experience related to the execution of orders in a manner consistent
with the principles of environmental protection;

2. having employees with appropriate education, professional qualifications and
experience enabling the proper implementation of a green public contract;

3. having appropriate technical devices or facilities that are of environmental impor-
tance (e.g. devices that minimize the generation of waste, leakage of pollutants,
reduce fuel consumption);

4. implementation by the contractor of environmental management measures
(e.g. EMAS system or possession of ISO 14001 certificate).

Description of the subject of the contract is a classic moment of the public
procurement procedure, which allows the inclusion of environmental aspects; giving
a relatively large area to be used by the contracting entity running the policy of
greening public procurement. The description of the subject of the order containing
“green” elements refers mainly to technical requirements specific for a given product
or service. Environmental criteria include 21 product groups, such as: office build-
ings, roads, computers and monitors, paper, cleaning products and cleaning services;
electricity, transport, furniture and water and sewage infrastructure [18].

Significant is the fact that the ordering parties may require having appropriate
markings, i.e. a certificate that a building, service, product or process or procedure
meets certain requirements. An example of such are labelled mandatory energy
labels, tire labels or other types of marking indicating the ecological character of
the offered object of the contract.

Environmental issues are also an important module affecting the development of
criteria for offer evaluation and this can be done through four independent routes:

• by formulating the components of the best offer;
• through the direct application of environmental aspects in the evaluation of offers;
• by refraining from the model of a single-criterion evaluation of price-based offers;
• by using the mechanism of the abnormally low price examination procedure.

As a result of the amendment to the Public Procurement Law in 2016, the
definition of the most advantageous tender has changed. The advantageous tender
can be accepted by the ordering party in addition to the tender with the lowest price
and the tender presenting the most advantageous balance in the multicriteria variant,
also a tender in which the cost criterion replaces the price criterion. Thus, the horizon
of the economic and financial calculation of the ordering party from the purchasing
phase to the exploitation phase and ending the use of the given commodity, service
and construction work is extended. The key phases of a product’s life are the phases
of its operation (e.g. the cost and quantity of consumables) and the end of life of the
product (costs and methods of recycling and safe disposal for the environment).

The legislator, outlining a new catalogue of criteria for the evaluation of tenders
(having the character of an open catalogue) directly encourages ordering entities to
use environmental aspects in the assessment of offers. They will of course be specific
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and closely related to the subject of the contract, i.e. the aforementioned GPP criteria
for 21 product groups. Their use has obviously quantifiable difficulties, while the
criterion for easy application is undoubtedly energy efficiency, the level of which is
described in many cases by an obligatory labelling.

Consideration of environmental criteria for tender evaluation is additionally
enforced by the legislator by limiting the use of only the price criterion. Entities of
the public sector and entities not having legal personality not included in the public
finance sector may apply price as the only criterion for the evaluation of offers or
criteria with a weight exceeding 60%, if they specify quality standards in the
description of the subject of the contract, referring to all relevant features of the
contract and the protocol in how life cycle costs were included in the description of
the subject of the contract.5

However, the examination procedure for abnormally low price allows for an
indirect determination whether the contractor does not attempt to bypass environ-
mental public procurement contracts or accepts such an execution method in the
calculation, which does not take into account the necessary environmental costs
(e.g. use of good quality filters for contaminants appearing in the course of executing
the contract).

On the other hand, the phase of the order imposes on the contracting authority the
obligation to enforce its declarations on the offer and accepted provisions of the
specification of essential terms of the contract, referring to the conditions of partic-
ipation in the procedure, description of the subject of the contract and the criteria for
the evaluation of offers. Environmental aspects may also be included in the text of
the contract itself, in which the contracting party obliges the contractor to respect the
environment, save energy, reduce pollution and waste, etc.

4 Evaluation of Using Environmental Aspects in Public
Procurement in Poland

Monitoring the scope of application of environmental aspects in the public procure-
ment system is the systemic responsibility of the President of the Public Procurement
Office. Therefore, the available aggregated data on green public procurement comes
from annual reports prepared by the Public Procurement Office. The detailed data on
green public procurement presented below are divided into two periods differing in
the methodology of data collection and their detail.

The first period of monitoring the level of green public procurement covers the
years 2006–2015. The level of greening procurements in a given year was estimated
based on the analysis of contract notices selected based on a random sample of only
4% of procedures—divided into types of orders and type of publication (Public

5Art. 91 p. 2a of the Act of Public Procurement of 29 January 2004 r. (Dz. U. 2018, poz. 1986) [19].
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Procurement Bulletin or Official Journal of the European Union). The following
elements were analysed in the announcements [20]:

• subject of the order (title and description);
• conditions for participation in the proceedings;
• criteria for the evaluation of offers;
• requirements related to the implementation of the contract (Table 1).

The most common examples of the use of green public procurement in Poland
relate to [20]:

• for construction works: thermo-modernization (wall insulation, replacement of
window frames and thermal insulation), street LED lighting and water supply and
sewage works;

• for deliveries: purchase of office computer equipment and purchase of road
vehicles;

• for services: development of documentation for thermo-modernization and pho-
tovoltaic installations, collection of municipal waste.

The second period of monitoring of GPP covers partly 2016 and the full year
2017, and the data comes from the annual mandatory reports on public contracts sent
to the Public Procurement Office by all contracting authorities (about 37,000 enti-
ties), thus they are full data for the whole public procurement system and show a
much greater degree of detail.

The number of contracting authorities applying environmental aspects amounted
to 209 entities (2016) and 344 entities (2017).

The level of green tenders in Poland by 2015 should be considered as medium
(from 9 to 12%) and significantly deviating from the target level of 20%. The method
of estimating the level of green public procurement is a serious objection. General-
ization conclusions were drawn based on the study of a relatively small random
sample, although probably representative. It seems that it is not reliable, especially in
comparison to the current data, to determine whether environmental aspects have
been taken into account in a given proceeding. The evaluation of the data included in
the report indicates that this difficult matter is superficially treated through a cursory
analysis of published contract notices.

Therefore, it is also erroneous to estimate the value of orders taking environmen-
tal aspects into account in 2013–2015 for 17.3 billion PLN, 12.3 billion PLN, and
13.3 billion PLN [22] respectively.

The actual level of integration of environmental aspects in the procurement
system in Poland is presented in the data for the one and a half year period of
2016–2017. They show that the level of greening orders is marginal (0.9% of

Table 1 The level of “greenness” of public procurement in Poland

Year 2006 2009 2010 2011 2012 2013 2014 2015

Level 4% 10.5% 9% 12% 12% 12.1% 9.2% 11.4%

Source: The Public Procurement Office 2016
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contracts awarded and 2% of the value of orders) and therefore public procurement is
not a channel for the implementation of environmental policy. Legislative measures
taken by the legislator, as well as a package of training and advisory activities do not
bring the expected results. It also means that there are important reasons why the
contracting authorities do not decide to reach for environmental criteria in public
procurement in many cases. It is necessary to take measures to identify real barriers
blocking the process of greening public procurement and to consider extending the
scope of mandatory environmental requirements. The financial aspect is also signif-
icant. Due to the large limitation of financial outlays assigned to a given public
procurement, it does not create a financial space for accelerating green public
procurement (Table 2).

Contracting authorities that award green public procurement use primarily two
instruments that take environmental aspects into account: the description of the
subject of the contract and the criteria for the evaluation of tenders. To a much
lesser extent, the ordering parties used the requirement of labelling and having an
environmental management system. A rarely used instrument in the offer evaluation
criteria is the total life-cycle cost.

5 Conclusions

On the one hand, green public procurement is a key instrument in the field of
environmental policy, by means of which the state can directly influence the market
in order to force or intensify ecological trends. Green public procurement is also an
important element of the EU 2020 economic strategy at EU level, as well as the
building of a circular economy model.

The analysis of statistical data leads to the conclusion that we do not have a good
model for monitoring the use of environmental aspects in public procurement. The

Table 2 Environmental aspects in public procurement in Poland in 2016–2017

2016 2017

Number

Value
(in mln
PLN) Number

Value
(in mln
PLN)

Cunducted procedures 589 1.040 1212 3.237

Canceled procedures 70 6 194 –

Environmental aspects in description of the
subject-matter of contract

199 231 589 1.750

Environemnal criteria in offer evaluation 200 375 421 1.534

Labelling (sublect matter) 116 105 186 283

Environmental management systems 54 226 87 300

Labelling (evaluation criteria) 45 54 86 108

Cost (evaluation criteria) 7 38 17 67

Source: The Public Procurement Office [21]
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previously used method provided fragmentary data, the current method may also
bring a suspicion that contracting authorities do not report all cases of the use of
environmental values.

The level of green public procurement in Poland is low and deviates from the
expected value to a large extent (currently set at 25%). Contracting authorities
applying environmental criteria in the proceedings focus mainly on the use of
environmental criteria for the evaluation of tenders and the inclusion of environ-
mental aspects in the description of the subject of the contract. What is worrying is
the very marginal use of the cost criterion as an element of the offer evaluation.
Therefore contracting authorities do not focus on life-cost factors of tenders.

Concluding, it should be stated that in Poland we have a well-prepared legal
framework for applying environmental aspects in public procurement that provide
for a variety of applications in the procurement procedure. Empirical data indicate
that in Poland we perceive potential benefits from green public procurement rather
than discount them. Hence, the question arises about barriers hindering the devel-
opment of the policy of green public procurement and the role of economic and
non-economic factors performing the limiting functions for the development of
green public procurement.
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Divestment from Coal Sector in Response
to Higher Risk Assessment by Insurance
Companies: Poland Case Study

Malgorzata Burchard-Dziubinska

1 Introduction

The UN Framework Convention on Climate Change, adopted in 1992 at the Rio de
Janeiro Earth Summit, came into force 3 years later. However, it took much longer to
adopt specific commitments to actually reduce greenhouse gas (GHG) emissions.
Discussions held during the annual Conferences of the Parties (COP) to the UN
Framework Convention on Climate Change were often idle and for many years did
not lead to the development of a program of decisive measures to reduce greenhouse
gas emissions. According to the Intergovernmental Panel on Climate Change
(IPCC), 2 �C is considered to be the maximum temperature rise before triggering
significant risks to society. Staying below this threshold requires significantly
limiting carbon emissions, and notably burning only 1/3 of existing fossil fuel
reserves by 2050 according to the International Energy Agency. The provisions of
the Kyoto Protocol did not bring the expected decrease in CO2 emissions. The
necessity to accelerate and strengthen actions for climate protection has been clearly
articulated in the Paris Agreement during 21 COP of the United Nations Framework
Convention on Climate Change. The main aim is dealing with greenhouse-gas-
emissions mitigation, adaptation, and finance, starting in the year 2020. The Paris
Agreement proved to be a significant impulse for the financial sector to redefine the
directions of investment and insurance policy. It is expected, that enforcing carbon
constraint through market, societal and regulatory pressures could result in signifi-
cant loss of value (“stranded assets”) for the most carbon intensive businesses.
Meanwhile, predicted changes in the natural environment were taking place through-
out that time, of which the most evident and dramatic effects are extreme weather
and climate phenomena and those related to the melting of the mountain glaciers
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feeding the rivers. This is reflected in statistical data on losses incurred in the last
10 years as a result of natural disasters caused by extreme weather phenomena and
climate change. These data are closely followed by investors who increasingly give
up spending on investments in industries responsible for the largest GHG emissions
and in areas most threatened by extreme weather events. In other words, one can
observe divestments motivated, on the one hand by the concern about economic
benefits and, on the other, about the Earth’s climate. The aim of the study was to find
an answer to the question: Have foreign investors already started divestments from
the Polish coal sector? The paper analyzes examples of divestments resulting from
the new risk assessment related to climate change. Such trend is already evident
among global insurance companies. It seems that it has just arrived in Poland too.

2 Methodology

In order to investigate the importance of insurance companies in the fossil fuel
underwriting sector, the respective information provided on publicly accessible
online sources by the insurance groups themselves was analyzed.

To answer the research question statistical data on coal mining and trading in
Poland as well as information on investment strategies of insurance companies
involved in the Polish coal sector were analyzed.

The study concerns the years 2015–2018, because of the strong impact of Paris
Agreement (2015) on divestment from the coal industry around the world.

3 The Types of Risks Associated with Climate Change

From the point of view of origin, the following types of risk are associated with
non-geophysical natural disasters:

• Meteorological—tropical storms, convection storms and local storms,
• Hydrological—floods and landslides,
• Climate—extreme temperatures, drought and forest fires.

They often occur together and are associated with weather extremes. It is esti-
mated that since the 1980s, the amount of compensation paid for disasters caused by
weather events has doubled every decade (indexed to inflation) [1]. It is estimated
that about 3/4 of natural disasters are associated to hydro-meteorological phenom-
ena. Threats concern both health and life of people, as well as the condition of
infrastructure and property of various economic entities as well as the possibilities of
investing and running a business. Hot waves (less frequently cold), pose a serious
threat to the health and life of the population, rather than to the material infrastructure
[2]. Data published by Munich Re for the years 2004–2015 show that all categories
of weather and climate events accounted for the majority of natural disasters.

50 M. Burchard-Dziubinska



Considering four categories of data, their shares were as follows: total number of
events from 85 to 94%, total losses from 39 to 97%, deaths from 5 to 95%, and
insured losses from 56 to 99%. In 2015, 94% of worldwide insurance payouts for
natural disasters stemmed from extreme weather events such as flooding and flash
flooding, with payouts increasing even further in 2016. In its annual natural catas-
trophe review, Munich Re said flooding, including river flooding and flash flooding,
caused more than a third of all losses—far above the 10-year average of 21%
[3, 4]. In 2016, global losses from natural disasters amounted to USD175 bil-
lion—a two-thirds increase compared with 2015—caused by increasingly powerful
storms and “exceptionally” high number of severe floods [5–7]. The report published
in December 2016 by ClimateWise coalition said that the “protection gap”—the
difference between the cost of natural disasters and the sum insured—increased
fourfold up to USD100 billion.

In 2015, the total worldwide economic losses from natural and man-made
catastrophes were estimated at USD92 billion, of which only USD37 billion was
insured [8, p. 16].

The following risks are associated with climate change:

• Material—include threats to operating activities and supply chains resulting
directly from extreme weather events;

• Regulatory—related to international efforts to limit the increase in the average
temperature on Earth;

• Legal—refer to the concept of ecological harm and attempts to obtain compen-
sation by injured persons;

• Technological—related to the development of new markets and sectors introduc-
ing risks for existing business models;

• Reputational—related to the expectations of increasingly ecologically aware
stakeholders.

In connection with the increase in the frequency and intensity of impact of
extreme weather phenomena commonly associated with climate change, one can
observe changes in the behavior of enterprises and investors on the financial markets.
This applies both to investments in companies dealing in the extraction and energy
use of coal, and insurance companies and investment banks. On one hand, it
manifests itself in the increase of the popularity of including the issues related to
climate change (mainly CO2 emissions and their changes) in their corporate social
responsibility (CSR) reports; on the other hand it takes the form of divestments in the
coal sector in accordance with the new principles of responsible investment (RI), as a
part of environmental, social and governance (ESG) practices.

Reporting the risk related to climate change and taking into account climate
protection issues in the investment processes and ongoing operations of enterprises
has become a fact. This is evidenced by the publication of guides and formalized
reporting principles addressed to various groups of investors. Examples of such
practices include: Global Reporting Initiative (GRI), or “A Guide to Investment
Preparation Taking into Account Climate Change, Its Mitigation and Adaptation to
These Changes and Resilience to Natural Disasters” [10] published by the Polish
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Ministry of the Environment. Criteria of ESG are increasingly used. Those criteria
are a set of standards for a company’s operations that socially conscious investors
use to screen potential investments. Environmental criteria look at how a company
performs as a steward of nature. Social criteria examine how a company manages
relationships with its employees, suppliers, customers and the communities where it
operates. Governance deals with a company’s leadership, executive pay, audits,
internal controls and shareholder rights [11].

4 Divestments from the Coal Industry

The Paris Agreement signed during the 21st COP was a strong impulse for under-
taking actions directed against the development of coal business. The increasingly
critical evaluation of the coal sector as the main perpetrator of climate change has
become evident on the financial markets. It takes three forms:

1. Investors’ withdrawal from direct financing of investments in new coal mines and
power plants;

2. The withdrawal of investors from financing enterprises which derive a large part
of their income from servicing the coal industry; This applies to all companies
belonging, in the industry value chain: producers of machinery and equipment for
coal mines, coal-fired power plants and coal processing, transport companies and
their suppliers.

3. Tightening the criteria used by insurance companies with respect to enterprises
(corporations), whose activities may pose a threat to climate protection.

The first global insurance company which decided to withdraw from the coal
business was France-based insurer AXA, divesting hundreds of millions of dollars in
coal investments in 2015. The AXA Group has a commitment to responsible
investment, embodied in its Group Responsible Investment Policy. It is a key
element of AXA’s broader Corporate Responsibility strategy. AXA has decided to
divest from companies most exposed to coal-related activities “in the belief that
sending such a signal to markets and regulators generates a positive influence and
contributes to de-risking our portfolios”.

AXA will divest equity assets and will stop investing corporate fixed income
assets in the following types of businesses:

• Electric utilities with coal share of power production (energy mix) over 30%;
• Electric utilities with coal-based power “expansion plans” over 3 gigawatts;
• Mining companies with coal share of revenues over 30%;
• Mining companies with annual coal production over 20 million tonnes.

As a global insurer, AXA will no longer cover certain risks as follows:
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• The development of new coal capacity is banned by ending construction covers for any
new coal plant and new coal mine, whichever the region or client (regardless of
investment blacklist). This includes Marine Project Cargo policies related to the con-
struction of new coal power plants or coal mines.

• The operation of existing coal projects is restricted by ending property covers for existing
coal plants when these are included in coal-only risk packages. This does not apply to
emerging countries where access to energy remains a concern for local populations, and
baseload energy alternatives are not yet in place [12].

Other insurance companies followed AXAGroup. Divestment behavior is demon-
strated by other large financial companies such as Lloyd’s of London, Allianz, Aviva,
BMO Global Asset Management, Generali, Munich Re, Natixis, Legal & General,
SCOR, Storebrand, Swiss Re, and Zurich InsuranceGroup. They began to exclude coal
from their investment strategies and tightened the criteria for covering insurance in areas
particularly exposed to hydrological, meteorological and climatic phenomena.
According to the Unfriend Coal Network report the global coalition of organizations,
about 15 billion pounds have been disposed of by insurers in the last 2 years. For
example, the insurance market associated with Lloyd’s of London implements the
policy of excluding coal as part of a responsible investment strategy. This means that
wherever possible Lloyd’s will avoid investing in companies that mainly deal with coal.

Insurers are huge investors with approximately USD31 trillion of assets under
management, and hundreds of billions of dollars invested in the fossil fuel sector
[13, 14].

When focusing on the reported total assets under management (AUM), it can be
seen that Aviva, with 3.2%, invests the highest proportion of its reported total AUM
in the fossil fuels sector. Allianz (3.1%) and AXA (2.3%) both also invest more than
2% of their reported total AUM in the fossil fuels sector. In recent years approxi-
mately more than 1000 institutional investors representing more than USD793
trillion in assets have decided to divest their assets from fossil fuels in one way or
the other [15].

The insurance groups can be classified into three different categories, indicating
their level of involvement in the global fossil fuel underwriting sector:

1. “Low: the insurance group is barely involved in the global fossil fuel underwrit-
ing sector;

2. Medium: the insurance group is moderately involved in the global fossil fuel
underwriting sector, being involved in at least two countries;

3. High: the insurance group is highly involved in the global fossil fuel underwriting
sector, being one of the market leaders or active participants in at least one world
region.”

Investors, who exclude from their portfolios enterprises from the coal sector, most
often apply thresholds in the amount of revenues obtained from coal mining or
production of energy from coal at the level of 50 or 30%. This is an important change
in the approach to investment. It may be insufficient, however, because the percent-
age criterion presents only the relative importance of coal in the company’s opera-
tions. It is worth taking into account the absolute volume of production in the coal
industry. This is included, for example, in Global Coal Exit List (GCEL) reports
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which list all companies according to a 30% threshold share of coal or coal energy in
revenues, and all companies which produce more than 20 million tonnes of coal per
year or utilize over 10,000 MW of coal-fired power. This is important because
among the 328 companies included in the GCEL reports, 30 out of them account
for more than half of the global coal production, of which 11 have a share in
revenues from coal above 50% [9].

5 Insurance of Coal Sector in Poland

An interesting situation is currently in Poland, where the government is still planning
investments in coal mining and coal energy production. It is clear from the Program
for the hard coal mining sector in Poland published by the government that by 2030
new investments are planned in this sector. It presents the development directions of
the hard coal mining sector in Poland together with the objectives and actions
necessary to achieve them [16].

The main goal of the Program has received the following wording:
Creating conditions conductive to the construction of a profitable, effective and

modern hard coal mining sector, based on cooperation, knowledge and innovation,
which, acting in a friendly and predictable program and legal environment, allows
effective use of resource, social and economic capital to ensure high energy inde-
pendence of Poland and supporting the competitiveness of the national economy.

This is a goal which is far from the clearly emerging global divestment trend in
the coal sector.

The European coal market has already been in a downward trend since 2012. Low wholesale
electricity prices, the loss of fossil fuel energy share in the market in favor of subsidized
renewable energy and the pressure from environmental regulations were the main reasons
for the deteriorating situation. Hard coal production in the European Union countries has
been decreasing. Among EU countries producing hard coal Poland, with a production of
70.4 million tonnes (2016), is significantly ahead of the Czech Republic (6.8 million tonnes),
Great Britain (4.2 million tonnes), Germany (4.1. million tonnes) and Spain (1.7 million
tonnes) [16, p. 9].

Insufficient own mining is supplemented by imported coal. In 2016, hard coal
imports to the EU decreased to 166.8 million tonnes from 190.7 million tonnes in
2015. Germany remains the largest importer (53.1 million tonnes in 2016), followed
by Italy (17.9 million tonnes), Spain (14.7 million tonnes), and the Netherlands (14.5
million tonnes). The largest, nearly 60% drop in coal imports, was recorded by the
United Kingdom, which is associated with an increase in tax on emissions. It is
worth noting that in the case of Germany, domestic mining plus imports together
give a smaller amount of coal then that extracted in Poland. In the EU Countries, coal
is on the third position with a 14% share in the European energy mix, after crude oil
(37%) and natural gas (23.5%) [16]. As is clear from the quoted data, the situation in
the coal sector in Poland clearly differs from European trends. According to the
reference scenario included in the Program, in the perspective of 2030, the current
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level of demand for total hard coal will be maintained (approximately 70–71 million
tonnes per year, including energy coal 57–58 million tonnes, and coking coal 13.0
million tonnes). Polish companies are planning to build power plants able to
generate more than 10 gigawatts and open new mines holding more than 3.2 billion
tonnes of lignite, the dirtiest form of coal [17, 18]. However, the consumption
structure will change—an increase in professional power engineering by 5.7 million
tonnes and a decrease in households by 4.7 million tonnes. Implementation of the
scenario will require government’s support.

This is a conservative scenario, as if the Polish government did not see clearly
visible changes in the global market of coal and energy from fossil fuels. The
Program completely omits the issue of divestment in the coal sector, ignoring the
fact of its clear presence on the international arena.

There is also a visible impact on insurance of investments in this sector.
So far, according to the Unfriend Coal report, European insurers invested over

GBP1.15 billion in Polish coal companies, and since 2013 they have signed at least
21 insurance contracts for coal power plants. Allianz is the leader of the consortium,
which insures the largest coal-fired power plant in Europe in Opole. The consortium
includes also the Italian Generali, German Munich Re, British Aviva, and the Polish
PZU. The current approach of these insurers to the issue of divestment is diverse.
Their policy and approach to the divestments and exceptions is presented in Table 1.

Europe’s biggest insurer, Allianz is one of the insurance groups with a global
capacity in the fossil fuel underwriting sector, and one of the world’s leading
insurance partners for power and utility companies and the oil and gas industry.
Allianz defines coal-based business models as:

• Mining companies deriving 30% or more of their revenues from mining thermal
coal;

• Electric utilities deriving 30% or more of their generated electricity from
thermal coal.

Coal mining related transactions are screened on environmental risks, such as
mountain-top removal. Furthermore, use of brown coal in power plants is regarded
an ESG risk and is also part of the screening criteria. Allianz has no policy to avoid
insurance transactions with companies or projects involved in mining, extraction or
energy production from fossil fuels. Allianz, is leading a consortium underwriting
the biggest coal power plant under construction in Europe at Opole near Katowice, a
PGE project, which is due to start operating in 2019.

Aviva is among a number of major European insurers which are backing the
expansion of Poland’s coal industry. Aviva has invested GBP372.7 million in Polish
coal, more than any other insurance company apart from the Dutch firm Nationale
Nederlanden. It has a 2.3% stake in the country’s largest power company PGE,
which operates two of Europe’s most polluting coal plants at Bełchatów and Turów
and plans to build new coal plants generating more than 5.2 GW. Aviva decided to
focus on engagement rather than on divestment, and has only divested from very few
companies if engagement was completely unproductive. According to Aviva’s
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Table 1 Policy, divestments and exclusions in the activity of foreign insurance companies
involved in Polish coal sector

Insurance
company Policy Divestments and exclusions

Allianz
(Germany)

Allianz has a measurable target to reduce
the carbon footprint of its operations
(30% by 2020, against a 2010 baseline)
and strives to maintain its carbon neutral
status by investing in carbon offset
projects

In November 2015 Allianz decided to
stop financing coal-based business
models, by divesting proprietary equity
stakes amounting to EUR 225 million in
coal-based business models by the end
of March 2016
Fixed income stakes (amounting to
EUR 3.9 billion) can be held until
maturity (run-off)
An exception to invest in these compa-
nies is only possible, following a case-
by-case assessment, if the share of rev-
enue or generated electricity from coal
is between 30 and 50% and if the com-
pany has a clear strategy to reduce its
coal share below the 30% threshold
within a reasonable period

Aviva
(Great
Britain)

Aviva has public targets to reduce the
direct (business units) and indirect (sup-
pliers) environmental impact of its oper-
ations and reports about the results. The
following of these targets are related to
climate change:
Reduce operational (buildings and travel
related) CO2 emissions by 5% on an
annual basis;
Reduce operational CO2 emissions by
40% by 2020, and by 50% by 2030 with
regard to the 2010 baseline

Divestment is part of Aviva’s engage-
ment strategy towards companies active
in thermal coal mining or coal power
generation and will be effectuated in
case not sufficient progress is made
towards the engagement goals set. In
November 2016, Aviva announced that
it had identified two companies for
potential divestment, as they had
planned to increase fossil fuel capacity
instead of decreasing it. As for now,
there are no reports that divestment
from these companies has been
effectuated

Generali
(Italy)

For its own operations, Generali has a
measurable target to reduce its green-
house gas emissions by 20% by 2020
and publishes reduction performance
data

No information found

Munich
Re
(Germany)

Munich Re seems to be quite aware of
the risks involved with climate change.
Through public statements and press
releases, the insurance company
expresses its concerns about an increase
of catastrophe losses caused by extreme
weather. Munich Re has set up a special
research and development department to
analyze the consequences of climate
change and to come up with recommen-
dations for action for the group

Declared not to hold “any equities of
companies which generate more than
50% of its revenues with coal produc-
tion or power generation with coal”
There is no divestment policy for fossil
fuels
Exclusion is only used as a responsible
investment strategy for the sustainable
equity fund of Munich ergo asset man-
agement GmbH MEAG. Producers of
tobacco, alcoholic beverages, and arms
and weapons are excluded, as well as
companies in the gambling industry

Source: [19]

56 M. Burchard-Dziubinska



managers, climate change will “render significant portions of the economy
uninsurable, shrinking our addressable market” [20].

Italy’s biggest insurer Generali has declared it would stop offering construction
coverage for any new coal mine and new coal plant. In a further step up of its “green”
policy, Europe’s third biggest insurer added it would not provide insurance for coal-
related assets of potential new clients [21].

Munich Re continues to be highly involved in financing and underwriting coal
and other fossil fuel projects. The company has not excluded insuring new coal
power plants, and holds assets in electric utilities which are currently planning new
coal power plants to the tune of 13,100 MW [22]. Profundo identified at least
USD2168 million of Munich Re assets invested in fossil fuel companies. This
accounted for 8% of all investments found [13].

Polish Group PZU (through TUW PZUW and PZU SA), insures the mines
responsible for approximately 80% of coal production in Poland, as well as coal-
fired power plants generating nearly 30% of the capacity installed in the national
power system. PZU insures the Połaniec Power Plant owned by Enea and five power
plants of the Polish Energy Group (PGE). These are Bełchatów Power Station,
Turów Power Plant, Dolna Odra Power Plant, Pomorzany Power Station and
Szczecin Power Station. The PZU Group also insures the construction of new
capacity at Elektrownia Opole (PGE), is involved in the project of Ostrołęka C
Power Plant (Energa and Enea), and has insured the construction of a recently
completed block in Kozienice Power Plant (Enea). In addition, six PGE CHP plants
are covered by PZU insurance (in Bydgoszcz, Gorzów, Kielce, Lublin, Rzeszów and
Zgierz) and three belonging to PGNiG Termika (combined heat and power plants
Siekierki and Żerań in Warsaw and Elektrociepłownia Pruszków) [23]. In the
Group’s portfolio there are PLN3 billion located in shares and bonds of coal
companies. The PZU Group does not address the issue of climate change or the
relationship that links it to the burning of coal in the energy sector.

Because companies which insure coal mines and coal-fired power plants in
Poland belong to world leaders, they face the necessity to clearly define their
strategy, also in relation to this sector in this country. They are already criticized
for the lack of coherence in the implementation of the declaration to restrict
investments in coal companies. This may lead to increasing difficulties in insuring
old facilities and new investments in this sector. It is very likely that the PZU Group
will be more and more alone in the insurance of the Polish coal sector, but if a project
is not insurable, it is not bankable.

6 Conclusions

The Paris Agreement of 2015 has become an important impulse for divestment in the
coal sector in the world. Over 1000 enterprises have already officially declared such
targeting of their actions. To a large extent, this applies to global insurance compa-
nies, which in recent years have also put a lot of effort into researching the risks
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associated with climate change and the escalation of extreme weather events. An
increased assessment of this risk meant that more and more insurance companies not
only withdraw from the insuring companies in the coal sector, but also from
financing this sector through the purchase of shares and bonds. A mere 30% share
of revenue from coal mining or processing is sufficient to qualify the company as
posing an increased risk to the climate. In Poland, contrary to the global trends, and
certainly against European trends, the coal sector is an important part of the
economy. What is more, it is planned to maintain coal production at the same
level of about 70 million tonnes by the year 2030 and further development of the
power industry using hard coal and lignite (brown coal). Meanwhile, insurance
companies operating on global markets which are financially involved in the Polish
coal sector face growing criticism from their own shareholders and customers.
Answer to the research question posed in the introduction: Have foreign investors
already started divestments from the Polish coal sector? is affirmative. The Polish
coal sector is insured by Allianz, Aviva, Generali, Munich Re and PZU. In the
analyzed period 2015–2018, foreign insurance companies entered the divestment
path to a different extent: Allianz the most, Munich Re the least. It may mean that the
Polish insurer PZU Group will be more and more alone in this field. So far, it has not
declared divestment in the coal sector.
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Sustainable Management of Commercial
Real Estate in the Context of Investment
Performance

Iwetta Budzik-Nowodzińska

1 Introduction

The policy of sustainable development already so widely present in enterprises is
also present in the real estate market and is defined as “maintaining the real estate in
the best condition along with creating optimal conditions for its users, using avail-
able resources and materials obtained with the least damage to the environment and
humans, while maintaining balance between costs and the resulting effect” [1].

Referring to the aforementioned sustainable development, the investment deci-
sions on the real estate investment market should be based on the use of investment
effectiveness research methods. This approach respects the principles and policies of
sustainable development. However, this is not a common approach. Often, the
investors try to make investment decisions quickly. That’s happening because
dynamic actions are expected from them, in the era of highly competitive environ-
ment. Such an approach may result in lowering the quality of the investment
decision, as investors base their estimates on a simple calculation. Such a calculation
is frequently based on operating income from real estate or a comparison of a
selected property with another similar one. This approach is not consistent with
the sustainable development policy.

The research problem is a specific question determining the quality and dimen-
sion of a certain lack of knowledge as well as the purpose and limits of scientific
work. In the article, the formulation of a research problem refers to the confrontation
of the legitimacy of applying methods for testing the effectiveness of investments
with methods based on the calculation of operating income and comparison with
another commercial real estate.
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Based on the research problem formulated in this way, it was hypothesised that
making an investment decision on the commercial real estate market should be
preceded by an examination of the investment effectiveness, consisting in the
calculation of financial ratios. Indicators correctly illustrating the effectiveness of
investments are, according to the author, the Net Present Value Index (NPV) and the
Profitability Index (PI).

The case study method was used to achieve the objectives of the article. The
research was carried out for two variants of investments in commercial real estate.
Both of them assume renting an incomplete space, of which option I assumes rental
in 50%, and option II in 90%. As the practice in the real estate market shows, there is
practically no 100% rental. Subsequently, based on financial data relating to the
operation of the analyzed shopping center, the net operating income and NPV and PI
investment efficiency ratios were calculated for both variants. The result of the
research conducted will be an attempt to answer to the practical question, also:
should a capital investment decision be made on the basis of operating income from
real estate?

The real estate sector accounts for more than a third of global greenhouse gas
emissions and thus offers great potential for carbon abatement. Energy efficient and
green buildings are rapidly transforming the commercial property sector, and insti-
tutional investors can benefit from that transformation through the value created by
the greening of their real estate holdings [2]. In this context, it’s very important for
sustainable management to make the right investment choices.

Investors with large financial resources are constantly searching for opportunities
to multiply their capital [3]. Unfortunately, it is essential to verify the profitability of
bank deposits and juxtapose this with the instability of the stock market, therefore, it
is hard to indicate the directions of effective investments in this field [4]. The
emerging opportunity to invest in the real estate has its followers [5].

In the Polish commercial real estate market, for several years, there has been
observed an increase in supply and it does not only refer to the warehousing or office
segment but also the commercial one, which is inseparably associated with shopping
centers. According to ICSC (International Council of Shopping Centers),1 shopping
centers are commercial real estate which has been planned, built and is managed as
one commercial unit consisting of stores and common parts, with the minimum gross
leasable area (GLA) of up to 5000 m2 and consisting of minimum 10 stores.
Shopping centers are the dominating commercial form in the Polish market.
According to the report “Market Insights. Polska. Raport roczny 2018 (Poland.
Annual Report 2018)”, prepared by Colliers International,2 there are more than
420 such objects in Poland. Their total area is 10.5 million m2, which amounts to

1International Association uniting more than 25 national and regional shopping center councils in
the world. It is a global organization operating in the industry of Shopping Centers, set up in 1957 in
the United States, with 70,000 members in the United States, Canada and in over 80 other countries.
The ICSC members are the owners of shopping centers, developers, managers, marketing experts,
retailers, companies renting the commercial area and other specialists—academics and officials.
2A global consulting company in the area of commercial real estate.
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73% of the total modern commercial area in Poland. However, other commercial
forms, like e.g. freestanding warehouses, are still developing, as evidenced by the
openings of Agata furniture stores and the stores of Castorama, Leroy Merlin and
Selgros. The dynamics of the development can also be observed in the sector of retail
parks, particularly small objects in smaller cities and also housing estate locations of
large agglomerations.

Investments in the commercial real estate market, such as shopping centers,
consist in building new objects by the investor or purchasing the already existing
ones. Making a decision on investing in real estate is not easy. This results from the
characteristics of the real estate and the characteristics of the market itself, such as
high capital-intensity and low liquidity. In order to minimize the risk of their actions,
investors use the methods of measuring the profitability of investments, perform
calculations and forecast the situation in the market in the coming years [6]. In order
to make the right decision investors conduct the analysis of future income from the
real estate and juxtapose it with investment expenditures. For this purpose they use
appropriate methods which may consist in the comparison with the investment of the
same type but e.g. of a different location but they can apply more advanced methods
associated with the estimation of future benefits [7, 8].

The latter type of the analysis is depicted in the present paper. In order to achieve
this objective, the specificity of methods for assessing the profitability of investments
in the commercial real estate market has been applied.

2 The Essence of Commercial Real Estate

Risk analysis of residential real estate investments requires careful analysis of certain
variables. Because real estate is a key sector for economic and social development,
this risk analysis is seen as critical in supporting decision processes relating to
buying or selling residential properties, partly due to the pressures caused by the
current economic environment [9].

The literature divides real estate into land property, building on land in perpetual
lease (building real estate) and commercial and residential property. However, due to
the fact that real estate may generate income for its owner, there is distinguished
commercial real estate, which is real estate purchased for investment purposes
bringing periodic income [10]. Thus, real estate can be divided into profitable and
unprofitable [11]. Profitable real estate is non-residential property, purchased or built
in order to generate profit. Among commercial real estate one may distinguish,
among others, office buildings, shopping centers, hotels, sports centers, tourist
destinations etc. The owners of such real estate may benefit from financial gain in
different ways. This can be, e.g. income in the form of rental fees or shares in users/
tenants’ profit or capital benefits, resulting from an increase in the real estate value
over time [12]. A particular type of commercial real estate is the shopping center
whose organization consists in the fact that each of its stores exists under its own
brand whereas the center itself promotes itself under its own brand. The objects of
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this type are most frequently one and also two or three-storey buildings, possessing
the internal structure centered around the glazed passage and parking lots are
organized as parking premises. For investors, the main source of income is the
rents paid by the individual tenants of commercial or service areas. Rents apply to
rented space but additionally all tenants cover maintenance costs concerning the
rented space and common area.

3 Commercial Real Estate as the Specific Investment Object

The category of real estate is also associated with the concept of real estate as
investment. The Accounting Act indicates the definition of real estate purchased
for investment purposes as the asset owned by the entity in order to achieve
economic benefits from it, arising from an increase in the value of the asset, to get
revenues in the form of benefits, also including the ones from the commercial
transaction [13].

Investment is the targeted spending of the investor’s funds to increase their
income [14, 15, 16]. Investments are capital expenditures incurred on ventures of
a different type aimed at generating specific benefits (effects). In this sense, invest-
ments are both outlays on fixed and current assets of the enterprise, purchase of
stocks and shares as well as commercial real estate. On the other hand, the effects
may include an increase in profits, net cash flows, scale of production and the level of
its modernity, an improvement in financial liquidity and profitability of the
enterprise [17].

Investment is the commitment of economic resources to the business venture
aimed at multiplying the assets of the owner by achieving specific income
[18]. According to the last two definitions, the condition necessary to make invest-
ments of a different type is possessing adequate capital, the size of which affects the
manner of its investing and the scale of multiplication of its value [18]. The capital
owner must demonstrate the willingness to abandon the current consumption of this
capital and its savings, however, they may decide how to invest the accumulated
capital in order to achieve certain financial benefits in the form of income in the
future.

Investments in commercial real estate may consist in the purchase of a residential
building or the construction of a shopping center in order to get income in the form of
rent, the construction of hotels or leisure centers. All the listed investments are
characterized by profitability over a long period of time, resulting from current
profits and an increase in the value of real estate. This profitability can change
periodically, which may result from, e.g. an economic downturn, the existing market
competition, irregular payment of rent by tenants, the space which is partially not
rented etc. As with any investment, there is a risk of investing, however, while
assuming that these are long-term investments, the risk is reduced but not eliminated.
Its increase is determined by the same factors as in the case of profitability.

64 I. Budzik-Nowodzińska



The problem about investments in real estate is its financial liquidity since it is not
easy for the investor to exchange real estate, e.g. a shopping center for cash. This
means that its liquidity is low. Even in a situation when there is a purchaser the sales
process can be very long. Another problem is large capital requirements in the form
of capital expenditure. Therefore, the investors in the commercial real estate market
are the ones with large capital.

4 Assessment of the Performance of Investment
in Commercial Real Estate: Case Study

The objective of any economic entity, including the ones investing in the real estate
market, is to achieve economic benefits from the undertaken investment projects.
These benefits are reflected through income, profit and financial surplus [19, 20]. In
the case of starting any real investment it is necessary to incur some financial
expenditures which contribute to achieving these benefits. In connection with
incurring expenses to receive income, it is necessary to establish if these funds
have been used effectively, if the investor of the investment project, related to the
purchase of commercial real estate, will achieve financial surplus or only return on
investment [20]. The decisions of this type should be preceded by an account of
economic efficiency of investment. The assessment of efficiency seems to be a
necessary condition to make a decision on starting an investment project in the
commercial real estate market.

The project analyzed in the paper, associated with the purchase of commercial
real estate, should be subjected to implementation by a potential investor only if it
guarantees the advantage of effects over expenditures and, as a result of its imple-
mentation, the investor remains with the economic surplus allowing for income
growth.

The account of investment performance includes all the calculations related to
comparing the effects achieved from the realized investment in the operation period
with the expenditures necessary to achieve them [21].

The scope of methods applied for the assessment of efficiency of investment in
real estate is very diverse, from comparing the real estate with another one to more
complex techniques, including the income stream generated by the real estate. The
investors only beginning their activity in the commercial real estate market often
make decisions on the basis of the comparison of selling prices of interesting real
estate or actual operating income. On the contrary, xperienced investors deal with the
problem while focusing not on the price of the purchased real estate, nor future
income but future cash streams.

For investors in the commercial real estate market an important factor is the
period of time the specific real estate will operate for, which is multiannual. Due to
the above, for the assessment of their financial performance, there should be used
methods taking into account this condition. Discount methods, in which the subject
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of the analysis is projected cash flows in the assumed forecast period, are funda-
mental [22]. The indicators calculated on the basis of the above are more convincing
grounds for making an investment decision than the already mentioned comparison
with similar real estate. Spreading over time the projected streams of revenues and
expenditures, related to the specific investment, is possible due to the use of the
discount technique. This technique allows for bringing all the values of expenditures
and income occurring at different periods of the project operation to the comparable
size at the time of the analysis [15]. The use of discount allows for including the
entire lifetime of the implemented project in the analysis and significantly contrib-
utes to the accuracy of the analysis [22].

In order to accomplish the objective of the research in the present paper, to assess
investment performance in the commercial real estate market, there have been
usedseveral methods, namely, selected discount methods. The methods of net
present value and Profitability Index (PI) have been applied.

The case study refers to the possibility of investing capital in the real estate
market. There has been made an assumption on the exposure, in the market for sales
purposes, of the operating shopping center with the rental area of 3822 m2, with half
of the rented space. For the analysis there has been selected a typical commercial real
estate, which serves as a shopping center with a multi-spot two-storey parking lot,
located in a small village in Poland. Initially, the assumptions have been made
subsequently used for the assessment of investment performance. The conducted
analysis assumes the purchase of the real estate for the price of PLN 13.8 million,
which is determined by the market value of the investment assessed. There has been
assumed own financing and external financing in the form of a bank loan. Due to the
fact that banks granting mortgage apply LTV (Loan-to-Value), which links the
amount of loan with the value of loan collateral of up to 80%, the analysis assumed
a 50/50 financing. Therefore, 50% of the value of investment will be financed with a
bank loan. The characteristics of bank loans made on the basis of the analysis of the
mortgage market in Poland are the following: the amount of loan—PLN 6.9 million,
repayment period—10 years, nominal annual interest rate—5.95%, commission—
1.5%.

The case study assumes ineffective management of the real estate offered for sale
with only half of the rented space. Therefore, at the day of the decision-making there
are vacancies amounting to 50%. The vacancies of 50% are a very high value and
uncommon in the market of the real estate of this type. According to the Colliers
Agency [23], the vacancy rate in Poland in 2017 on average amounted to 6% in big
cities, thus, it can be assumed that, in small cities, this rate will be higher and it
amounts to about 10%. Therefore, the analysis of profitability has been conducted
for two variants—compliant with the actual fact and with the value of vacancies
assumed in the market. When analyzing investment performance in the commercial
real estate market, the adequate terminology is applied. Therefore, there are: gross
possible income, effective gross income and net operating income. Gross possible
income (GPI) includes all possible income from real estate, established by assuming
the rent of the total space and full receivables collection [24]. Gross possible income,
which becomes more realistic when taking into account income loses, allows for
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determining effective gross income (EGI). It is the value actually obtained by the
investor. Thus, it is potential income minus losses resulting from vacancies,
uncollected receivables. The difference between effective gross income and opera-
tional expenditure is determined by net operating income (NOI). The difference
between effective gross income and net operating income in the process of valuation
is not affected by the items such as: depreciation or credit costs [25]. In turn, as stated
by E. Kucharska-Stasiak, operational expenditure is “regular and expected expen-
ditures essential for maintaining the real estate and its generating income” [24].

In the assessment of economic efficiency of the investment project undertaken by
the potential investor, an important aspect is therefore the analysis of the amount of
future income from renting the real estate and the analysis of the projected costs
related to real estate management. While determining the stream of income from real
estate it is necessary to take into account the financing with external capital and the
amount of income tax paid. Cash flows for real estate are established in accordance
with the following pattern [22]:

Net operating income (�) Debt service¼ Pre-tax cash flows (�) Income tax¼ Post-
tax cash flows.

The realized revenues from the real estate analyzed in the paper occur in the form
applied in the market—a monthly rent paid by tenants for using the commercial
space and in the form of service charge constituting the tenants’ share in the
operating costs of maintaining the real estate.

In the assessment of efficiency of investment in commercial real estate, the basis
for determining the stream of income from real estate is net operating income [NOI].
The value calculated could be use by the novice investors to make a decision related
to invest capital in a given commercial property. Annual operational expenditures
incurred for the analyzed real estate amount to PLN 267,993. They mostly consist of
management costs (PLN 134,118) and property tax (PLN 70,000). The other oper-
ating costs are: land value tax, insurance, accounting, security and service charges
for ventilation and elevators.

Net operating income can be defined as income that can be generated by real
estate from which there will be subsequently subtracted the value of debt, depreci-
ation and income tax. It is the value which determines the potential of real estate for
achieving net profit by the investor. The calculated net operating income for the
analyzed commercial real estate is presented in Tables 1 and 2. The calculations
relate to two variants of the assumed vacancies: 50% and 10%.

Net operating income is the value used by investors who consider the purchase of
commercial real estate. When analyzing the results obtained in Tables 1 and 2, there
can be observed high operating income in both variants. In the variant with the
rented space, in 50% the income is from PLN 1.2 million to PLN 1.6 million
annually in 10 years of the analysis. In the other variant, it can be noticed that the
income is twice as much. If the investor were to make a decision right now they
would not give it a thought since both variants bring high financial results.

The calculation of the value of NOI and its analysis is however only the
introduction to the assessment of financial performance of the investment consisting
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in the purchase of the analyzed shopping center. An important part for the investor is
the amount of cash flows which they can expect from the activity carried out with the
real estate. The analysis assumes an annual rise of 3% in the net rent and thus the
possible income will grow at the rate of 3% per year. Operational expenditure will
remain at the same level throughout the projection period. The cash flow forecast is
presented in Tables 3 and 4.

The analysis of cash flows for 10 years indicates the advantage of the second
variant, where vacancies amount to 10%. The calculations performed in Tables 3 and
4 lead to the conclusion that the variant II generates cash flows of about ten times
higher than the variant I. Therefore, if the investor purchases the analyzed shopping
center, they should focus on its management so that they fully utilize the commercial
space for generating profits.

Investments in commercial real estate are long-term investments, thus long-term
periods are typical of them. As mentioned above, to assess their profitability, there
should be used financial methods not including single periods of time (year, quarter
or month) but the methods based on the values of income and costs forecasted for
subsequent years. Thus, for the purposes of the paper, there have been used discount
methods of the assessment of investment profitability, using the changing time value
of money.

The analysis has started with the method of net present value (NPV) known in
literature which, as stated by J. Pawłowski, is the difference between the market
value of the investment project and the expenditure necessary for its implementation
[15]. Net present value allows for the assessment of benefits (surplus cash) the
investment in the commercial real estate will bring over the lifetime of the project
[18]. One of more important issues when calculating NPV is estimating their future
cash flows. They consist of net capital expenditures on setting up the venture and
future cash receipts from rents and generated by the analyzed real estate.

The calculations of net present value (NPV) have been performed in Table 5 as
the difference between the sum of discounted net cash flows achieved during the
operation of the shopping center and the total capital expenditure [26]. In the
calculations, there has been assumed the discount rate at the market level, increased
by 2 pp. As noted from the analysis of the market of the leading commercial real
estate in Poland, on average, the rate amounts to 6%. Due to the fact that the real
estate analyzed in the paper is not the leading one in the country, the value has been
increased to 8%.3 Discounting has served for updating all future income from the
rent of the commercial space, which will be generated by the purchased real estate in
the future (Table 6).

In this way, the calculated NPV for the analyzed real estate is the negative value
for the first variant and the positive value for the second one [27]. The investment
project associated with the purchase of the shopping center and the assumption on

3www.savills.pl/polskie wiadomości, the article of 16 April 2018 prepared by the experts of the real
estate market, the Savills global company listed on the London Stock Exchange; www.wyborcza.
biz/giełda of 16.04.2018 (accessed on 10.09.2018).
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the rented space of 50% occurs to be financially ineffective, thus it should be rejected
[28]. The 90% rent of the area is characterized by the positive net present value,
which means that the realization of the investment is profitable for the potential
investor. The condition in favor of the acceptance of the project—NPV � 0 is
fulfilled [20, 29–32]. While comparing the investment of the specific amount in
the purchase of commercial real estate with the hypothetical investment of the same
amount only in the capital market (e.g. in the form of bank deposit) it has been found
that the investor will achieve higher economic benefits from the investment in
commercial real estate. The calculated NPV for it amounts to more than PLN
5 million, which means that the investment of the own amount in the purchase of
real estate and taking out a loan generates more by over PLN 5 million than an
exemplary bank deposit.

The calculations indicate that the investor purchasing the analyzed shopping
center with the rented space for 10 years, but only in 50%, must manage the property
so efficiently that the vacancy rate changes from 50% to at least 10%. Then, their
investment will meet the requirement of financial profitability and they will receive
the surplus of benefits over expenditures of more than PLN 5 million.

NPV, which expresses investment performance in amount, does not inform on the
scale of its profitability. For a more complete picture, there has been used a
supplement of the NPV method, namely profitability index (PI) [33]. According to
J. Jaworski, it is one of indicators referring the effects of investment to the expen-
ditures incurred previously [34] (Table 7).

The calculated values of profitability index (PI) respectively amount to—for the
first variant (vacancies of 50%) 48%, and for the other variant (vacancies of 10%)
180%. The subject literature indicates that investment is cost-effective if PI > 1,
which means that the sum of discounted income is higher than capital expenditures
[32, 35]. Therefore, the calculations clearly indicate that if the investor does not
apply good real estate management and does not increase the rented area, their
purchase of the shopping center will be unsuccessful from the financial point of
view. This is confirmed by the calculated NPV (negative value) and the calculated
profitability index (PI), which, for the variant with the vacancy of 50%, amount to
less than one. This means that the purchase and benefiting financially in the form of
rent from the analyzed real estate which is the shopping center, only in the second
variant with the vacancy of 10% will provide the investor with additional free money
amounting to 80% of the invested amount.

Table 7 Profitability index PI

Specification Variant I Variant II

NPV �3,571,845 5,501,282

Capital expenditures in the initial period 6,900,000 6,900,000

Profitability index PI 0.48 1.80

Source: Own calculations
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5 Conclusions

The variety of methods used to evaluate the effectiveness of the investment in real
estate is very diverse. Starting from comparing a given property with another, to
more complex techniques taking into account the income stream generated by the
property. Investors who are just starting their activity on the commercial real estate
market often make decisions based on a comparison of the sale prices of the
properties they are interested in and on the basis of the operational income that
can be obtained. In contrary, experienced investors deal with this problem focusing
not on the price of the purchased property nor net income, but on future cash flows.

The conducted research has shown that the investment project may be a finan-
cially effective one for a potential investor. However, the rental area must be
increased from 50 to 90%—compared to the initial state.

The research conducted has shown that the value of operating income should not
be the only prerequisite for undertaking investments in a given commercial real
estate. The operating income calculated for the two variants of managing the
shopping gallery indicates that both will be effective for the investor, the difference
is only in the income amount.

More comprehensive analysis based on NPV and PI investment performance
indicators shows that Option I is ineffective, which means that future income will not
be sufficient to cover investment expenditures, so Option I should be rejected.
Consequently, it should be stated that a fast investment decision based on the size
of operating income—results in lowering the quality of such decision and is there-
fore inconsistent with the policy of sustainable development. The calculation of the
DON value and its analysis should be an introduction to the study of the financial
efficiency of the investment, if the purchase of the analyzed shopping center is being
deliberate. In the author’s opinion, an important issue for the investor is the level of
the expected cash flows that he can expect from the business activity carried out on
the property.

The research conducted confirms the hypothesis, that making an investment
decision if the commercial real estate market is the issue, should be preceded by
an examination of investment effectiveness, consisting in the calculation of financial
ratios. The NPV and PI used in the case study correctly illustrated the effectiveness
of the investment undertaken.

The analysis of financial performance of investment associated with the purchase
of the shopping center indicated that the operation of the center for a new investor
with the previously rented commercial space will be financially unprofitable.
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Financial Aspects of the Common
Agricultural Policy for the Environmental
Sustainability of Polish Agriculture

Karol Kociszewski

1 Introduction

Financial instruments of environment protection in agriculture generate an economic
burden for polluters and/or positive incentives for agents delivering ecological
services and public goods. Such actions have been introduced as a result of Poland’s
accession to the European Union (EU). Sustainable development integrates eco-
nomic, social and environmental aspects, and the relations between these dimen-
sions. This paper is focused on the latter one (environmental sustainability) under the
influence of a meaningful part of economic policy. The impact of the Common
Agricultural Policy (CAP) on sustainable development of agriculture has been
assessed in many studies, some of which concern the economic aspects [1]. Another
describes the evolution of the CAP towards sustainability thanks to increased funds
for environmental protection [2]. That is why the purpose of the article is to
characterise the implementation of financial instruments for environmental protec-
tion in Polish agriculture within the framework of the CAP. It concerns two essential
parts of the CAP budget: the Pillar I (direct payments) and the Pillar II (rural
development). One of the research studies showed that an increase in the share of
Pillar II payments (especially the agri-environmental programmes—AEP) promoted
environmental sustainability and that direct payments do not help to achieve it [3]. It
was also mentioned by Osterburg et al. [4]. Consequently, they should be directed to
support delivery of environmental public goods. That is why, in that paper, attention
was paid to the greening of direct payments and their relation to standards of
environment protection—in the Pillar I. In the framework of the Pillar II, pressure
was put on pro-ecological operations: the AEP, aid for farms in Less Favourite Areas
(LFAs)—presently called Areas Facing Natural or Other Specific Constraints
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(ANCs)—and afforestation programmes for agricultural lands. Increased attention
was paid to the most important measure—the AEP. From 2014, its name was
changed into Agri-environment-climate Measures (AECM), which is the manifes-
tation of the strengthened connection between the CAP and the climate policy of the
EU. From the same year, the special measure aimed at support for organic agricul-
ture was separated from the previous AEP. All the aforementioned instruments—
based on subsidies—are positive incentives for pro-ecological operations.

2 Methodological Aspects

A characteristic of the implemented rural development operations enumerated in the
introduction focuses on the effectiveness of allocation of the European Union’s
funds intended to protect the environment in Polish agriculture. The first part of
the paper shows why they do contribute to environmental sustainability. More
advanced characteristics of implementation of environmental second pillar measures
would require further research referring to data on the area under the related financial
support, the number of farms involved, institutional and other aspects. Some of the
data was presented to show the change in the environmental dimension of sustain-
ability after Poland’s accession into the EU. On the one hand it concerned area under
the AEP, on the other the changes in the agricultural impact on the environment in
Poland compared to the EU. However, generally, the effectiveness of allocation was
assessed on the basis of the extent to which the funds were used compared to the
opportunities. These opportunities were determined on the basis of international
comparisons concerning distribution of the CAP funds into the Pillar I and Pillar II,
and the percentage the share of expenses into the described operations within the
Pillar II in the entire EU and Poland. The higher the share of the second pillar in total
CAP expenses, the higher the possibilities to finance the environment protection.
This situation promotes the effectiveness of the operations. Finally, this effective-
ness depends on internal decisions in member states where the CAP funds are
definitely divided into both pillars and into particular instruments within the Pillar
II. The result is the value of the funds contributing to environmental sustainability. In
this case a comparative analysis was applied on an international scale on the basis of
available statistical data.

The effectiveness of the allocation for environment protection was evaluated also
in a dynamic approach—on the basis of changes of CAP environmental expenditures
in consecutive periods after Poland joined the EU. In this case a descriptive analysis
was conducted in the framework of subsequent financial perspectives (2004–2006,
2007–2013 and 2014–2020). Presently, the EU budget is being designed for the
incoming period (2021–2027). For this reason a time frame was accepted—from
joining the EU to the time in relation to which it is possible to predict the funds level
for the discussed operations (2004–2027).

The elaboration was based on the results of a study of the subject-matter literature
and analysis of secondary sources, due to which the theoretical part was developed.
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Factual material and statistical data were collected to describe the manner, direction
and extent of implementation of the agricultural policy instruments with their
connections to environmental requirements. This analysis were accomplished with
results from an empirical survey conducted with Polish farmers, and helped to show
their willingness to take part in the AEP.

3 Specificity of Implementation of Financial Instruments
in the Light of Environmental Sustainability

Sustainable development is the process referring to an entire economy, society and
environment. However, according to the author, besides such a holistic approach, it
is also a concept referring to particular sectors of the economy (among others, to
agriculture). Taking into consideration the literature connected with sustainable
development [5–7], and with sustainable development of rural areas [8], it is possible
to define sustainable development of agriculture. It is a process based on agricultural
production ensuring a safe and secure food supply, meeting satisfactory ecological,
economic and socio-cultural standards for all people in rural areas and outside of
them (nowadays and for future generations) [9]. Together with economic and social
aspects of welfare, such a process is based on stability within ecosystems whose
status depends on agricultural production, so it is desirable to take into account its
positive and negative environmental external effects [10]. They are under influence
of measures used within the CAP. If these instruments have an influence on the
reduction of negative and/or enhance positive externalities, it is desirable to increase
the funds for such measures. The consequences and effectiveness of the implemen-
tation of financing instruments for agriculture environmental sustainability depend
on decisions made at the EU level and in member states.

• In the first case, they concern the shape of the main groups of instruments and the
value of the potential funds divided into the Pillar I and Pillar II (and in the case of
certain instruments—their required allocation share in the second pillar). At this
level there are also being shaped environmental requirements and other principles
binding for beneficiaries of agricultural subsidies.

• In the second case, the authorities and domestic organisations (including Polish
ones) decide on the final share of the Pillar II in domestic envelopes (the values of
the funds granted to a particular state) and on the share of pro-ecological subsidies
in the Pillar II. This is dependent on the current operations of the Ministry of
Agriculture and Rural Development (MARD) and the Agency for Restructuring
and Modernisation of Agriculture (ARMA).
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3.1 Economic Aspects of Environmental Requirements
and Measures

A part of the subsidies stimulates the delivery of environmental services from
agriculture (Fig. 1b, c). On the other hand, the risk of reduction or withdrawal of
the CAP subsidies in case of failure to meet these standards (Fig. 1a) is the only
financial sanction against the negative agricultural impact on the environment.

A. According to the cross-compliance (Fig. 1a) principle, farmers who receive
direct payments from the Pillar I and subsidies from the Pillar II must meet
basic environmental requirements. They limit the negative external effects of
farming caused by emissions to water, air pollution, degradation of soils and
losses in biodiversity. Due to this, conventional agriculture is closer to the
standard which could be the sustainable development of agriculture.

B. Since 2014, as a result of CAP reform, direct payments for additional obligatory
pro-eco activities (Fig. 1b) have been implemented. They must constitute 30% of
the funds from the Pillar I in every member state. Farms must meet, among
others, requirement of diversification of crops in order to enhance the quality of
soils and ecosystems; they must also establish Ecological Focus Areas (EFAs) in
5% of Utilised Agricultural Areas (UAA) in each farm.

These areas are supposed to enhance water protection and protection of
natural habitats and of wild fauna and flora. EFAs include such elements of
the rural landscape as set-aside, woodlands, terraces and buffer zones. Apart
from this, farmers must maintain grasslands promoting biological diversity and
absorption of contaminants. Such a change to the Pillar I means that it promotes
external ecological benefits.

C. The AEP generate external benefits and, at the same time, reduce environmental
external costs. It results from the essence of the instrument—a farmer must meet

A. Cross-
compliance

Rural development including:

• Agri-environmental programme
• Support for organic farming
• Afforestation
• Support for LFA

“Green” direct payments

Direct payments 

B. Additional 
environmental 
requirements

C. More restrictive
additional environmental 
requirements

Fig. 1 The Scheme of dependency between environmental standards and economic instruments
supporting agriculture in the EU (Source: Author’s own elaboration)
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essential environmental standards (cross-compliance) and, next, he/she is paid
for additional environmental services. In an economic dimension it affects
growth of the farmers’ incomes and it increases the availability of higher quality
foodstuffs (in terms of the support for organic farming). Similar impacts related
to the maintenance of extensive farming along with eco-system services arise
from the application of subsidies for LFA. However, this impact is much weaker
because farmers do not have to render additional environmental services. Affor-
estation of agricultural land contributes to increased external benefits and lower
external costs, but to an extent limited to the functions of forests.

3.2 Implications from Decisions Made at the Community
Level

In the first period of Poland’s membership in the EU (2004–2006), the structure of
CAP expenses in Poland was more advantageous for the Pillar II (than for the first
one) compared to the entire EU level (Table 1). The share of the Pillar II in total
value of CAP equalled 56%.1 These solutions were the effects of the pre-accession
negotiations in the framework of which the “old” member states (EU 15) had not
agreed to grant new members (EU 10) the same direct payments as they had. As a
compromise, the value of the funds for rural development has been relatively
increased in the EU 10. At the same time reallocation of 20% of value of the Pillar
II into the Pillar I was enabled. Polish institutions dealing with agricultural policy
(MARD and ARMA) were not prepared for the implementation of environmental
operations in the Pillar II, and for this reason they made full use of the opportunity of
the reallocation (direct payments are much easier in implementation). As a result,
according to calculations made by the author, the total allocation into the rural
development (4.05 billion euros) was reduced by 14% to 3.49 billion euros. As
such, the advantageous possibilities to finance environment protection operations
made by the EU were reduced as an effect of the domestic decisions (Polish ones).

Table 1 The division of CAP funds into Pillar I and Pillar II in Poland and the EU

Time period 2004–2006 (%) 2007–2013 (%) 2014–2020 (%) 2021–2027 (%)

Poland Pillar I 51.8 52.9 73.2 70 74.3a

Pillar II 48.2 47.1 26.8 30 25.7a

EU Pillar I 79.3 76.5 76.6 78.5

Pillar II 20.7 23.5 23.4 21.5

Source: Author’s own elaboration based on Council regulation [11] and documents from the
European Commission (EC) [12–14] and MARD [15–17]
aThe shares calculated in the scenario according to which 15% of Pillar II was reallocated to Pillar I

1Author’s own calculation based on sources presented above in Table 1.
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From 2007 to 2013, the share of CAP Pillar II in new member states was still
more advantageous for environmental sustainability than in the entire EU. The
overall EU funds for agricultural policy in Poland went up from 7.23 billion euros
in the years 2004–2006 to 28.5 billion euros in the years 2007–2013 (by 50.3% in a
year scale2), and from 3.49 to 13.4 billion euros in the CAP Pillar II in the same time
period (by 46.5% per year). The growth was less dynamic compared to the first pillar
(where it equalled 54.1%), and consequently the share of rural development in total
CAP allocation for Polish agriculture decreased slightly (from 48.2 to 47.1%).

Formally, the structure of expenses for 2014–2020 have been changed a little
(Table 1). However, the member states may transfer 15% of Pillar II value into the
first one, and states—where the rate of direct payments per hectare is lower than 90%
of the average rate in the EU (for example Poland)—may allocate an additional
10 percentage points of value of the Pillar II for this goal. Member states may also
transfer funds reversely and, in consequence, most of the member states decided to
move a part of the direct payments for rural development. A projection of the
financial flows shows that across the EU around 4 billion euros will be transferred
from Pillar I to Pillar II over 6 years—from 2014 to 2019 [18]. Poland (together with
Hungary, Malta, Slovakia and Croatia) made an inverse decision and reallocation
from rural development to direct payments had impact on limited possibilities for
pro-ecological measures. The value of CAP financial support for Polish agriculture
has not been reduced in relation to the period 2007–2013. It equals 28.5 billion euros
in fixed prices from 2011.3 However, the value of the Pillar II was reduced by 5.76
billion euros in real terms (by 43%) compared to the period 2007–2013 because
MARD [20] decided that 25% of CAP Pillar II funds be transferred into the Pillar
I. As a result, the share of the second pillar in the total CAP value for Poland
decreased from 47.1% in the previous period to 26.8% in the years 2014–2020.

On the other hand, it is worth paying attention to the changes in the direct
payments system. Since 2015, 30% of them are granted for greening (Fig. 1b). It
results from the impact of the ecological policy of the EU on the CAP—20% of the
total EU budget must be allocated for goals related to protection of climate
[11]. Thanks to that, opportunities for funding environmental protection from the
CAP were increased in the member states (as more specifically described in Sect. 4).
However, it should be mentioned that changes in the Pillar I turned out to be less
advantageous for making the agriculture more ecological than was originally
planned.4 At the time of negotiations related with CAP reform for 2014–2020,
conditions for greening direct payments were reduced in relation to primary assump-
tions. Requirements of crops diversification apply only to farms exceeding 10 ha,
instead of farms exceeding 3 ha as in the original version of the reform. Finally, it

2The value of the allocation from the years 2004–2006 should be divided by 2.67 (2 years and
8 months), and the value of the support in the years 2007–2013 by 7 (years).
3To calculate the real value (in 2011 prices), the European Commission (EC) applied the deflator
1.125 [19].
4Final solutions of the CAP reform for 2014–2020 were described by Kociszewski [21].
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will concern only 15.4% of the total number of Polish farms.5 Planned
pro-ecological changes were also limited in the case of EFAs, which are to include
5% instead of the planned 7% UAA in every farm. It concerns farms exceeding 15 ha
(previously more than 3 ha) i.e. only 8.6% of farms in Poland. Originally, it was to
concern additional areas apart from existing permanent grasslands. At present, it is
possible to include them into EFAs, and member states acquired a certain freedom
when it comes to the criteria for these lands. Besides this, the rules of control of the
maintenance of permanent pastures (the third element of the greening) are much
weaker than was planned.

In 2021–2027 (mainly because of the projected Brexit) the EU budget for
agriculture will be reduced by 5% nominally—to 365 billion euros in current prices
[13]. In fixed prices (from 2014)6 it will be 324 billion euros (20% less than in years
2014–2020). 285.2 billion euros (in current prices) is destined for Pillar I and 78.8
billion euros for rural development. It means that the allocation for Pillar II will be
reduced by 21.2% in real terms. The value of financial support proposed for Polish
agriculture is 30.4 billion euros in current prices (21.2 for Pillar I and 9.2 for Pillar
II). In real terms, it is planned to be reduced by 16.5% (to 27 billion euros in prices
from 2014) compared to the previous period. The value of the Polish Pillar II will be
cut by 25% in real terms (8.17 billion euros). That change is unfavourable for
environmental sustainability, but could be even worse if the Polish authorities
decided to reallocate 15% of expenditures7 from the Pillar II do Pillar I. The value
of rural development would be 7.82 billion euros in current prices (6.95 in fixed
prices), and its share in CAP funds for Poland would be decreased from 30%
(according to the EC proposal) to 25.7%.

Irrespective of disappointing—in the light of environment protection—decisions
regarding CAP reform for 2014–2020 (limitation of the second pillar, weakened
requirements for greening) and the reduction of funds for rural development in
2021–2027, it must be stated that due to growing Pillar II expenditures in the
previous periods and their relations with environmental requirements, the accession
to the EU established advantageous conditions to implement instruments favourable
for environment protection in agriculture. Unfortunately, the Polish authorities
decided on a reduction of the Pillar II share in the total value of the CAP expendi-
tures. Consequently, it limited the possibility to implement pro-ecological instru-
ments in a wide range. One can refer here to the theory of cumulative conditioning of
Myrdal [23]. Primary conversion (in this case a decrease of the second pillar funds)
causes the consequences of cumulating changes into a direction caused by the initial
change—the relative limitation of funds from this source at subsequent periods and
the reduction of implementation of environmental measures. As a result of the first

5Author’s own calculations based on data published by Central Statistical Office [22]. As a
reference point all farms have been included—2277 million.
6The EC has used the deflator 1.126 to calculate budget for 2021–2027 [13].
7According to the new rules for CAP 2021–2027, the rate of reallocation cannot be higher than 15%
(in the years 2014–2020 it could be 25%).

Financial Aspects of the Common Agricultural Policy for the. . . 83



decision, the Polish government agendas did not effectively prepare for the imple-
mentation of rural development measures. When the procedures connected with
them occurred to be too difficult (with special consideration of the AEP), they had to
reduce CAP expenditures on that goal. In consequence, the possibilities to lead in the
environmental second pillar programmes were limited once again.

4 The Implementation of Environmental Measures
in Polish Agriculture

In the period before 2004, Polish institutions were not prepared for implementing the
AEP and other environmental instruments of the CAP Pillar II. Consequently, after
the accession, the value of funds for them was significantly reduced in relation to the
possibilities established within the CAP. In 2004–2006, allocation of the AEP
constituted the highest share in the CAP Pillar II value among all its instruments at
the level of the entire EU (22.6%). In Poland, the programme came sixth in this
respect—a mere 0.17 billion euros from the EU budget (4.1% of Pillar II value;
Table 2). A similar situation took place in the case of the share of funds for
afforestation of agricultural lands. The share of LFA subsidies in the Pillar II turned
out to be relatively high because this instrument does not require difficult tasks from
beneficiaries, and it is not related with complicated administrative procedures.
Hence, it is more easily implemented by agricultural agencies.

In 2007–2013, the sum of values allocated for the AEP, LFA and afforestation
increased by 322% in absolute value (from 1 to 4.22 billion euros), by 60% per year
(from 0.375 to 0.602 billion euros) and in relation to the overall expenses from the
Pillar II in Poland (from 24.7 to 31.5%). It mainly results from the increased
allocation for the most important measure (the AEP). According to the author’s
own calculation based on data from MARD [15, 20], the EU funding for it was
increased from 0.17 to 1.84 billion euros—by 310% per year. In terms of the share in
the Polish rural development fund (13.7%), the AEP was third among other opera-
tions. It means that opportunities arising from the CAP were used to a larger extent.

Table 2 The shares of expenditures on environmental measures in overall allocation for the Pillar
II in Poland

Time period 2004–2006 (%) 2007–2013 (%) 2014–2020 (%) 2021–2027a

AEP 4.1 13.7 15.2 –

LFA 18.7 14.8 16 –

Afforestation 1.9 3 2.2 –

Overall 24.7 31.5 33.4 –

Source: Author’s own elaboration based on available literature [24], strategic documents of the
European Commission [12–14], European Union DG Agri [25] and MARD [15–17]
aThere are neither plans nor allocations available yet
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However, the AEP allocation was still much lower compared to the entire Union
(EU-27), where it stayed at the first position—23.1% of value of the Pillar II [25].

According to the author’s own calculation based on data from European Union
DG Agri [25], the programme was implemented there at 14.8% UAA. In Poland it
covered a smaller area (9% UAA) and was implemented in a relatively small number
of farms (4.5% of the total number) [16]. In this respect the activities of Polish
institutions involved in the agricultural policy may be considered as ineffective,
especially taking into account the results of the author’s own survey, according to
which 13% of Polish farmers declared that they had a willingness to take part in the
AEP. It showed that there is a demand from agricultural producers concerning
environmental issues, so there is potential to lead in the AEP in a wide range.

In 2014–2020, the total value of EU support for enumerated operations in Poland
(similar to these from 2007–2013) equalled 2.77 billion euros in nominal terms [20],
including AECM along with subsidies for organic farming 1.2 billion euros, affor-
estation 0.19 billion euros and LFA—1.38 billion euros. In real terms, that value
equals 2.46 billion euros (annual average 0.35 billion euros) which is 1.8 billion
euros less compared to the previous period. It means smaller dynamics of decrease in
funds (�42.2%) than in the case of the aforementioned reduction of total value of the
Pillar II for Poland (Sect. 3.2). Due to this, the share of operations in the area of the
environment protection in Polish rural development allocation went up minimally
(from 31.8 to 32.1%). It results from the EU requirement: 30% of the funds from the
Pillar II must be allocated for actions related to the environment protection. It is the
next (apart from previously indicated) symptom of the European Union’s ecological
policy impact on the CAP.

Assuming that to the end of present financial perspective 30% of the value of
direct payments (6.225 billion euros in real terms) is to be allocated for “greening”,
the reduction of the real value of environment protection support (1.8 billion euros)
will be compensated for even with a surplus. That surplus would be 4.425 billion
euros, however it should be mentioned that three main requirements of the greening
are less restrictive than in the AEP and, hence, factors stimulating environmental
services are much weaker too. Apart from this, they will concern only larger
conventional farms. For the rest of the farms the “green” direct payments are rather
a kind of social aid, maintaining the dispersed structure of the farms.

As was mentioned above, the rural development funds were strongly reduced for
the years 2021–2027. Assuming the same share of environmental measures in Pillar
II as in the previous period (33.4%), the allocation calculated according to the initial
proposal from the European Commission [13] would be 3.07 billion euros in current
prices or 27.2 billion euros in fixed prices (from 2014). After probable reallocation of
15% of Pillar II to the Pillar I, the expenditures for these measures in Poland would
be 2.22 billion euros in current prices or 1.97 billion euros in fixed prices. It means
that the support for environmental sustainability within rural development would be
cut by 20% (by 0.5 billion euros in real terms) in comparison to the previous period.
The real value of the support would be 0.28 billion euros per year, which is the
smallest one from the beginning of Poland’s membership in the EU.
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5 Conclusion

The change in the structure of the CAP budget shows the impact of the EU’s
environmental policy. It is expressed in the growing share of allocation for environ-
ment protection operations in overall CAP funds. It has established possibilities of
support for environmental sustainability of Polish agriculture. Before accession to
the EU, no financial instruments were applied to finance environment protection in
this sector of the economy. The way of financing of domestic agricultural policy was
assessed critically in the light of the use of these opportunities. It is proven by the
effects of the Polish authorities’ decisions on the structure of the CAP funds
(especially in the years 2004–2006 and 2014–2020, as well as probably in the
years 2021–2027). It concerns relatively low (compared to the European Union’s
average) financial value of the AEP/AECP and other pro-ecological operations,
which is a derivative of relatively small amounts allocated for the Pillar II. It does
not mean that the way of implementation of the CAP should be the same in all
member states (the problems are different), but it is desirable to take into consider-
ation changes in the relations between the three dimensions (economic, social and
environmental) of sustainable development. They have changed in a direction which
is disadvantageous for the environmental one. It effects from political will—the
Polish authorities treat improvement of the economic farms situation as a priority
and that is why they reallocated a part of CAP Pillar II to increase expenditures for
direct payments. It was done to contribute to the modernisation of Polish agriculture.

We can observe positive economic consequences of direct payments; however,
after the EU accession environmental pressure of Polish agriculture was increased
[26]. Pillar I enabled increasing the external factors of production and influenced the
general intensification of plant production. Following the accession, the fertilisation
rate (NPK) went up by 50% per year, and emission of nitrogen—by 52% per year
(pressure on water quality). In 2008, the consumption of nitrogen in Poland (70.7 kg/
ha UAA) exceeded the average for the EU (64 kg/ha UAA). In 2015, in Poland
(69 kg/ha UAA), it was 11.5% larger than in the entire EU (61.2 kg/ha). The annual
greenhouse gases (GHG) emission from Polish agriculture went up by 2.4% and it
was more dynamic compared to the changes in the entire EU (by 1% per year in the
same period). In 2016, the share of agriculture in total emission of GHG from the
economy was 10.3% in Poland and 9.8% in the EU. In the period 2003–2015, the
consumption of pesticides increased three times per year over what is hazardous for
biological diversity in rural areas. Growing environmental pressure was insuffi-
ciently mitigated by direct regulation instruments (cross compliance, greening) and
rural development funds. It was also affected by the low effectiveness of institutions
involved into domestic agricultural policy. In the period prior to accession they were
not prepared for implementing the AEP, which resulted in limited funds allocated for
this instrument in the subsequent periods of EU membership.

From a present and future financial perspective, environmental measures will
grow in importance within direct payments, but they less effectively support envi-
ronmental sustainability than the ones within the rural development fund. To
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compensate for the decrease in its value, the environmental impact of the CAP
should be strengthened in the aspect of more restrictive and better controlled
requirements for farmers receiving subsidies from Pillar I. It refers to the projected
CAP reform for the years 2021–2027.
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Transition to a Green Economy:
Programming for a Low-Carbon Economy
at the Voivodeship Level

Paulina Szyja

1 Introduction

The issue of a low-carbon economy gained strongly in importance during and after
the real economy crisis of 2008–2010. The term is strongly related to two main
elements: energy efficiency and renewable energy sources (compare to [1, p. 1709]).
Activities which should be undertaken on various levels (public, of companies and
of households) have to give directions to cut down the emission of greenhouse gases
(carbon dioxide in particular). Moreover, introduction of practices of energy effi-
ciency and investments in renewable energy sources should allow to provide energy
security and help to adapt to or mitigate climate changes. The mentioned actions are
strongly connected with economy, society and environment. In all these areas there
is a need to introduce significant changes. For example, traditional sectors of
economy should be modernized, and new ones should be launched. As for society,
changes in habits are needed. Furthermore, there should be mental changes in
thinking about the role of the environment for humanity: not as an inexhaustible
reservoir of resources, but a reservoir of services which should be looked after due
to its importance both for the possibility of creating competitive advantages in the
economy and for future generations. In the European Union, we have just started
our march towards a low-carbon economy, which is the reason of strong commit-
ment of governments (by appropriate central policy, programming of sectoral
policies, legal regulation, financial instruments, education), private business
(by new sectors or branches of economy, eco-innovative products and services,
activities related to energy efficiency in operational processes, consumption energy
from renewable energy sources), and households (changes in energy consumption
habits, sustainable consumption in general), which is presented in Picture 1 by
arrows in bold (Picture 1).

P. Szyja (*)
Pedagogical University of Cracow, Kraków, Poland

© Springer Nature Switzerland AG 2020
K. Daszyńska-Żygadło et al. (eds.), Finance and Sustainability, Springer
Proceedings in Business and Economics,
https://doi.org/10.1007/978-3-030-34401-6_8

89

http://crossmark.crossref.org/dialog/?doi=10.1007/978-3-030-34401-6_8&domain=pdf


All mentioned action require a comprehensive approach that takes into account a
number of conditions, changes and/or adaptations in many areas, ranges. That is why
we are talking about transformation for a low-carbon economy [2]. This, in turn,
contributes to the shaping of the new development framework, which were at the
heart of the low-carbon economy idea. International organizations, such as the
Organization for Economic Co-operation and Development (“Declaration on Green
Growth”) [3] or the United Nations Environment Programme (“Towards a Green
Economy: Pathways to Sustainable Development and Poverty Eradication”) [4],
called governments to introduce structural changes to make the natural environment
the main area of interest. At the beginning, the idea of changes was strongly related to
the concept of sustainable development. This opinion confirmed “A European Union
Strategy for Sustainable Development”, adopted in 2001. In this document it was
pointed out on key areas of operations, of which the first was: limit climate change
and increase the use of clean energy [5]. The term of low-carbon economy, step by
step, gained into importance as operationalization the concept defined in report “Our
Common Future” [6]. Nowadays, the idea of a low-carbon economy is implemented
in the form of plans or programs and also as element of strategies of development at
the levels of the European Union (“Europe 2020”) [7], individual member states
(Poland: “Strategy for Responsible Development”) [8, 9] and local authorities and
then implemented in practice, taking into account the conditions at both local and
national level. However we can’t forget about a certain factor of an external nature for
Poland—the goals of climate and energy policy of the European Union, which
include cutting down emission of greenhouse gases (by 40% in 2030 compared to
1990), increase of energy efficiency (by at least 27% by 2030) and share of energy
from renewable energy sources (to at least 27% in 2030) [10, 11].

The main subject of this paper is an analysis of the issue of the low-carbon
transition in Poland on the level of self-governments, on the basis of its status in the
development strategy records.

The following questions are to be answered:

• Is the issue of a low-carbon economy included in documents?
• If so, what role does it play?

Economy                Society              Environment

Low-carbon economy

Government                    Private business              Households

(self-government)

Activities 

focused   on 

goals: 

-       energy 

security

-

adaptation/

mitigation 

to    climate 

change

Picture 1 Elements of low-carbon economy, subjects and goals (Source: Author’s own)
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• Whether the low-carbon economy or its components are included in the area of
development objectives of the region?

• Whether there are identified possible opportunities of the transition to a
low-carbon economy (for example: establishment of new branches or sectors,—
improvement of air quality)?

• Is there a need for a systematic approach to the issue and to undertaking the
necessary structural changes?

• Whether and within which areas of change a low-carbon economy is identified?

2 Methods and Procedures

In Poland, there are three levels of administrative division, and the research is
focused on the voivodeship level. Arguments for this selection are related with
their number, area, spheres of activities, and specificity of development program-
ming. Taking into account the first one, it should be pointed one that, in reference to
the 16 voivodeship, it is definitely more possible to analyze strategic documents for
the needs of preliminary research in the field of transformation for a low-emission
economy on a local level. However, we must be aware that the most practical
activities related to implementation of a low-carbon economy in Poland take place
in municipalities, due to their direct dependence on and communication with their
residents. As for the second one, the area, it is larger than that of other levels of local
government. As for the third one: detailed scope of activities, listed in the Act of
5 June 1998 on Voivodeship Self-government. Fourth one refers to i.e. innovation,
health, energy, and spatial development [12, p. 248].

The method of research is based on analysis of the development strategies of the
16 voivodeships in Poland, with the issue of a low-carbon economy taken into
account. It has been checked in detail whether the term of a low-emission economy
appears, what its relation to the objectives of the social and economic development
of a voivodeship is, and which areas of activity and/or areas it is related to: goals of
economy (e.g. energy sector), society (counteracting social exclusion), or maybe
environment (elements of improvement of environment quality).

3 Literature Review

The research method in this paper is mainly based on analysis of source materials—
development strategies of the 16 voivodeships. Its groundwork includes an overview
of literature in terms of the issue of a low-carbon economy transition, its elements,
and its role in development strategies documents.

As for the first one, the word “transition” is explained as a change from one form
or type to another, or the process by which this happens [13]. The word “process”,
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derived from the above definition, is the key element in development of a low-carbon
economy. In literature, the issue is an object of study including:

• institutional and non-institutional actors involved,
• areas of activities,
• sectors of economy involved,
• system’s approach,
• role of the market,
• results of transition for economy, human, and environment.

The shift to a low-carbon economy needs structural changes in economy
(on operational level in all sectors and branches), new regulations, new programs,
plans and politics, financial instruments, and education to create environmental
awareness. There is a need for a systematic transition. According to Tracy
Wolstencroft: Transitioning to a low-carbon economy presents both a significant
opportunity and an enormous challenge. An opportunity in that the commercializa-
tion of low-carbon solutions, including clean energy technologies, can further
catalyze an important emerging market and support the transformation of the global
energy sector. Simultaneously, this transition presents an enormous challenge given
the significant capital required to transform economies that have been reliant on an
energy system that has been largely fossil-fuel based [2].

In turn, Bożena Ryszawska highlights that a sustainable transition is a transition
(targeting, transition) from the current economy to the environmentally and socially
responsible activity: a low-carbon, resource-efficient, “green” economy, based on
“clean” technologies; to responsible consumption of greater equity and social
equity within and between generations [14, p. 188].

Government, business and society are the main actors of the transition to a
low-carbon economy. The literature contains examples of the contribution of each
of them to the transformation. For example, as for the government, involvement of
the state itself is crucial [15], and then so are the policies implemented, such as the
financial or the monetary [16]. Moreover, transition to a low-carbon economy
requires changes in economic policy [17], legal regulations [18], programming
[19], education, investment [20] etc., and therefore a comprehensive approach
with a significant role of the government is necessary [21].

Private business should introduce some changes in operational processes, and
offer environmental friendly products and/or services. There are some papers which
discuss the impact of the transition on creation of cooperation between enterprises
[22] or the role of innovation for sustainability of the transition [23].

In turn, in households there is a need to change previous consumption habits to be
more “eco”.

A transition of economy requires undertaking activities in many areas, i.e. in
financial sphere; particularly, public and private financial instruments are crucial for
the transformation process [24]. Next field is related to sectors such as: industry [25];
manufacturing [26]; energy [27]; services; and financial sector [28]. What is more,
the role of the market needs to be analyzed, e.g. in cleantech transition [29].
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In literature we can point to publications which are based on empirical research
related to the energy or the emission of greenhouse gases from different sectors, as
well as methods and ways to reduce their impact on humans and environment [30].

The transition to low-carbon economy can bring a lot of benefits, but simulta-
neously the process of implementing the necessary changes is associated with some
restrictions [19].

According to this paper, the last (but not the least important) element is the role of
a development strategy, which can be a substructure for transition to a low-carbon
economy. The issue is undertaken by researchers through some theoretical back-
grounds: explanation of the term of development policy [31] and the role of the
government in development programming [32]. Then literature includes both theo-
retical aspects of creating strategies as documents [12] as practical ones. In the first
issue authors are also describing the problem of construction and implementation of
development strategies, including subjective range, for example:

• countries [33],
• cities, highlighted the environmental and social aspects [34],
• local authorities [35],
• business [36],

or different sectors:

• of economy [37], especially by analysis some sectors on local level according to
its emission and possibilities to implement low-carbon economy plans [38],

and problematical issues:

• poverty reduction,
• environmental and natural resource dimension [33].

Taking into account some practical aspects, it is also worth to point out on policy
guidance on good practice in developing and implementing strategies for sustain-
able development [39].

It need to be emphasized that above mentioned aspects are presented in literature
by the concept of sustainable development.

In turn, taking into account practical aspects of development strategies, there is
emphasized their role to introduce some solutions, for example: planning and
implementing large—scale infrastructure projects according to overcome climate
change [40].

In relation strictly to the issue of development strategy and low-carbon economy,
more and more common are papers, which present self-government, in reference to
the challenges that it face in the context of climate change. A lot of articles on this
topic are written by authors from Asia, which describe situation of cities, for
example Hong Kong [41]. According to the European Union, we can find documents
and studies, both of a regional nature—“A Roadmap for moving to a competitive
low carbon economy in 2050” [42]; “The EU Long Term Climate Strategy” [43], as
individual countries (“Climate Action Plan 2050. Principles and goals of the German
government’s climate policy”) [44]; cities (Stockholm action plan for climate and
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energy 2012–2015 with an outlook to 2030) [45] or local communities. But this
documents and papers in the EU are mostly separate from the development strate-
gies. They present mainly the issue of sustainable development or low-carbon
economy or climate policy goals, with emphasis of it for development in general
meaning. We can accept, that thanks to this solution, especially in documents at EU
and national level, the importance of this issue is underlined. However, there is a
question: is there a connection between development strategies—documents and
transition to a low-carbon economy as element or goal of development, pointed out
on mentioned strategies in general? This problem is area of interest in this paper with
reference to the regional development strategies of voivodeships in Poland.

4 Development Strategy at Voivodeship Level and a Low-
Carbon Economy

Strategy is a very important tool in programming socio-economic development. This
method, taken frommanagement sciences, is very helpful in defining the developmen-
tal framework due to the necessity to set goals, key areas of activity, and methods of
implementing these activities, as well as required tangible and intangible assets [35]. In
addition, it is necessary to take into account the dynamics of the ambiance and certain
constraints and barriers, as well as opportunities and challenges. Strategies are adopted
at both national and local levels by relevant authorities. Strategies adopted at the central
level often give direction to those at the local government level. Development strategy
is related to planning. As Andrzej Sztando highlights, Planning activities of territorial
self-governments take place wherever such local governments exist. It results from the
necessity of proper implementation of a series of activities for which they were
established [12, p. 247]. In Poland this applies to communes (gminy), counties
(powiaty) and voivodeships. Article 11.1 of the Act of 5 June 1998 on Voivodeship
Self-government specifies goals that should be included in a voivodeship’s develop-
ment strategy (The Act of 5 June 1998 on Voivodeship Self-government) [46]:

1. nurturing Polishness, and developing and shaping residents’ national, civic and
cultural consciousness, as well as nurturing and developing local identity;

2. stimulation of economic activity;
3. raising the level of competitiveness and innovativeness of the voivodeship’s

economy;
4. preservation of the value of the cultural and natural environment with the needs

of future generations taken into account;
5. shaping and maintaining spatial order.

What is more, article 11.2 defines areas of the voivodeship’s development policy:

1. creating conditions for economic development, including creation of the labor
market;

2. maintenance and development of social and technical infrastructure of
voivodeship’s importance;
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3. acquiring and combining public and private financial resources in order to carry
out tasks in the field of public utility;

4. supporting and conducting activities for raising the level of citizens’ education;
5. rational use of natural resources and shaping the natural environment, in

accordance with the principle of sustainable development;
6. supporting development of science and cooperation between the spheres of

science and economy, and supporting technological progress and innovation;
7. supporting development of culture, taking care of cultural heritage, and its

rational use;
8. promotion of advantages and development opportunities of voivodeship;
9. supporting and conducting activities for social integration and counteracting

social exclusion.1

The presented act do not emphasise directly the issue of a low-carbon economy as
an element of development programming. However, the act may point it out
indirectly in the areas related to appropriate conditions for economy, rational use
of environment, and also opportunities. The reference to this legal regulation results
from the necessity to indicate functional grounds for the voivodeships’ operation.
The quoted law is one of the elements which influence the substantive content of the
voivodeship’s strategies (Picture 2). We have to remember that self-government
level is determined by central government’s policy or the European Union. A
particularly important thing is the promotion of a low-carbon economy on the
European Union’s level (“A Roadmap for Moving to a Competitive Low Carbon
Economy in 2050”) [42] and that of the state (some elements of this issue in
“Strategy for Responsible Development”) [8, 9].

The subject of analysis in this publication are the latest strategies adopted in the
16 voivodeships of Poland, together with many important issues, also those related
to a low-carbon economy. The key issue is the role of this last one in creating future
development frameworks.

The strategies of development at the voivodeship level have been recently
adopted for the period of 2011/2013/2014 to 2020/2030. These documents contain
the term of a low-carbon economy, not directly though, but by describing activities
that are part of the issue discussed in this paper:

• highlighting the issues of air quality improvement by increasing energy effi-
ciency, increasing production of energy from renewable energy sources, and
modernization of energy infrastructure;

• pointing out on: some changes in traditional sectors of economy; development of
clean technologies; development of “green industries”. In literature we can find
papers on these elements: [27, 29, 30]; however, they are one of the key elements
of modern transformation processes in economies.

1Author’s self translation.
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The low-carbon economy issues are very often related to ecological or environ-
mental purpose only, for example in “The Development Strategy of the
Świętokrzyskie Voivodeship until 2020”, goal 6: Concentration on ecological
aspects of the region’s development, and similarly in “The Updated Development
Strategy of the Wielkopolska Region until 2020”, strategic goal 2: Improvement of
the environment and rational management of its resources. Nevertheless, it cannot be
limited to this dimension [21].

Furthermore, there are sentences which refer to a low-carbon economy in a
confusing way. This is evidenced by the provisions of two strategies. In “The
Development Strategy of Łódź Voivodeship 2020” we can find strategic direction
of actions: development of modern energy economy. This term raises serious doubts
as to the understanding of the term of a low-carbon economy. The “modern energy
economy” refers only to one sector, i.e. the energy sector, and a low-carbon
economy does to the entire systemic economy including a system of sectors,
industries and branches on one hand (as literature selection emphasizes: indus-
try—[25]; manufacturing—[26]; services and financial sector—[28]), and on the
other connections and interdependencies between various subjects (governments,
enterprises etc.). In turn, “The Development Strategy for Lower Silesian
Voivodeship 2020” emphasizes only the need to adapt to the climate change. It is

Impact factors in general:          

- government policy (especially the economic),

- legal regulations

- socio-economic situation in the country,

- European Union's policy (climate 

and energy policy goals in particular,

promotion of low-carbon economy)

goals, barriers, advantages, challenges

goals, barriers, advantages, 

challenges

Development strategy at the voivodeship level

development directions                                           main area of operations

(i.a. operations related to 

a low-carbon economy)

Impact   factors at   the self-
government level:
- socio-economic situation,

- conditions    of   the    socio-

economic development,

- the   specificity   of  regional 

development

- environmental     problems, 

especially   those   related   with 

quality of the air

Picture 2 Factors affecting the substantive content of the strategy (Source: Author’s own)
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indeed a very important field of action but not the only reason for transition to a
low-carbon economy [2].

The discussed documents indicate a number of terms related to a low-carbon
economy:

• low-emission technologies,
• low-emission transport,
• “green industry”,
• “green” construction,
• ecological industry.

They are presented in literature, however, the reader may get the impression that
the terms are used without understanding the importance of the issues. It is a result of
backwardness in the analysis of the issue and lack of clear definitions of a
low-carbon economy.

Only in two cases the way to a low-carbon economy is pointed out directly. In
“The Strategy for the Development of Opole Voivodeship until 2020” an operational
objective was pointed out: to support a low-carbon economy. In turn, in “The
Development Strategy of Podlaskie Voivodeship until 2020” one of the areas of
activity in relation to the operational objective was emphasized: protection of the
environment and rational management of its resources.

At the same time, it is worth to look at the titles of individual priority axes in the
voivodeships’ operational programmes. In case of eight of them, we are dealing with
a priority axis simply called a low-carbon economy: so it is in Lower Silesian,
Lubusz, Łódź, Opole, Podlaskie, Kuyavian-Pomeranian, Lublin, and Silesian
voivodeship (Table 1). What is more, in one of the voivodeships most threatened
by smog—Lesser Poland voivodeship—there are no indications for a low-carbon
economy or its elements.

5 Conclusions

Currently, the role of a development strategy is indisputable, both in business and in
public programming. Therefore, it is important to prepare documents which include
a whole spectrum of socio-economic and environment problems, methods, instru-
ments and sources to obtain targets in terms of development strategies. It is also very
important to take into account changes in the surrounding, both domestic and
international. The same is related to self-government.

Analysis of source materials and literature allows to indicate a few comments.
There is a wide selection of areas of interest with reference to sustainable develop-
ment strategy and separately the issue of transition to low-carbon economy (subjects,
goals, elements, instruments and other of the process). There are documents, which
emphasize the issue of sustainable development strategy, low-carbon economy
strategy or climate strategy. However, there is lack of articles, which describe
connection between development strategy (in meaning of document: development
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strategy) and low-carbon economy as element of creating the framework of social
and economic development.

The subject of this paper was an analysis of the 16 Polish voivodeships develop-
ment strategies, taking into account the issue of transition to a low-carbon economy.

Table 1 The term of a low-carbon economy in development strategies of 16 voivodeships and their
regional operational programmes

Voivodeship Document

Regional operational programs—
priority axis related to a
low-carbon economy

Lesser Poland The Strategy of Lesser Poland
Voivodeship 2011–2020

–

Silesian The Strategy of Silesian Voivodeship
“Silesian 2020”

4. Energy efficiency, renewable
energy sources and low carbon
economy

Lublin The development strategy for Lublin
Voivodeship for 2014–2020 (with a per-
spective until 2030)

5. Energy efficiency and
low-emission economy

Lower Silesian The Development Strategy for Lower
Silesian Voivodeship 2020

3. Low-carbon economy

Opole The strategy for the development of Opole
Voivodeship until 2020

3. Low-carbon economy

Subcarpathian Voivodeship Development Strategy—
Subcarpathiand 2020

3. Clean energy

Świętokrzyskie The development strategy of
Świętokrzyskie Voivodeship until 2020

3. Effective and green energy

Łódź The Development Strategy of Łódź
Voivodeship 2020

3. Low-carbon economy

Greater Poland The updated development strategy of the
greater Poland region until 2020

3. Energy

Lubusz The Development Strategy of Lubusz
Voivodeship 2020

3. Low-carbon economy

Masovian The development strategy of Masovian
Voivodeship until 2030. Innovative
Masovia (synthesis)

4. Environment, risk prevention
and energy

Kuyavian-
Pomeranian

Kuyavian-Pomeranian Voivodeship’s
development strategy until 2020
Modernization plan 2020+

3. Energy efficiency and
low-carbon economy in the
region

West
Pomeranian

The development strategy for west Pom-
eranian Voivodeship

2. Low-carbon economy

Pomeranian Pomeranian Voivodeship’s Development
Strategy 2020

10. Energy

Warmian-
Masurian

The strategy for socio-economic develop-
ment of Warmian-Masurian voivodship
until 2025

4.Energy efficiency

Podlaskie The development strategy of Podlaskie
Voivodeship until 2020

5. Low-carbon economy

Source: Author’s own

98 P. Szyja



The arguments confirm the thesis: the voivodeships’ development strategies
emphasize the role of the transition to a low-carbon economy, but do not treat it as
the main platform of future development. The results are the following:

• lack of a direct highlighted goal: the transformation to a low-carbon economy’s
• lack of understanding of the assumptions of a low-carbon economy,
• using terms without knowing the importance of the issues,
• inclusion of the low-carbon economy issues in areas related more to the environ-

ment than to the economy.

‘Introduction’ section presents the scope of the necessary changes and the
systemic approach to creating a low-carbon economy. None of the analysed docu-
ments refers to this, i.e. due to the reasons mentioned above.

Perhaps this state of affairs results from developmental conditions at the national
level, where the role of coal in the energy system is emphasized. Meanwhile, a
low-carbon economy assumes a reduction of emissions resulting from the combus-
tion of this fuel. However, the national Strategy for Responsible Development, from
2017, brings some changes, for example the issue of development of electromobility,
ecobuildings, the role of ecoinnovation. That is way, voivodships should adopt new
development strategies.

Further research should be focused on practical aspects related to financing the
transition to a low-carbon economy, and its implementation on a local level—in
municipalities—in Poland.
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Fostering Eco-innovation Through Smart
Specialization Strategies and Support of EU
Funds

Dorota Murzyn

1 Introduction

Sustainable growth is increasingly related to the capacity of regional economies to
innovate and therefore is interrelated with smart growth. Innovation, especially
eco-innovation is the factor that makes it possible to connect environmental and
economic goals and link them to sustainable and smart growth. Sustainable and
smart growth are two of three pillars (aside from inclusive growth) of the Europe
2020 strategy and European Union efforts to promote such growth and
eco-innovation have intensified in recent years. EU regional policy is particularly
vital for mobilizing the potential of European regions to decouple growth from
resource overuse and smart specialization strategies can play an important role in
this process. This is an important topic both in the current debate about a new
industrial policy for Europe and as the ability to support environmental actions.
Moreover, smart specialization is promoted by the European Commission as an ex
ante conditionality for all regions in Europe to receive EU funds in the field of
innovation. Poland was taken as an example because this country is by far the largest
beneficiary of cohesion policy funding among member states and can be seen as an
interesting “laboratory” for studying the effectiveness of those funds.

The aim of the paper is to analyze and assess the role of smart specialization
strategies and EU funds in fostering eco-innovation and promoting sustainable
growth. The study sheds more light on the implementation of smart specialization
and supporting eco-innovation with public funds by examining the Polish experi-
ences in the period 2014–2018. The paper points out the need to reinforce synergies

D. Murzyn (*)
Institute of Law, Administration and Economics, Pedagogical University of Cracow, Cracow,
Poland
e-mail: dorota.murzyn@up.krakow.pl

© Springer Nature Switzerland AG 2020
K. Daszyńska-Żygadło et al. (eds.), Finance and Sustainability, Springer
Proceedings in Business and Economics,
https://doi.org/10.1007/978-3-030-34401-6_9

103

http://crossmark.crossref.org/dialog/?doi=10.1007/978-3-030-34401-6_9&domain=pdf
mailto:dorota.murzyn@up.krakow.pl


between smart and sustainable growth to deal with the climate change, environmen-
tal and energy challenges as well as growing resource scarcity.

The study reviews the main literature, with particular reference to debates sur-
rounding smart specialization concept, as well as academic material the paper also
reviews the literature on the subject produced by the international and Polish
institutions. Moreover, the research involves the analysis of primary sources, such
as policy documents and legislation. An important aspect of the research is to study
the smart specialization strategies of Polish regions for 2014–2020 (RIS 3) and
regional operational programs in terms of supporting eco-innovations. The empirical
analysis in this study builds on a dataset containing details on all projects
implemented within the framework of smart specializations under 16 regional oper-
ational programs (RPO) for 2014–2020 in Polish regions (as of 1 November 2018).
This dataset was created on the basis of the information made available by the
Marshall Offices of all regions implementing the RPO. Data regarding projects were
supplemented by own examination of other sources such as project descriptions,
policy reports and official websites.

Because these considerations have been developed against the background of just
one sample country, the general validity of arguments may be limited. Moreover,
programs for the years 2014–2020 are in progress and the right conclusions can only
be drawn only after their completion. As a result of such peculiarities, further cases
of smart specialization implementation both in Poland and in other EU member
states have to be researched before the level of speculation can be abandoned.

2 Eco-innovation in the European Union Strategy

In the times of major economic challenges at a global scale, innovation has been
perceived as a way of overcoming difficulties, ensuring and preserving economic
growth and, in consequence, addressing social problems more effectively in coun-
tries affected by the crisis [1]. Nowadays, policy makers in order to address the new
global challenges turn toward sustainable alternatives, green innovation or
eco-innovation. According to many scholars, international organizations and think
tanks (e.g. [2, 3]), these kinds of innovation will probably drive the next wave of
innovation. Innovations connected with changes in production processes as well as
in products and services being more environmentally friendly represent a new
approach to global challenges by giving a practical dimension of the implementation
of the principles of sustainable development. The concept combines two essential
elements: economical and ecological intended innovation [4]. Eco-innovations are
defined as new products and processes creating value for enterprises and clients, and
reducing (negative) environmental effects [5]. The EU—Innovation Observatory
defines eco-innovation as “the introduction of any new or significantly improved
product (good or service), process, organizational changes or marketing solutions
that reduce the use of natural resources (including materials, energy, water, and land)
and decreases the release of harmful substances across the life-cycle”
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[6]. Incremental innovations such as green products and eco-efficiency improvement
is the dominant form of eco-innovation in industry [7]. The literature on determi-
nants of eco-innovation accentuates the important role of regulation, cost savings,
customer benefits and a complex set of different supply, firm-specific, and demand
factors [8].

Emphasizing eco-innovation as a means for achieving sustainable development
requires information on the performance of main actors, in particular, countries
[9]. The Eco-Innovation Observatory developed the Eco-Innovation Scoreboard in
2010 as a tool to assess and illustrate eco-innovation performance across the EU
member states. The Eco-Innovation Index shows how well individual Member
States perform in different dimensions of eco-innovation compared to the EU
average and presents their strengths and weaknesses. The situation in this respect
in the European Union is very diverse (Fig. 1).

Government efforts to promote greener growth and green innovation have inten-
sified in the recent years. The European Union has also moved in this direction. It has
introduced an ambitious future climate plan [10], and also the Europe 2020 strategy,
that is the Union’s growth strategy, promotes structural change with a sustainability
orientation. The EU 2020 strategy is about delivering growth that is: smart, through
more effective investments in education, research and innovation; sustainable,
thanks to a decisive move towards a green economy, resource efficient and compet-
itive; and inclusive, with a strong emphasis on job creation and poverty reduction
[11]. Moreover, the EU emphasizes that the ability of the economy to adapt and
become more climate change resilient and resource-efficient and, at the same time, to
remain competitive, depends on high levels of eco-innovation of a societal, eco-
nomic, organizational and technological nature. According to the EU,
eco-innovation may provide valuable new opportunities for growth and jobs and
enable the transition towards a green economy that takes into account the sustainable
use of resources.
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Fig. 1 Eco-innovation index in the European Union 2017, EU28 ¼ 100. Source: European
Commission, https://ec.europa.eu/environment/ecoap/indicators/index_en (3.01.2019)
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The European Union has published many documents emphasizing the need to
further development and use of environmental technologies, the most important are:
Environmental Technologies Action Plan (ETAP) adopted in 2004; Eco-innovation
Action Plan (EcoAP), launched in December 2011 [12]; The 7th Environment
Action Programme (EAP)—adopted in November 2013; Green Action Plan for
SMEs, launched in 2014. They provide actions aimed at strengthening incentives
and overcoming barriers to the implementation of innovative environmentally
friendly solutions, and present ways for SMEs to turn environmental challenges
into business opportunities.

The European Union has also prepared a number of financial instruments to
support eco-innovation in the current programming period, 2014–2020 [13]. One
of the most important are the funds of cohesion policy.

3 EU Cohesion Policy for Eco-innovation

Cohesion policy is a very important policy in terms of funding (one third of the EU
budget) and objectives as it is seen as the EU’s main investment policy. Therefore, it
is also one of the most important tools in attaining the Europe 2020 goals. Since
2014, the European Commission has mainstreamed eco-innovation in the cohesion
policy. The cohesion policy focuses on the economic and social pillars of sustainable
development by strengthening growth, competitiveness, employment and social
inclusion. Some of the priorities of the cohesion policy contribute to the promotion
of environmental technologies (including eco-innovations), of sustainable transport
and energy systems, and also of investment project improving water, air and soil
quality and addressing climate change problems.

Cohesion policy has set 11 thematic objectives for the 2014–2020 period [14],
4 of which may be associated with the support of eco-innovation: strengthening
research, technological development and innovation; supporting the shift towards a
low-carbon economy; promoting climate change adaptation, risk prevention and
management; preserving and protecting the environment and promoting resource
efficiency. Importantly, under the EU’s 2014–2020 budget, the investments under
the European Regional Development Fund (ERDF) should be concentrated (“the-
matic concentration”) on four key priorities: research and innovation (including
eco-innovation), the digital agenda, support for small and medium-sized enterprises
and the low-carbon economy (e.g. energy efficiency, renewable energies, smart
distribution grids, sustainable multimodal urban transport), depending on the cate-
gory of region (less developed: 50%, transition: 60%, and more developed: 80%)
[15]. Furthermore, some ERDF resources must be channelled specifically towards
low-carbon economy projects (less developed regions: 12%, transition regions: 15%
and more developed regions: 20%). Funding for cohesion policy in the 2014–2020
period amounts to EUR 351.8 billion. Around EUR 117.8 billion will be dedicated
to thematic objectives: research and innovation, low carbon economy, climate
change and risk prevention, environment and resource efficiency.
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Poland is by far the largest beneficiary of cohesion policy funding among member
states. For 2014–2020, Poland has been allocated around EUR 77.6 billion (current
prices) which represents more than 20% of total cohesion policy funding. The
country is implementing 22 operational programs (OP) under EU cohesion policy:
6 national OP and 16 regional OP (for each voivodeship).

Poland is also among the countries that have scored lowest in the European
Eco-Innovation Scoreboard since 2010. In the 2017 edition, it came third to last in
the EU with a score well below the EU average (Fig. 1). The country underperforms
particularly in R&D and innovation investments and early-stage investments in
green technologies, as well as in economic activities related to eco-innovation.
Although Poland has not developed an integrated approach to eco-innovation policy,
the development and implementation of eco-innovative technologies are now
supported by the objectives of key national and regional strategy documents,
among which they are the National Smart Specialization and regional innovation
strategies containing regional smart specializations. They have priorities relevant for
eco-innovation and circular economy, such as waste reduction, re-use and recycling,
sustainable transport, energy-efficient construction, water efficiency technologies as
well as material substitution.

4 Smart Specialization Strategies and EU Funds as a Way
of Supporting Eco-innovation

Conceived within the reformed Cohesion policy of the European Commission, smart
specialization is a place-based approach characterized by the identification of stra-
tegic areas for intervention based both on the analysis of the strengths and potential
of the economy and on an “entrepreneurial discovery process”with wide stakeholder
involvement [16–18]. The EU cohesion policy aims to reduce differences between
regions and to ensure growth across Europe. Structural funds are among its main
tools. Its efficient use and management is a crucial factor for many regions in Europe
to overcome the economic crisis and develop. For this reason, to develop a Research
and Innovation strategy for Smart Specialization (RIS3) was a prerequisite in order
to receive funding from the European Regional Development Fund (ERDF).

Smart specialization is the concept of innovation policy in order to promote
efficient and effective use of public investment in research, innovation and techno-
logical development. It provides a framework for prioritizing the allocation of public
resources related to innovations that are sensitive to the regional context. The smart
specialization approach offers a number of advantages in the design of an appropri-
ate innovation policy, while taking into account the diverse evolutionary nature of
regional economies. Smart specialization can therefore be seen as the result of long-
needed convergence between regional development policy and innovation policy
[19]. The concept of smart specialization assumes that regional potential and
strengths (regional specializations) determine the development of the region. The
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basis of the development is to identify their own areas of specialization ant to
concentrate public intervention initiatives and projects implemented on them.
Regional diversity favors different growth paths through innovation and specializa-
tion, and challenges policymakers to develop the right policy mix tailored to regional
potentials and needs [20, 21]. The concept of smart specialization is especially
important for Central and Eastern Europe countries, Karo and Kattel [22] position
it as the third external and conditionality-based reform of economic policy ratio-
nales—after Washington Consensus and Europeanization—in this region.

Within the smart specialization process, every region should nominate activities
that aim at exploring and discovering new technological and market opportunities in
order to open perspectives for regional competitive advantage [23]. The process of
identification of smart specializations took place differently in Polish regions. It
seems that smart specialization of regions in Poland have a tendency to follow
strategies of the leading regions and tap the specialization areas of modern high
technologies and advanced innovation processes. Among specializations elected by
the regions often come specializations within the biotechnology and the
bioeconomy, energy, including renewable energy and environmental protection or
eco-innovations (Table 1). Eco-innovations can play a key role in the implementa-
tion of other specializations of the regions, for example: bio-economy, low-emission
energy generation, green economy, eco-effective technologies, sustainable energy
development. Smart specializations are implemented through regional operational
programmes (RPO) co-financed by European Regional Development Fund. In
Poland there are 16 RPO, 1 in every voivodeoship. In each of them, activities
supporting regional smart specializations have been planned. References to
eco-innovation are present in almost all of them, either directly (preference is
given to projects in the field of eco-innovation, for example in lubelskie, lubuskie,
podlaskie) or indirectly (in strategic documents there is no direct support for
eco-innovation, but there is an indicator: “the number of enterprises supported in
the field of eco-innovation”).

All projects implemented within the framework of smart specializations under
16 regional operational programs (RPO) for 2014–2020 in Polish regions (as of
1 November 2018) were analyzed. Data regarding projects were supplemented by
own examination of other sources such as project descriptions, policy reports and
official websites. The analysis shows that despite references to eco-innovation in
program documents, only a few projects that have received EU funding concern such
innovations. Two regions are especially interesting in this regard: kujawsko-
pomorskie and podlaskie. They have identified eco-innovations as one of their
regional smart specializations. So it would be interesting to look into their actions
towards supporting eco-innovations and their results. When we analyze the use of
this fund so far (as of 1 November 2018) we can see that in kujawsko-pomorskie
only 5 (out of 250) projects co-financed by ERDF were connected with
eco-innovations (contain a reference to eco-innovation in the description), and this
connection was rather weak. Better situation is in podlaskie where 67 (out of 202)
projects co-financed by ERDF were connected with eco-innovations (contain a
reference to eco-innovation in the description or even the title of the project), but
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Table 1 Smart specializations of Polish regions and their support through EU funds

Region Smart specialization

Allocation of ERDF (EUR)
for smart specializations under
RPO

Dolnośląskie ICT; Chemical and pharmaceutical industry;
High quality food; Manufacture of machinery
and equipment, materials processing; Raw
materials and recyclable raw materials; Spatial
mobility.

395,846,718

Kujawsko-
pomorskie

Healthy and safe food; Health and health
tourism; Advanced materials and tools;
Transport and mobility; Cultural heritage, arts,
creative industries; ICT services;
Eco-innovation; Industrial automation.

404,623,387

Lubelskie Low-carbon emission energy; Medicine &
Health; IT & automation; Bioeconomy.

377,715,751

Lubuskie Health & quality of life; Green economy;
Innovative industry.

191,328,826

Łódzkie Advanced construction materials; Innovative
agriculture and agri-food industry; Energy; IT
and telecommunications (ICT); Modern Tex-
tile and Fashion Industry; Medical Industry,
pharmaceuticals and cosmetics.

476,455,223

Małopolskie Life science; Sustainable energy; ICT; Chem-
istry; Production of metals and metal products;
Electrical engineering and machinery industry;
Creative and leisure industries.

470,018,348

Mazowieckie Professional services for business; Quality of
life; Intelligent management systems;
Safe food.

474,560,155

Opolskie Metal and machine industry technologies;
Energy technologies and renewable energy;
Life and environmental science; Chemical
technologies; Food and agriculture technolo-
gies; Construction and wood technologies.

158,500,000

Podkarpackie Aerospace; Quality of life; Automotive; ICT. 374,372,710

Podlaskie Medical sector, life sciences and sectors
related by value chain; Eco-innovations, envi-
ronmental science; Agri-food and value chain
related sectors; Metal and machinery industry,
shipbuilding.

232,367,214

Pomorskie Off-shore, port and logistics technologies;
Interactive technologies in an information-
saturated environment; Eco-effective technol-
ogies; Medical technologies in the area of civ-
ilization and ageing-associated diseases.

297,340,017

Śląskie Energy; Medicine; ICT; Emerging industries
(including eco-industries); Green economy.

512,813,075

Świętokrzy-
skie

Metal and casting industry; Modern agriculture
and food processing; Resource-efficient

257,419,604

(continued)
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still most of them uses the terms “eco-innovative” and “ecological” interchangeably.
In podlaskie, eco-innovations are understood very widely (in RPO), as: solutions for
an integrated approach to the efficient use of resources, including energy and raw
materials; investments limiting material and energy consumption and related to the
recovery of recyclable materials; actions to adapt existing production installations to
the best available technology standards, support for investments adapting to envi-
ronmental protection requirements; activities related to the implementation of envi-
ronmental management systems and obtaining certified eco-labels, pro-ecological
management and pro-ecological marketing.

Access to EU funds plays an important role in mobilizing activities for
eco-innovation in Poland. However, it seems that the poorer regions cannot fully
exploit their potential, as well as the potential of smart specializations. The latter
pose challenging demands on fragile or limited institutional frameworks, but at the
same time this also offers real opportunities for institutional learning and the
upgrading of governance capabilities [24]. Finding ways to better utilize EU cohe-
sion policy funds to help with institutional upgrading and enhancing the quality of
governance in these regions is also a key priority in order to better foster both smart
innovation-driven growth and also wider aspects of sustainable and inclusive growth
[25]. Moreover, policy instruments for eco-innovation support should help to create
demand for eco-innovative products and services, for example through green public
procurement.

Table 1 (continued)

Region Smart specialization

Allocation of ERDF (EUR)
for smart specializations under
RPO

construction industry; Health and health-
promoting tourism; ICT; Trade fair and con-
gress industry; Sustainable energy
development.

Warmińsko-
mazurskie

High Quality Food; Water economy; Wood
and Furniture.

320,543,756

Wielkopolskie Manufacturing of the future biomaterials and
food for sophisticated consumers; Interiors of
the future; Specialized logistics processes;
Modern medical technologies; ICT-based
development; Industry of tomorrow.

467,900,000

Zachodnio-
pomorskie

Large-scale water and land constructions;
Advanced metal products; Wood and furniture
products; Multimodal transport and logistics;
Modern agri-food processing; ICT-based
products; Eco-friendly packaging; Chemical
and materials engineering products.

323,050,000
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5 Conclusion

Eco-innovation is gaining ground within both industry and government as an
effective way to tackle climate change and to promote sustainable growth. Smart
specialization can be a way to foster eco-innovation and, at the same time, a way to
combine smart and sustainable development. Innovation, especially eco-innovation
is the factor that makes it possible to connect environmental and economic goals and
link them to sustainable and smart growth.

Although almost all Polish regions have emphasized the need to support
eco-innovation, some of them have even indicated it as their regional specialization,
this analysis of the actual use of EU funds proves the difficulties with the imple-
mentation of those activities. The analysis shows that despite references to
eco-innovation in program documents, only a few projects that have received EU
funding concern such innovations. It may be the result of some bottlenecks (e.g. the
lack of local pre-conditions in the local economy and limits of governance) that have
already been identified by the researchers [26]. This also may be due to the fact that
programs created on the basis of EU requirements (“thematic concentration” on
research, innovation and the low-carbon economy) are not fully in line with the
potential of regional economies, especially in the case of economically weaker
regions. Such results may have policy implications and encourage rethinking of
development strategies for less developed regions.

International comparisons of innovative and eco-innovative potential (Innovation
Union Scoreboard, Eco-Innovation Scoreboard) indicate that they are closely
related, so we need to remember that the development of a specific area of innovation
(like eco-innovation) without support of a general base for the knowledge-based
economy can be ineffective.

European Union is allocating substantial funds from its budget to support
eco-innovation, also through smart specialization. Access to EU funds plays an
important role in mobilizing activities for eco-innovation in Poland (the biggest
beneficiary of EU cohesion policy). But the effectiveness of these activities will be
greater if the concept of smart specialization is properly interpreted and
implemented, then it can be an opportunity for the development of eco-innovation
in Polish regions.
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Risk Management in Innovative Startups
and the Role of Investors and Business
Accelerators

Adriana Kaszuba-Perz and Marta Czyżewska

1 Introduction

The development of risk management methodologies in recent years has allowed, at
least to some extent, to make transactions and processes predictable. Enforced by the
pressure of competition, undertaking innovative business operations involving an
increased level of risk turns out to be necessary, because abandoning risky activities
in the long run may pose a greater threat to enterprises than to undertake them.
Young startups that take risks to implement new, often breakthrough solutions into
business practice are much more likely than other companies exposed to above-
average risk. There are authors refuting the widespread myth that one in ten startups
is falling. From the observation of the American market, it is already experiencing
two out of ten startups. The chance of a startup’s success grows by 50% due to
investors, while business acceleration increases this factor by up to 80%.

The aim of the article was to bring the issue of risk perception by start-ups and
analysis based on the responses received from entrepreneurs regarding their
approaches to dealing with the risks occurring in their environment, as well as inside
the startups.

The analysis presented in this study has been prepared as a part of broader
research on the use of management support tools in SME’s. To the study 40 startups
were selected from 250 surveyed companies, only those who operated for no longer
than 5 years and which declared themselves as startups. The issue seems to be all the
more interesting because the startup group presented in the study developed their
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businesses in innovative industries which are crucial for the Podkarpackie Province
according to Regional Innovation Strategy of the Podkarpackie Voivodeship [1].

The research was conducted by interviewers in the form of direct interviews using
a standardized questionnaire which contained mostly closed-ended questions. The
interviewers were previously trained in the scope of the study, in order to explain the
doubts of the entrepreneurs about the definitions, concepts and classifications
applied in the questionnaire (e.g. types of risk). The authors tried to answer the
research questions: if and how the startups implementing innovative and therefore
risky solutions, managed the risk. In the research they also check whether and which
risk identification and mitigation procedures are used among startups operating in
the Podkarpackie Province. The methodologies and approaches commonly applied
to management were also analyzed, and their application may help to minimize the
negative effects of the risks accompanying an implementation of innovative business
ventures that are usually undertaken by the startups’ founders.

The similar research studies were conducted by M. van Gelderen, R. Thurik and
N. Bosma but covered success and risk factors in regard with pre-startup phase [2].

In the study the authors also analyzed (on the basis of data and literature
available) the role of business incubators and accelerators as institutions supporting
the risk management in startups and lowering the rate of failures.

2 Risk and Innovative Startups Development

The risk accompanies every aspect of human activity, including business. With
regard to a startup as a new business venture (see definitions: [3, 4]), the risk should
be perceived not only as a threat of not achieving the projected results, but also in
terms of the possibility of achieving the outcomes (in terms of cash inflows) much
higher than expected.

The risk may not only mean a threat (clean risk), but also constitute an opportu-
nity for the development of the venture (speculative risk). The risk perceived this
way makes it impossible to use only the methods of eliminating and counteracting
potential threats, but also forces to accept the risk as a development factor and to
manage it [5, 6].

The process of creation and development of startups is recognized as a difficult,
complex and risky process [7, 8]. It is usually associated with a significant demand
for capital which is offered by various types of investors, both institutional and
private ones (e.g. seed capital funds, venture capital funds and business angels).
Investing capital in startups is often accompanied by risks related to the accuracy of
predictions regarding the projected expenses and revenues. One can identify the risk
of misestimating the effects assumed by an investor and startup founders that reveals
in not achieving the results within the projected time period or in not obtaining any
of the milestones or business plan assumptions due to difficulties in predicting the
demand for new solutions.
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The work of Galton, Laplace, Poincare, Knight, Drucker, Zangwill, Schumpeter
played a significant role in the creation of the risk theory [9–14]. Knight recognized
that the risk can be measured and he identified the risks associated with the
management of the company, operational risk and risk related to the implementation
of innovation.

Foster [15] pointed out that the limitations of long-term company activities
resulted from the inevitability of profound changes in the management methods,
giving in the technological periods of “discontinuities” the economic advantage to
young, aggressive, flexible companies on large enterprises. This flexibility, which is
a source of competitive advantage related with an active search for unique produc-
tion resources that are costly to copy, is the basis for the concept of resource-based
theory. This concept, unlike other theories of competitive advantage, emphasizes the
need for quick and adequate responses to accurately anticipated changes and takes
into account the operation in a situation of “generalized uncertainty”. The issue of
risk involved in the entrepreneur’s activity is also analyzed by other researchers
(e.g. [16–19]).

Hawley in 1893 claimed that in every industry, as well as society as a whole, there
was growing wealth from year to year, which was a compensation for the
risk incurred. Business rewards people not only for their work, but also for their
fears [20]. We can assume that even a few-century theories, regarding our observa-
tion and research, are still valid.

There are many risks associated with the creation and development of innovative
startups, in particular in the areas of:

– time (risk of delays),
– quality (risk resulting from insufficient experience and knowledge of the

founders),
– costs and revenues (risk resulting from erroneous estimates, usually

underestimating costs and overestimating revenues),
– other aspects of startup development (e.g. risk of inappropriate partners selection,

violation of legal regulations e.g. unintentional, resulting from lack of specialist
knowledge; changes in exchange rates, risk of various employee behavior, lack of
team integration).

Regarding capital investors investing in startups, the types of risk associated with
the investments can be categorized as follows [5]: political risk, risk related to
changes in trends in securities prices, risk of fluctuations in market prices, liquidity
risk (difficulty in closing investments, sale of securities), inflation risk, interest rate
risk, exchange rate risk, risk of default by the issuer, reinvestment risk (investor’s
income at a different interest rate), demand-side risk (related to futures and bonds),
risk of convertibility (e.g. bonds to shares in adverse conditions) for the investor) and
financial risk (in the case of using foreign capital).

In general, there is a wide variety of risk classifications in the literature. These
include those of a general nature, such as political, economic and financial risks, and
those that are directly related to the functioning of a company, e.g. competition
risk, industry risk, the risk of cooperators and suppliers, internal risks [21–25].
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The categories of risks adopted in the study result from the literature review and were
also indicated by entrepreneurs reviewed.

3 Business Accelerators and Investors Support
in Managing Risk at Startups

As Drucker said the entrepreneurship had to be systematic and based on targeted
innovation. He claimed that innovators succeeded in the areas where they could
identify and reduce risk. They are successful in the areas where they systematically
analyze the opportunities for innovation, and then they take advantage of these
opportunities [26]. McGrath and MacMillan stated that startup failures could be
avoided or at least their related costs could be reduced if managers of the new
ventures would use the appropriate tools for control and planning [27]. Discovery-
driven planning states that organizations operating in high-uncertainty environments
must implement processes of evolution in which funds are released and invested in
the company as it reaches certain goals or checkpoints [28]. This way investors can
condition the follow-on investments on the basis of milestones’ achieved by the
startup’s founders. This milestone-based funding from investors (known as
“tranched investing”) can limit natural evolution of new ventures, so called business
model pivoting [29].

Trimi and Berbegal-Mirabent [8] predicate that the major cause of a failure in
startups is the lack of a structured process to discover and understand their markets,
identify their customers and validate the hypotheses in the early stages of design.

To minimize the startup risk Lavinsky, a co-founder of Growthink and Guiding
Metrics, suggests several ways: first is to build a board of advisors, comprised of
industry experts and other professionals that can help to grow the business; second is
to secure beta customers—non-paying customers who are willing to test the new
solution that help founders to make improvements before a public launch; third is to
forge partnerships that prove a startup viability and position it for success; forth is to
secure publicity to increase customers interest in the new solution; fifth is to prove by
generated revenues that the key risk mitigating milestones were achieved and that
there is a real demand for the startup’s offer [30].

The abovementioned statistics that a startup’s success grows by 50% due to
investors, while acceleration increases this factor by up to 80% need to be proven.
Investors usually support and control the startups in their portfolio by supervisory
boards or boards of directors. Tranche investing is another controlling and risk
mitigating tool saving investor’s capital in case of not achieving milestones by
startup founders.

As Ries said that “startup success can be engineered by following the process,
which means it can be learned, which means it can be taught.” A very common place
for teaching startups are business accelerators—organizations that offer a range of
support services and funding opportunities for startups [31].
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The most widespread practitioner driven methods of startup creation and devel-
opment used within accelerators are [32]: lean startup methodology [33], customer
development framework [34] and design thinking [35].

Lean startup is a scientific approach to creating and managing startups in order to
deliver the desired product to customers’ hands faster. Ries recommends building a
minimally satisfactory product (minimum viable product, MVP), i.e. a prototype or
the basic version that has the most important functions and presents customers the
benefits of having it. By experimenting and empirical verification of hypotheses,
based on MVP, the final version of the product is created. This process is called
validated learning [33].

Customer development methodology supports startups with developing product
more successfully and with less market risk by developing better understanding of
customers. The customer development and the product development are parallel
processes to balance the relationship between developing a product and understand-
ing customers’ needs. According to Blank and Dorf, there are two main types of risks
that affect startups: invention risk and customer (market) risk or a combination of the
two. The invention risk is where it is uncertain if the product can even be developed.
When the issues have customer acceptance and market adoption, this methodology
shows the path, and startups that want to solve customer and market risk should
follow this path [34].

Design thinking was defined by Brown as a discipline that uses the designer’s
sensibility and methods to match people’s needs with what is technologically
feasible and what a viable business strategy can convert into customer value and
market opportunity [35].

In design thinking, the first step is to establish the need for a product or a service,
second to understand a customer’s problem, instead presenting him/her a solution
built on the startup founders’ assumptions. Design thinking emphasizes user’s
desirability and identifies potential blind spots within the founder’s understanding
or assumptions.

To sum up, as Perez said, director at the Hasso Plattner Institute of Design
Thinking at the University of Cape Town, the approaches take the idea to product
in the fastest way possible, but the key difference is where the product appears in the
innovation cycle [36].

4 Research Results

This study presents research conducted on a group of 40 startups operating in the
Podkarpackie Province. All of the companies operate for no longer than 5 years. The
characteristics of the surveyed enterprises are presented in Table 1. The aim of the
research was to try to assess to what extent the small and young enterprises managed
the risk to which they were exposed in the current operation and in the perspective of
their further development. The research was carried out in the fourth quarter of 2017
and in the first and second quarter of 2018, in the form of a survey based on a
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questionnaire. Risk is a factor that can have a significant impact on the young
ventures functioning. On the other hand, there is a widespread opinion about the
high propensity of small enterprises to risk. It should also be emphasized that the
surveyed companies are located in the Podkarpackie Province—the region that is
considered to be less developed and also differentiated regarding the development
level across sub-regions. These conditions may also be additional factors increasing
risks that will not be noticeable by entities located in other regions of Poland.
Therefore, in the conducted survey, entrepreneurs were asked to determine the
degree of the impact of various types of risks on the operations of the companies
(Table 2).

Entrepreneurs are most severely affected by the risk of high competition (over
21% of respondents). A slightly smaller percentage of surveyed entrepreneurs
declared the importance of economic risk (over 19%), however, in general, the
degree of impact of this type of risk on their activity was assessed as low. In a
significant way (which was also confirmed by 18.8% of responses) entrepreneurs
feel the effects of unfair competition. It probably has its reference in the still-existing
“grey economy”, especially when it comes to employment. Employment without
formal confirmation by a contract—is still considered a good method of reducing
costs, especially in the construction sector. This industry is particularly characterized
by high seasonality, and the location of the region in the Ukraine’s neighborhood is
an important factor conditioning the ease of recruitment of employees with qualifi-
cations and skills that are satisfactory to the employer, and not always requiring
formal employment. Entrepreneurs who start their activity usually run the business
on the basis of self employment, so avoiding or reducing labor costs is not possible.
Their commitment, effort, skills, creativity—are the main “assets” shaping the
company position in the market. Also in the case of startups experience, knowledge

Table 2 Risk types perceived in entrepreneurs’ opinions

Risks occurring in the following areasa:
Total
(in %)

Impact on the business

Small Significant
Very
significant

Political risk 6.36 4.55 0.91 0.91

Economic risk 19.09 10.00 7.27 1.82

Currency risk 5.45 3.64 0.00 1.82

Risk of dishonest business partners 16.36 7.27 7.27 1.82

Risk of high competition on the market 21.82 9.09 7.27 5.45

Risk of unfair competition (unfair competition
behaviors)

18.18 7.27 7.27 5.45

Financial risk 2.73 0.00 1.82 0.91

Industry risk 8.18 3.64 4.55 0.00

Internal risks (e.g. Loss or lack of qualified
staff)

1.82 0.91 0.91 0.00

Source: Own study based on the research conducted
aCategories of risks were explained in details in the written instructions given to the interviewers
and they were previously trained in the scope of the study and construction of the questionnaire

Risk Management in Innovative Startups and the Role of Investors and. . . 121



and skills of employees also significantly determine the existence and further
business development.

According to the analysis, a small number of startups identifies risks. 20% of the
surveyed enterprises conducts a risk analysis of their environment, and only 5%
referring internal factors. The results confirm that, although risk identification and
analysis procedures are conducted—in all these cases—such actions are taken
intuitively by the entrepreneurs themselves (Table 3). Some of the surveyed entre-
preneurs declared that in order to identify and estimate the risk they used industrial
espionage, scenario analysis and analysis of the risk effects. About 12.5% of
respondents confirmed the use of tools that limit the negative effects of the risks as
reserves creation and flexible pricing policy application.

It is extremely interesting that over 8% of surveyed entrepreneurs admit that it is
their own predisposition (risk propensity) that affects risky decisions regarding the
company operations. On the other hand, over 20% of respondents believed that risky
activities were permanently inscribed in the activities of their enterprises, while the
share of these activities in relation to all tasks and processes of the entity is in the
range from 10% up to 30%.

5 Conclusions

Undoubtedly, uncertainty and risk occur in every area of the company operations
and are indispensable elements of every decision-making process. Building stabili-
zation in the first years of an enterprise’s existence and its future in the long-term
perspective is connected with making decisions that are often difficult and risky.
However, as Olkiewicz writes [37] it is also a contribution to future activities,
because it has a character that stimulates entrepreneurial activities, which may in
turn create new opportunities. From this point of view of the negative effects of risks,
each company looks for optimal solutions tailored to precisely defined situations, so
as to minimize the negative deviations from the goals assumed in the operation.
Considering the fact that we dealt with startups, both in the creation of entrepre-
neurial behaviors in the use of risks occurring in the company business and in the

Table 3 Identification and risk analysis in startups surveyed

An analysis and methods used in risk identification and
control

Activities applied by the surveyed
enterprises (in %)

Risk analysis conducted in the company environment 20.0

Internal risk analysis is carried out (internal factors of risk
are analyzed)

5.0

Individual risk analysis by the entrepreneur himself/herself 20.0

Methods of identification and analysis are used 8.0

Instruments are used (actions taken) to limit the negative
effects of the risks involved

12.5

Source: Own study based on the research conducted
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reduction of failures resulting from these risks, an enormous role is attributed to the
entrepreneur himself. Direct interviews revailed that the experience of the founder,
his or her knowledge, awareness of constant changes and requirements to be met,
will be the factors shaping the ways of risk management in the company and thus
determining its future.

A significant role in this process of managing the risks play business accelerators
and investors who share the risk with founders and at the same time professionally
control the businesses. They also teach young entrepreneurs how to economically
and professionally prepare innovative solutions responding to or even exceeding
customer expectations.
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Local Development as a Function
of Budgetary Policy and Entrepreneurship

Tomasz Skica, Marta Czyżewska, and Leszek Gajecki

1 Introduction

Local development is a topic very often analyzed in the literature. There were several
research attempts regarding the problem of measuring the territorial units develop-
ment (including [1–8]).

Pomianek [9] points out the difficulties with local development measuring caused
by the lack of statistical data collected at the commune level, allowing to calculate
indicators describing the level of economic development as Gross Domestic Product
(GDP) per capita or Human Development Index (HDI).

Most of the research concentrates on building multidimensional indicators
presenting the level of development instead of explaining the factors responsible
for its level (see i.a.: [10–16]). For this reason the knowledge on factors determining
the development level of local government units, remains unchanged (see i.a.: [17–
19]).

Parallely in the literature there is a lack of studies aimed at measuring and
explaining the level of local development in other way than using synthetic devel-
opment indexes. Usually research concentrates on building the development
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classification, and does not undertake the issue of development variables. Due to this
fact, the matter of variables explaining the development level is still not fully
recognized. There are some works that focus on the alternatives in development
measuring (see: [20–22]), nevertheless the dominating approaches are the traditional
ways of expressing development at the lowest level of government.

There is a lot of criticism of the measures in the form of multidimensional
synthetic development indexes (i.a. [23, 24]). They are based on the subjective
weights assigned to variables, some of them focus separately on the social and
economic development, and some merge all the aspects together in sustainable
development indicators [25, 26]. Moreover, the construction of a multidimensional
indicator of development limits the possibilities of development level estimations,
because very often all explanatory variables are included into the indicator. Finally,
due to the lack of the data available at the lowest level of government
(i.e. communes), development indicators usually concentrate on the upper level
(i.e. poviats) of territorial units [27]. All of the difficulties limit the possibility for
comparisons of the local development. For these reasons attempts of other develop-
ment measures creation seem to be very important and valuable.

2 Local Development Determinants: Literature Review

Local development is a very complex phenomenon widely analyzed and defined by
many researchers. Many studies derived that it is conditioned by range of economic,
social and other factors.

Sekuła [28] identified two groups of local development definitions. In the first of
them, the local community and its needs were considered the center of gravity, while
in the second—changes occurring within the local system.

The theory of the learning region emphasizes the importance of social values as a
leading development factor that encourages economic initiatives. These values are
the climate of trust and cooperation, the traditions of entrepreneurship, the presence
of demanding and rich consumer market, the availability of office and industrial
base, large and varied in terms of qualifications and requirements, labor resources
(both poorly educated and highly qualified). The condition for creating an environ-
ment conducive to entrepreneurship is the development of networks of cooperating
institutions: public, economic, service, financial, social and scientific for the
exchange of ideas, creation of trust and economic cooperation. This enables the
emergence of innovative phenomena and new forms of entrepreneurship. Propo-
nents of this theory recommend an active attitude of public authorities with a precise
strategy to stimulate entrepreneurship. This concept emphasizes the extraordinary
importance of personal contacts between cooperating parties, even informal contacts
of managers [29].

Nowińska [30] links local development with the area of a commune subordinate
to self-government authority. Local authorities, institutions, organizations and indi-
viduals are involved in the use of local opportunities and resources and conduct
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activities in various fields for the benefit of communities forming the local commu-
nity. Similarly, Parysek [31, 32] emphasizes that local development is the result of
cooperation between local communities (i.e. residing in a local territorial unit), local
self-government and other organizations and institutions, mainly non-profit. Myna
[33] divides the initiators of local development into five groups: local authorities,
ecological lobbies, socio-cultural association, entrepreneurs and local communities.
These groups cooperate with each other, mobilizing the energy of the entire local
environment and lead to the achievement of local development goals.

Finally, Bagdziński [34], Grzebyk [35], as well as Pomianek [9], classify local
development factors into three groups. The first one consists of political factors (the
regime, competence and power of authority at various levels, way of governing,
government-community relations and the degree of public acceptance of power).
The next is related with social factors (needs and values, aspirations, interpersonal
relations, attitude to reforms, innovation and technical progress, private entrepre-
neurship and the attitude of local authorities to entrepreneurship). The last one is
connected with economic-environmental-spatial factors (natural resources, environ-
mental values, human resources and their qualifications, economic potential, includ-
ing technical and economic and social infrastructure as well as investment potential).

Based on the key findings from the literature review, we have found two
alternative indicators as measures of local development. The first one describes
intensive local development. It concentrates on communes’ own revenue. This
variable is used in various configurations for development measuring. Czyszkiewicz
[17], as well as Grzebyk and Stec [36], use the share of own revenue in total revenue
as a measure of economic development and wealth of the population. Stawicki [37],
uses the dynamics of own revenues as a measure of local development. Madras and
Mitura [38], use the share of own revenues in total revenue as a measure of
endogenous economic potential. Stanny and Strzelczyk [39] apply the per capita
income ratio to measure the possibility of generating own financial inflows by
communes.

The second measure focuses on the total revenue of local governments to reflect
local development, that describes both intensive and extensive development (see:
i.a. [40], as well as [41]). The revenue consists of three components: own revenue,
general subsidies and grants (see: [42, 43]). The sum divided by the number of
inhabitants could be used as a measure of overall development resulting from the
submission of both funds received from the central budget and the efficiency of own
sources of budgetary inflows. Based on the comparison of both measures we decided
to use the total revenue of local governments as the measure of total (intensive and
extensive) local development.

In the article the variables explaining the development of communes were
classified into two groups. The first was budgetary policy analyzed through the
prism of expenditures’ structure (see: [42]). The second was entrepreneurship
[44]. The literature review proves that there are no optimal, imperfection-free
measures describing local development. Similar difficulties accompany the selection
of development measures at the countries’ and regions’ levels. The presented
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research approach is a starting point for further in-depth studies aimed at perfecting
the methodology of local development measurement.

3 Data and Methods

The analysis was based on the datasets of local government units in Poland. The
communes were divided into three categories: urban, urban-rural, and rural. The time
interval adopted for the study covered the years 2008–2016. The data were obtained
from Statistics Poland, Local Data Bank (LDB) and Ministry of Finance. The
explained variable was local development, defined as the total revenue of commune
per capita (in PLN), as a measure of intensive and extensive local development.

Explanatory variables were: budgetary policy and entrepreneurship. To describe
budgetary policy of communes, we used the following variables:

1. share of investment expenditure in total expenditure (%),
2. expenditures on agriculture and hunting per capita (in PLN),
3. expenditures on transport and communications per capita (in PLN),
4. expenditures on tourism per capita (in PLN),
5. expenditures on dwelling economy per capita (in PLN),
6. expenditures on public administration per capita (in PLN),
7. expenditures on public safety and fire protection per capita (in PLN),
8. expenditures on servicing public debt per capita (in PLN),
9. expenditures on education per capita (in PLN),

10. expenditures on health care per capita (in PLN),
11. expenditures on social assistance per capita (in PLN),
12. expenditures on municipal economy and environmental protection per capita

(in PLN),
13. expenditures on culture and national heritage per capita (in PLN),
14. expenditures on physical education per capita (in PLN).

In the description of entrepreneurship level, we used one variable:

1. the number of newly registered economic entities per 10,000 people at
working age.

Due to missing data for other potential indicators measuring the entrepreneurship,
we excluded them from the study. Attribute selection method gives the subset of
attributes that have predictive ability to the considered variable (here total revenue
per capita). The attributes, which were not selected we considered redundant to the
others. In this work we used method CfsSubsetEval [45], with search method Best-
First. This method prefer such subset of attributes, which are strongly correlated with
given class. On the other hand these attributes cannot be highly correlated among
themselves. The merit Ms of feature subset S contains k features.
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Ms ¼ krcf
ffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiffiffi

k þ k k � 1ð Þrff
p ð1Þ

where:
rcf—mean feature-class correlation,
rff—mean feature-feature correlation.
Clustering method groups the instances into mostly uniform groups called clus-

ters. The values of respectively attributes have some similar properties. The k-means
method [46] is performed in the following steps:

1. Initialization: choose k clusters’ means m 1ð Þ
1 ,. . ., m 1ð Þ

k as randomly chosen obser-
vations. Repeat 2–3 while assignment of observation doesn’t change.

2. Assignment step t: assign each observation xp to such cluster Si, which mean has
the smallest distance to this observation:
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3. Update Step—Calculate the mean of new cluster.
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In this algorithm we used Manhattan distance:

x� yk k ¼
X

i
xi � yij j ð4Þ

In feature selection analysis we did not consider total expenditure per capita,
which could not be taken as a reason of revue. We took into account the components
of expenditures, they should not be measured by simple correlation. Correlation was
used for feature selection, but for such selected features we analyzed the clusters and
we did not provide exact analysis of correlation.

We will show also, that in out research the correlation coefficients are not strong.
However we will be able to find some characteristics using cluster analysis.

4 Research Results

The analysis of the data was performed in two steps. The first was attribute selection,
and the second clustering. For attribute selection we used CfsSubsetEval [45], with
search method Best-First. These algorithms were performed separately on each type
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of commune. The results are shown in Table 1. For better visualization we removed
also the communes with total revenue per capita significantly higher than the others’
communes. Thus the communes: Kleszczów, Rewal, Krynica Morska, Rząśnia were
clustered together according to the higher total revenue per capita.

We use k-means with Hamming Distance. This method was applied for each type
of communes separately. Clusters have different sizes. For example in case of urban
communes we have clusters with 52 elements as well as 6 elements (together
300 communes). For rural communes the clusters are higher by average, since we
analyzed around 1600 communes. The number of clusters (10) was chosen that is big
enough to cover different subsets of data. This number in our opinion is optimal to
perceive visually different subsets. Data, which we used don’t need normalization or
discretization. Clustering algorithm works for any floating point vectors as points of
data, so we didn’t apply any additional techniques.

The graphs below do not illustrate all the relationships between local develop-
ment and explanatory variables. Although the attribute selection showed that they
should be included in clustering, the obtained results did not explain the relationship
between the explanatory variables and the explained variable (local development).

For urban communes we can observe (Fig. 1) that total revenue per capita and
newly registered entities per 10,000 people are not strongly related, although we
expect that with growing number of newly registered entities increases the com-
munes’ revenue per capita. We can observe, that only cluster 9 describe communes
with higher (>150) number of newly registered entities, with also higher (>6500
PLN) revenue per capita. Cluster 4 in major number of cases shows moderate
(120–200 PLN) number of newly registered entities, with revenue per capita ranging
from 4800 to 5800 PLN. Very dense area on the Fig. 1 represents the lower or
moderate range of 80–170 of newly registered entities, and lower level of revenue
per capita in the range from 3100 to 4200 PLN (e.g. cluster number 3).

At this point we can discuss the correlation coefficients between total revenue per
capita and newly registered economic entities per 10,000 population. Presented

Table 1 Selection of attributes in each commune type to predict total revenue per capita

Attribute

Type of commune

Urban Rural Urban-rural

Newly registered economic entities per 10,000 population + +

Share of investment expenditure in total expenditure + + +

Expenditure on tourism per capita + +

Expenditure on transportation and communication per capita +

Expenditure on public administration per capita +

Expenditure on public safety and fire protection per capita + +

Expenditure on servicing debt per capita + + +

Expenditure on education per capita + +

Expenditure on health care per capita + + +

Expenditure on physical education per capita +

Source: Own study
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values (Table 2) don’t prove strong correlations. The highest value 0.47 is for cluster
5. In cluster description we don’t need correlation measured by correlation coeffi-
cient. We analyze the ranges of values for both axes in figure. The data division into
clusters assume dependencies between the data on the base of distance to cluster
mean. If in the whole data there is no strong correlation we don’t expect strong
correlation for separate clusters. From this reason we will not provide the correlation
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Fig. 1 The relationship between total revenue per capita (2016) and newly registered economic
entities per 10,000 population (2016) in urban communes. Source: Own study

Table 2 Correlation between
total revenue per capita (2016)
and newly registered
economic entities per 10,000
population (2016) in urban
communes

Cluster Correlation coefficient

0 0.368

1 0.056

2 0.095

3 0.045

4 0.297

5 0.470

6 0.230

7 0.366

8 0.214

9 0.358

Source: Own study
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analysis for other discussed variables. In the same way we think, that regression
function analysis is unnecessary.

In our case division into clusters don’t assume geographical location (we don’t
use such variables). However we can check if some clusters may be specific for some
regions. On Fig. 2 we observe that some of clusters are distributed over larger areas
of country. Some of them are limited to a smaller area, e.g. cluster 5 covers Upper
Silesia. Cluster 3 extends from Lubelskie Voivodship, by Lower Silesia region to
central parts of Poland.

The relationship between total revenue per capita and share of investment expen-
ditures in urban communes (Fig. 3) seems to be more complicated. We can observe
the area densely located characters: 2–22% share of investment expenditures and the
revenue around 3100–4100 PLN. Lower level of investment expenditures (here in
2013) may result in lower level of revenue (year 2016). We can also observe widely
scattered investments: 3–30% associated also by a wide range of communes’
revenue per capita (3500–6200 PLN).
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Fig. 2 Locations of urban communes according to division into clusters. Source: Own study,
source of contour map: https://pl.pinterest.com/pin/333829391126901000/

132 T. Skica et al.

https://pl.pinterest.com/pin/333829391126901000/


The expenditures on transportation and communication, public administration,
public safety and healthcare also significantly influence the communes revenue.
Regarding the transportation (Fig. 4) the relationship is not very strong—e.g. in
cluster 4 the moderate expenditures in the range 400–1400 PLN result in moderate
revenue in the range from 4800 to 5800 PLN. The lower level of expenditures (<500
PLN per capita), results in the lower level of revenue (3200–4100 PLN), cluster 3.

For rural communes we observe weak relationship between total revenue per
capita and the number of newly registered entities per 10,000 people (2009) and
similarly with expenditures on servicing public debt (2015), (Fig. 5). Regarding the
number of newly registered entities there is a densely dotted area at the range 30–180
of entities (lower and moderate number), which results in smaller and moderate
revenue 3200–5000 PLN. We can also observe characters, that belong to cluster
1, where the number of entities is moderate and high (70–250) and of high revenue
>5000 PLN per capita.

The expenditures on education per capita (2010) same as expenditures on
healthcare are weakly related with the revenue (Fig. 6). The most densely marked
area shows that expenditures on education within the range 500–1300 PLN per
capita, result in revenue within the range of 3300–5000 PLN per capita. There are
some cases confirming the significant dependence, especially, that belongs to cluster

8000

cluster0
cluster1
cluster2
cluster3
cluster4
cluster5
cluster6
cluster7
cluster8
cluster9

7000

6000

5000

To
ta

l r
ev

en
ue

 p
er

 c
ap

ita
 (

20
16

)

4000

3000

0 5 10 15 20 25 30 35

Share of investment expenditure (2013)

40 45 50

Fig. 3 The relationship between total revenue per capita (2016) and share of investment expendi-
tures (2013) in urban communes. Source: Own study
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1: higher expenditures >1000 per capita result in higher total revenue >5000 per
capita.

In case of urban-rural communes, the relations between total revenue per capita
(2016) and share of investment expenditures (2013) is relatively weak (Fig. 7). The
high density of data marks we can observe at the range 2–25% of share which result
in the total revenue per capita from 3200 to 4500 PLN. On the other hand there are
cases, in which the share of investment expenditures was as above, but revenue
>5000 PLN, or >25% share that resulted in revenue <5000 PLN per capita.

The similar relation can be observed between total revenue per capita and
expenditures on public debt. A bit more stronger relation is between total revenue
per capita and expenditures on education, healthcare and public safety. For example,
higher expenditures on education may result in higher level of total revenue per
capita—we can observe weak dependence for densely marked area but also for
cluster 5 (Fig. 8).
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Fig. 4 The relationship between total revenue per capita (2016) and expenditures on transport and
communication (2011) in urban communes. Source: Own study
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5 Conclusions

The article presents the results of the conducted research and refers to the explana-
tion of total revenue per capita as the variable describing the intensive and extensive
development of the communes as local self-government communities.

We clustered the territorial units according to chosen sets of variables measuring
the local development, but we did not assigned any subjective weighs to variables to
ensure objectivity of the results. We used correlation in the process of the variables
selection and clustering. In the next phase of the analysis We focused on verification
on if and how the variables (that are already identified by other researchers as
measures of local development, and with data available for the communes—the
lowest level of territorial units) actually influence the local development.

The results achieved do not fully confirmed our initial assumptions as they show
no visible relation between communes’ total revenue per capita and level of entre-
preneurship (measured by the newly registered companies). What seemed less
obvious the expenditures on transportation and communication, public administra-
tion, public safety and healthcare significantly influence the urban communes
revenue (but that relation is not visible for rural and rural—urban communes).
This can be explained that communes revenues are of a less “entrepreneurial nature”,
however it’s a ”business type” indicator.
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Fig. 5 The relationship between total revenue per capita (2016) and number of newly registered
entities per 10,000 people (2009) in rural communes. Source: Own study
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The obtained results allow us to formulate several interesting conclusions. The
first one proves the possibility of explaining local development by application of
selecting essential attributes and clustering methods. The research concept applied
by the authors can be applied to all municipalities in the country, regarding the
communes categories’ division.

Secondly, another important research finding is also the fact that individual
explanatory variables have a differentiated impact on the variable explained
depending on their values, and on the municipalities’ categories (urban, rural,
urban-rural). Studies have shown that the same explanatory variables in different
categories of municipalities and at a different level of describing them values result
in different level of communes’ development. Therefore it is possible, to try to
configure variables affecting the development according to the type of commune and
the required minimum values, starting from which the stimulus effect begins to be
identified.

The third finding resulting from the conducted research indicates the need to
include in the analyzes the effects of using explanatory variables—delays between
the year in which the instrument was used (e.g. increased investment expenditure)
and the year in which the results it influenced the local development (total revenue
per capita). Studies have shown that comparing explanatory variables and their
effects (in the commune development) in the same year often did not prove the
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Fig. 6 The relationship between total revenue per capita (2016) and expenditures on education per
capita (2010) in rural communes. Source: Own study
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possibility of using a given variable to explain the total revenue per capita level.
However, comparing it with the use of delay gave a different result, confirming its
usefulness in explaining local development.

Fourthly, the research carried out so far very clearly indicates the relationship
with the local development of variables belonging to two groups, i.e. budgetary
(expenditure) policies of municipalities, as well as entrepreneurship, but not with
every single variable among these groups. Therefore, these studies will be repeated
in relation to the another explanatory variable describing the development, i.e. own
revenue per capita, reflecting the intense development of the analyzed communes.

Fifth, the results obtained justify taking into account in the research on local
development, not only the relationships concerning individual explanatory variables
with the variable explained in the form of the level of development (extensive and
intensive together). The further research will also verify the relations between the
variables explaining development, classified as: budget policy and entrepreneurship.
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Fig. 7 The relationship between total revenue per capita (2016) and share of expenditures on
investments (2013) in urban-rural communes. Source: Own study

Local Development as a Function of Budgetary Policy and Entrepreneurship 137



References

1. Babuchowska K, Kisiel R (2006) Wpływ samorządu gminnego na lokalny rozwój gospodarczy
na przykładzie gmin województwa warmińsko-mazurskiego. Acta Sci Pol Oeconomia 5
(2):1–10

2. Rosner A (ed) (1999) Typologia wiejskich obszarów problemowych. IRWiR PAN, Warszawa
3. Rosner A (ed) (2002) Wiejskie obszary kumulacji barier rozwojowych. IRWiR PAN,

Warszawa
4. Rosner A (ed) (2007) Zróżnicowanie poziomu rozwoju społeczno-gospodarczego obszarów

wiejskich a zróżnicowanie dynamiki przemian. IRWiR PAN, Warszawa
5. Sobala-Gwosdz A (2005) Ośrodki wzrostu i obszary stagnacji w województwie podkarpackim.

Instytut Geografii i Gospodarki Przestrzennej Uniwersytetu Jagiellońskiego, Kraków
6. Wojewódzka A (2007) Klasyfikacja gmin miejsko-wiejskich województwa mazowieckiego

według poziomu rozwoju. In: Strahl D (red) Gospodarka lokalna w teorii i praktyce, Prace
Naukowe AE Wrocław, vol 1161

7. Zeliaś A (ed) (2000) Taksonomiczna analiza przestrzennego zróżnicowania poziomu życia
w Polsce w ujęciu dynamicznym. Wydawnictwo Akademii Ekonomicznej w Krakowie,
Kraków

8. Gralak A (2005) Poziom konkurencyjności wschodnich regionów Polski na tle zróżnicowań
międzyregionalnych. Acta Sci Pol Oecon 1:71–83

9. Pomianek I (2010) Poziom rozwoju społeczno-gospodarczego obszarów wiejskich
województwa warmińsko- mazurskiego. Oeconomia 9(3):227–239

10. Bieńkowska W (2013) Poziom rozwoju lokalnego gmin wiejskich województwa
mazowieckiego. Folia Pomeranae Universitatis Technologiae Stetinensis. Oeconomica 299
(70):7–16

9000

cluster0
cluster1
cluster2
cluster3
cluster4
cluster5
cluster6
cluster7
cluster8
cluster9

8000

7000

6000

5000

4000

3000

600 800 1000 1200

Expenditures on education per capita (2011)

To
ta

l r
ev

en
ue

 p
er

 c
ap

ita
 (

20
16

)

1400 1600 1800 2000 2200 2400

Fig. 8 The relationship between total revenue per capita (2016) and expenditures on education
(2011) in urban-rural communes. Source: Own study

138 T. Skica et al.



11. Chrzanowska M, Drejerska N (2016) Ocena rozwoju społeczno-gospodarczego gmin
województwa mazowieckiego z wykorzystaniem metod analizy wielowymiarowej.
Wiadomości Statystyczne 6:59–69

12. Cyburt A (2014) The activity of local governments in the absorption of EU funds as a factor in
the development of rural communes. Acta Sci Pol Oecon 13(4):31–42

13. Grzebyk M (2017) Statystyczna ocena zróżnicowania poziomu rozwoju gmin wiejskich
województwa podkarpackiego w latach 2005-2014. Studia KPZK:457–467

14. Kiczek M (2015) Ocena rozwoju gmin województwa podkarpackiego (z wykorzystaniem
metody Hellwiga). Publishing House of Rzeszow University of Technology, vol XX, 22
(3):87–100

15. Pomianek I (2016) Klasyfikacja gmin miejsko-wiejskich w Polsce według poziomu rozwoju
społeczno-ekonomicznego. Prace Naukowe Uniwersytetu Ekonomicznego we Wrocławiu
450:458–471

16. Ziemiańczyk U (2010) Ocena poziomu społeczno-gospodarczego gmin wiejskich i miejsko-
wiejskich w województwie małopolskim. Infrastruktura i ekologia obszarów wiejskich. PAN,
Oddział w Krakowie, Komisja Technicznej Infrastruktury Wsi 14:31–40

17. Czyszkiewicz R (2003) Wskaźnik rozwoju wspólnot terytorialnych-koncepcja o praktycznym
zastosowaniu. Studia Regionalne i Lokalne 2(12):77–90

18. Kamińska A, Janulewicz P (2009) Klasyfikacja gmin wiejskich województwa lubelskiego na
podstawie rozwoju społeczno-gospodarczego. Folia Pomeranae Universitatis Technologiae
Stetinensis Oeconomica 57:31–42

19. Krakowiak-Bal A (2005) Wykorzystanie wybranych miar syntetycznych do budowy miary
rozwoju infrastruktury technicznej. Infrastruktura i Ekologia Terenów Wiejskich 3:71–82

20. Hryniewicz JT (2000) Endo-i egzogeniczne czynniki rozwoju gospodarczego gmin i regionów.
Studia regionalne i lokalne 2(2):53–77

21. Hryniewicz JT (2017) Czynniki lokalnego rozwoju gospodarczego-20 lat później. Samorząd
Terytorialny 6:5–23

22. Wysokinska AA (2017) Institutions or culture? Lessons for development from two natural
experiments of history, pp 1–55. https://ssrn.com/abstract¼2857893 or https://doi.org/10.2139/
ssrn.2857893. Accessed 10 Nov 2018

23. Bański J (2014) Współczesne typologie obszarów wiejskich w Polsce – przegląd podejść
metodologicznych. Przegląd Geograficzny 86(4):452

24. Sadowski Z (2005) Postęp społeczno-ekonomiczny i jego mierzenie. [w:] Sadowski Z (red)
Transformacja i rozwój. Polskie Towarzystwo Ekonomiczne, Warszawa, p 12

25. Borys T (1999) Wskaźniki ekorozwoju. Wydawnictwo Ekonomia i Środowisko, Białystok, p
99

26. Smarzewska A, Bodzak D (2015) Measurement on sustainable development of rural communes
of Bialski district. Econ Reg Stud 8(2):54–66

27. Godlewska-Majkowska H, Perło D (2017) Zastosowanie metody wagowo-korelacyjnej i
modelowania miękkiego do analizy atrakcyjności inwestycyjnej powiatów w Polsce.
Zarządzanie i Finanse 15(3):207

28. Sekuła A (2001) Koncepcje rozwoju lokalnego w świetle współczesnej literatury polskiej –
zarys problem. Zeszyty Naukowe Politechniki Gdańskiej, Ekonomia 40:89–95

29. Gałązka A (2017) Teoretyczne podstawy rozwoju regionalnego–wybrane teorie, czynniki i
bariery rozwoju regionalnego. Studia BAS 1:9–61

30. Nowińska E (2000) Strategiczne planowanie rozwoju gmin na przykładzie gmin
przygranicznych. In: Strategie rozwoju lokalnego na przykładzie gmin pogranicza polsko-
niemieckiego, Wydawnictwo Akademii Ekonomicznej, Poznań, p 67

31. Parysek JJ (1995) Rola samorządu terytorialnego w rozwoju lokalnym. In: Parysek JJ
(ed) Rozwój lokalny: zagospodarowanie przestrzenne i nisze atrakcyjności gospodarczej.
PWN, Warszawa, p 37

32. Parysek JJ (1997) Podstawy gospodarki lokalnej. Wydawnictwo Naukowe Uniwersytetu
Adama Mickiewicza, Poznań, p 46

33. Myna A (1998) Rozwój lokalny, regionalne strategie rozwoju, regionalizacja. Samorząd
Terytorialny 11:32

Local Development as a Function of Budgetary Policy and Entrepreneurship 139

https://ssrn.com/abstract=2857893
https://ssrn.com/abstract=2857893
https://doi.org/10.2139/ssrn.2857893
https://doi.org/10.2139/ssrn.2857893


34. Bagdziński SL (1994) Lokalna polityka gospodarcza (w okresie transformacji systemowej).
Wydawnictwo Uniwersytetu Mikołaja Kopernika, Toruń, p 15

35. Grzebyk B (2003) Szanse i ograniczenia rozwoju przedsiębiorczości na obszarach prawnie
chronionych (na przykładzie gminy Baligród). In: Czudec A (ed) Regionalne uwarunkowania
ekonomicznego rozwoju rolnictwa i obszarów wiejskich, vol 2. Wydawnictwo Uniwersytetu
Rzeszowskiego, Rzeszów

36. Grzebyk M, Stec M (2016) Statystyczna ocena poziomu rozwoju jednostek terytorialnych
szczebla lokalnego województwa podkarpackiego w latach 2005–2013. Mod Manag Rev
21–23(3):71–87

37. Stawicki M (2012) Koniunktura gospodarcza a rozwój gmin peryferyjnych po wstąpieniu do
Unii Europejskiej. Roczniki Naukowe Stowarzyszenia Ekonomistów Rolnictwa i Agrobiznesu
4(14):115–120

38. Madras T, Mitura M (2014) Dochody własne miast wojewódzkich w analizie ich kondycji
finansowej. Econ Manag 6:123–134

39. Stanny M, Strzelczyk W (2015) Zróżnicowanie przestrzenne sytuacji dochodowej gmin a
rozwój społeczno-gospodarczy obszarów wiejskich w Polsce. Roczniki Naukowe
Stowarzyszenia Ekonomistów Rolnictwa i Agrobiznesu 17(4):301–307

40. Wojarska M, Marks-Bielska R (2015) Fundusze Unii Europejskiej jako źródło finansowania
rozwoju lokalnego gmin województwa warmińsko-mazurskiego. Optimum Studia
Ekonomiczne 4(76):104–120

41. Jegorow D (2015) Samodzielność finansowa polskich gmin-dyspersja regionalna. Zarządzanie.
Teoria i Praktyka. Wyższa Szkoła Menedżerska, Warszawa 2(12):25–30

42. Skica T, Golejewska A, Bielak J (2018) Budgetary policy of local government and its impact on
entrepreneurship. Int J Contemp Manag 17(2):35–62

43. Standar A (2017) Ocena kondycji finansowej gmin oraz jej wybranych uwarunkowań na
przykładzie województwa wielkopolskiego przy wykorzystaniu metody TOPSIS. Wieś i
Rolnictwo 2(175):69–92

44. Skica T, Rodzinka J, Harasym R (2017) Impact of financial policies of local authorities on
entrepreneurship: comprehensiveness of policy matters. In contemporary trends and challenges
in finance. Springer, Cham, pp 257–269

45. Hall M (1998) Correlation-based feature subset selection for machine learning. PhD Thesis,
Hamilton, New Zealand

46. MacQueen JB (1967) Some methods for classification and analysis of multivariate observa-
tions. Proceedings of 5th Berkeley Symposium on Mathematical Statistics and Probability.
1. University of California Press, pp 281–297

140 T. Skica et al.



Overall Assessment of Corporate Social
Responsibility and Irresponsibility: A Map
of Responsibility

Ewa Głuszek

1 Introduction

Corporate social responsibility in fact has two sides of the coin—it covers both
socially responsible and socially irresponsible activities. Empirical research
unequivocally confirms the fact, known from eyewitness observations and media
reports, that most companies engage in both types of initiatives at the same time. It
should be noted that despite many reservations and controversies, corporate social
responsibility (CSR) has become a business megatrend in the last decade, which
cannot be underestimated as it becomes an important factor determining the long-
term competitive advantage. In this situation, the question of the social responsibility
of a given company becomes important for many stakeholders. Such evaluation is
expected primarily by investors, but also potential business partners, consumers,
non-governmental organizations or the general public. A reliable, comprehensive
assessment of corporate social responsibility should therefore include both areas:
corporate social responsibility (CSR) and corporate social irresponsibility (CSI). The
article introduces the concept of overall corporate social responsibility (oCSR),
which includes both socially responsible and socially irresponsible activities.

The aim of the article is to propose a simple tool in the form of a map used for the
assessment of overall corporate social responsibility, allowing for a comprehensive
and objective evaluation of the company’s activities. Such a map, hereinafter
referred to as the Map of the Overall Corporate Social Responsibility (MoCSR)
provides better understand the phenomenon of corporate social responsibility, and in
particular the relationship between CSR and CSI. The paper uses two research
methods: literature review (referring to conceptual and empirical research) to justify
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the separation (orthogonality) of CSR/CSI concepts and to propose criteria for their
evaluation, and logical analysis to construct a oCSR evaluation map as a proposal for
an evaluation scheme, and formulation of 10 key conceptual or empirically testable
propositions. Analyzing the issues of corporate social responsibility concerning its
positive and negative character, the article is in line with the normative, axiological
research trend, which deals with determining “how it should be”.

2 Corporate Social Responsibility and Corporate Social
Irresponsibility

Corporate Social Responsibility (CSR) has been the subject of interest of managers
and management theorists for over half a century. The concept of CSR itself has
proved so complex and controversial that it has not yet been possible to develop a
uniform definition of the concept, acceptable to many schools within the scope of
management sciences and the practitioners themselves. On the contrary, the concept
of corporate social responsibility has begun to evolve in a number of different ways,
concepts and terms, so that it now seems impossible to reach a consensus. The article
adopts the most common term: Corporate Social Responsibility (CSR), which
according to the ISO 26000 standard means the responsibility of an organization
for the impact of decisions and actions taken on society and the environment. CSR
therefore means the efforts of an organization to strike a balance between economic,
environmental and social requirements (without having to ignore the expectations of
stakeholders), while at the same time providing the opportunity to make their own
contribution to the benefit of different stakeholder groups.

In the last decade, especially since the financial crisis of 2008, the notion of
Corporate Social Irresponsibility (CSI) has become more and more common in the
context of corporate social responsibility. The current interest in this phenomenon
can be attributed, firstly, to the finding that the sources of the 2008 financial crisis are
inherent in irresponsible decisions and actions taken by the financial institutions of
their time, and, secondly, the finding that the vast majority of companies engaging in
CSR, simultaneously takes socially irresponsible activities [1–5]. The Corporate
Social Irresponsibility result from many different causes and motives. It may be a
geographical dispersion of many business units operating in different legal and
cultural systems [5], treating CSR as a strategy to compensate for socially irrespon-
sible behavior [3, 4], or selectively engaging only in some aspects
(e.g. environmental protection), and omitting/marginalizing others [1, 2].

Many authors associate CSI with a lack of morality, considering it an immoral
practice based on fraud and manipulation of stakeholders [6], or unethical manage-
ment behaviors (usually individual behavior) that necessarily prefer the interests of
one group (usually shareholders) at the expense of interests and expectations of other
stakeholders [7, 8]. Still others point to the illegality or deliberate exploitation of
loopholes and ambiguities in legislation [9]. Corporate Social Irresponsibility can be
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treated as the opposite of Corporate Social Responsibility (Ferry 1962, in: Lin-Hi
and Muller [10]); since CSR is therefore defined as a business response to social
expectations (meeting stakeholders’ expectations), CSI is a non-response, disregard
or failure to meet society’s expectations [1]. The common denominator of these
different approaches is that CSI have negative consequences for stakeholders and
therefore generally reduce social welfare [10].

Proposition 1 Overall Corporate Social Responsibility (oCSR) in fact consists of
two aspects (areas): Corporate Social Responsibility (CSR) and Corporate Social
Irresponsibility (CSI).

To sum up, social irresponsibility can be considered as achieving business goals
in a way that is inconsistent with the applicable legal order and accepted ethical
standards, leading to negative impacts on at least one group of stakeholders. It
should be stressed that the concept of irresponsibility of business is—similarly to
CSR—strongly influenced by the context. This means that the assessment of a
company’s performance as socially irresponsible depends on the cultural norms
(and constantly evolving norms), laws, the state of the economy, standards of living
and education, traditions, customs, etc. Thus, the same behavior may be assessed
differently in different places [11]. It seems that at the level of analysis, the term
“corporate social irresponsibility” is a natural complement to the concept of “cor-
porate social responsibility”, and therefore it is only by combining these two
concepts that we can better understand the essence of CSR idea [12].

Proposition 2 Corporate Social Responsibility (CSR) generally means positive
effects for stakeholders (raising the level of social welfare), while Corporate Social
Irresponsibility (CSI) is associated with negative effects for stakeholders (lowering
the level of social well-being).

The interconnection and interdependence between CSR and CSI is probably one
of the most important issues that can help to better manage this area. This relation-
ship can be understood in two ways: as a one-dimensional construct,
i.e. responsibility and irresponsibility of business are the two extremities of one
continuum (continuity model), or as a two-dimensional construct, i.e. CSR and CSI
are rather two different, relatively independent phenomena, which may occur simul-
taneously at the same time (the concept of two continuous—orthogonal model).
There are a number of arguments in favour of adopting an orthogonal approach [13];
First, observations and studies show that a large number of companies are involved
in both responsible and irresponsible initiatives [1, 2]. Secondly, the assessment of
the social responsibility of the activities undertaken by the companies depends on the
point of view of the evaluating entity [14]. Thirdly, there may be a causal-impact
relationship between CSR and CSI, namely that involvement in CSR is often a
strategy to compensate for socially irresponsible behaviour [3].
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3 Criteria for Assessing Overall Corporate Social
Responsibility

Despite many efforts of the academic community and practitioners, it has not yet
been possible to develop a reliable and credible measure that would allow to
objectively assess the degree of responsibility of the organization, i.e. the advance-
ment of managerial practices concerning the application of CSR standards. So far,
three main approaches have been used to assess corporate social responsibility:
expert assessments (reputation rankings and databases), one- and multi-indicator
indices, and management surveys [15]. They all make a significant contribution to
the understanding and development of the CSR, but also have certain limitations.
The most important of these is focusing only on one, positive side of social
responsibility. As it seems, there is a need to develop a slightly different method
of evaluating corporate social responsibility than previously. The one which—
firstly—will allow to take into account both the positive and negative side of the
activities undertaken in this area, and secondly, one that will be as simple to use as
possible, but at the same time clear and unambiguous. Recognizing both CSR and
CSI in the assessment is a necessary condition for obtaining a comprehensive picture
of the overall company’s responsibility, and thus for a more reliable, objective
assessment of the company’s approach to the issue in question. Moreover, such an
assessment should be more friendly in the sense of ease of interpretation for potential
users, e.g. clients, investors, business analysts or managers. It would be optimal to
find a “golden mean”, to center between one-dimensional indicators (such as the
index of charitable expenses or corporate punishment), and complex scales of
multidimensional assessment or extensive social reports.

Proposition 3 A reliable assessment of overall corporate social responsibility
(oCSR) should include CSR and CSI activities.

The method of comprehensive social responsibility assessment proposed in the
article uses of graphic form of the matrix (a kind of map) to present the results of the
assessment. The proposed Map of Overall Corporate Social Responsibility
(MoCSR) is a two-dimensional coordinate system that takes into account two
areas of evaluation: corporate social responsibility (CSR) and corporate social
irresponsibility (CSI), and two criteria for assessing these areas. These evaluation
criteria could be (1) the extent of influence on stakeholders and (2) intentionality/
strategicity. The first criterion, which allows to assess the degree of social respon-
sibility/irresponsibility of the enterprise, is the impact of the action taken on stake-
holders, understood as the extent of the affected entities and, by default, the size of
the benefit or damage [16]. In assessing the degree of social responsibility/irrespon-
sibility, it is not important which stakeholder group has benefited or been harmed,
but rather the number and extent of such benefits/damages. Here we can refer to
Davis’ “iron principle of responsibility”, which makes the company’s degree of
responsibility dependent on its ability to exert influence. This means that the more
power and control a company has over a given situation, the greater its responsibility
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[17]. Large transnational corporations should therefore be judged more strictly on
the extent of their impact—both real in terms of social and economic impact and
moral, i.e. good/bad example for others and of reducing/increasing social scepticism
and distrust of CSR idea.

Proposition 4 The criteria for assessing the overall corporate social responsibility
(oCSR) may be: the extent of impact on stakeholders and intentionality/strategicity.

Proposition 5 The broader the impact of a given company, i.e. the greater the
number of stakeholders who benefit or suffer (directly and indirectly), and the
greater the amount of these benefits/harm to stakeholders, the greater—respec-
tively—responsibility (CSR) or irresponsibility (CSI) of the company.

The second criterion for assessing the social responsibility of a company may be
the strategicity or intentionality of activities. In the case of corporate social respon-
sibility, this criterion refers to the degree of integration of different initiatives at the
strategic level, their skillful prioritization and implementation of effective manage-
ment instruments [8, 18, 19]. This criterion is based on the dominant model of
activities practiced by the company, which distinguishes three basic types of CSR:
charity (philanthropy), integration with operational activities and innovations
[20, 21]. Charitable activities include activities that are motivated by charity, even
if they may result in positive business benefits; Integration with operational activities
refers to activities that aim to achieve benefits for the company as well as positive
environmental or social impacts; Innovation means CSR programs whose essence is
a fundamental change in the business “ecosystem” aimed at strengthening the long-
term competitive position of the company, while creating significant social value
[21]. These three types of CSR differ in relation to the core business, objectives of
the undertaken activities and expected benefits. At the same time, they reflect the
degree of “strategicity” of the innovations undertaken by the company. Strategicity
in this case means the degree of thought-out, planned rooting of CSR initiatives in
the key activity of the company, and therefore their sustainability and the signifi-
cance of effects for society. The gradual scale of activities would start with philan-
thropic initiatives (not usually related to the key activity of the company), through
activities aimed at achieving mutual benefits (integrated more or less with the
operational activity), up to innovations proposing quite radical changes in the
business model and/or completely new, socially desirable products.

Proposition 6 The greater the strategicity of initiatives that have positive effects for
stakeholders, the greater is the corporate social responsibility (CSR).

In the case of corporate social irresponsibility, one can speak not about the
strategicity, but about the intentionality of the activities. One of the threads of
discussion about the CSI is the distinction between intentional and unintentional
behavior [2, 10, 14]. Intentional CSI means that the enterprise deliberately takes
actions that are disadvantageous or even harmful to some stakeholders, such as
corruption of local officials, non-payment of employees, tax evasion, etc. [10]. Inten-
tional corporate social irresponsibility is characterized by two features; Firstly, it is
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usually aimed at achieving a higher level of profits, and secondly it requires some
effort to hide it from public opinion. In contrast, unintentional CSI means that the
damage of the stakeholders arose unintentionally, so they were not the result of
conscious actions aimed at achieving a certain goal, but rather the result of a case,
accident, disaster or just a side effect of certain activities [10]. Thus, the degree of
purposefulness, intentionality of actions taken by the company may be a good
measure of corporate social irresponsibility: the greater the intentionality of the
company’s behavior, the greater its social irresponsibility. The scale of actions
(in this case, gradation of intentions) would start with completely unintentional,
accidental behavior, through unintentional actions, but resulting from obvious neg-
ligence of the company (i.e. deliberately risky and exposing stakeholders to dam-
ages), to behavior undertaken with full intention to obtain benefits for a company or
managers.

Proposition 7 The greater the intentionality of the company’s behavior causing
negative effects for stakeholders, the greater its corporate social irresponsibility
(CSI).

4 Map of the Overall Corporate Social Responsibility
(MoCSR)

Both dimensions of overall corporate responsibility assessment can be summarized
as follows:

Proposition 8 The greater the strategicity of a given action and the greater its
positive impact on stakeholders—the greater responsibility (CSR) of given
company.

Proposition 9 The greater the intentionality of a given company’s activity and the
greater its negative impact on stakeholders—the greater irresponsibility (CSI) of the
given company.

The proposed criteria can be grouped in a coordinate system, creating a kind of
oCSR map, which displays the various responsible and irresponsible actions of the
company (Fig. 1). In order to facilitate interpretation, a qualitative approach to
estimating both dimensions can be applied—similarly as in project management
assessment of risk, where impact and probability are evaluated [22]. Therefore, a
3-point scale can be assumed: low (1), medium (2), high (3) impact, or low (1),
medium (2), high (3) strategicity/intentionality.

Proposition 10 To assess the overall social responsibility of a company (oCSR), a
qualitative approach can be used and a 3-point rating scale can be adopted, where:
1—means small, 2—means medium, and 3—means high impact or strategicity/
intentionality.
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This qualitative analysis of the company’s initiatives makes it possible to distin-
guish (estimate) the degree of overall CSR—from small to large—and to compare
(benchmark) different companies with each other. The individual measures taken by
the company in a given period of time can therefore be assigned a rating according to
two criteria, obtaining an overall picture of social responsibility (oCSR).

The map of all-encompassing responsibility makes it possible to compare the
degree of responsibility/irresponsibility of various social initiatives (and other activ-
ities) in the company’s portfolio. In such a qualitative assessment of oCSR 1 point
would mean low impact (small damage/benefit to a very limited number of stake-
holders—green colour), or a small intentionality/strategicity (accidental, unintended
event, or charity), and 3 points would mean a big impact (serious damage/benefit for
a large number of stakeholders—red colour) or high intentionality/strategicity (fully
intended activities or implementation of significant innovations). Similarly to the
risk map (risk profile) prepared for projects implemented in the enterprise, its various
social initiatives can be presented on a similar map in three traffic-lights colors.

One can also use the color code to indicate different activities that are socially
responsible or irresponsible. And so: actions that will be found in the red fields mean
respectively very negative (CSI) or very poorly positively evaluated initiatives
(CSR)—means the zone of the highest irresponsibility or smallest responsibility;
Those in the yellow fields are rated as moderately bad or good—this is the area of
average irresponsibility/responsibility; On the other hand, initiatives on green fields
represent the least harmful or the most beneficial actions from the point of view of
stakeholders—the zone of the lowest irresponsibility or the highest responsibility.

To illustrate the use of a Map of the Overall Corporate Social Responsibility the
example of BP can be used. BP is one of the largest oil companies in the world. A
number of crisis situations that occurred in the company’s history led BP to
undertake a global campaign of corporate image change in 2000, aimed at presenting
BP as a corporation caring for the natural environment. Since then, the company has
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Fig. 1 Map of the overall corporate social responsibility (MoCSR). Source: Own elaboration
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been trying to actively undertake various initiatives in the field of CSR and promote
clean energy. At the same time, however, in the last decade, BP has contributed to
several major environmental disasters, the most serious of which was the Deepwater
Horizon explosion in 2010, which caused a massive oil spill to the Gulf of Mexico,
causing enormous damage to the local population, industry (fisheries) and the
environment. In order to illustrate the use made of the responsibility map, Table 1
lists the selected activities relevant for the assessment of this area in BP [23]. Figure 2
shows a summary of these activities on the map on the CSI or CSR side,
respectively.

The list of various initiatives and activities undertaken by BP in the last two
decades on the map of the overall responsibility assessment allows you to see a full
picture of the social responsibility and social irresponsibility of the described
company. It shows that social initiatives within the CSR area have a relatively
small range (positive impact on stakeholders), as well as relatively low strategicity
(impact on the way of conducting key activities). On the other hand, the situation in
the CSI area is quite different—there are a lot of conscious negligence measures in
terms of compliance with safety standards (even own internal standards) that indicate
a high intentionality of irresponsible behavior and several serious crises whose
degree of intentionality is admittedly small, but with a very big negative impact on
stakeholders and the natural environment. When comparing the two sides of BP’s
overall social responsibility, it should be stated that the general balance is disadvan-
tageous to the company—the irresponsible behaviors clearly prevail.

5 Conclusions

The article presents a way of making a comprehensive assessment of corporate social
responsibility based on the use of graphic form (matrix). The proposed Map of the
Corporate Social Responsibility (MoCSR) is a two-dimensional system of coordi-
nates that takes into account two areas of evaluation: corporate social responsibility
(CSR) and corporate social irresponsibility (CSI), and two criteria for assessing these
areas: the extent of their impact on stakeholders, and intentionality/strategicity. A
comparison of the assessment of social responsibility/irresponsibility of various
activities in which a given company is involved with the use of a graphical tool in
the form of a map gives a number of benefits; Firstly, it shows most of the company’s
relevant initiatives by giving an overall view of its approach to social responsibility;
Secondly, it distinguishes and separates between positive (CSR), and negative (CSI)
actions from the perspective of stakeholders, avoiding mixing them together or
creating the impression that they can be compensated for each other; And—thirdly,
it presents them in a way that is easy to interpret, even by those with little substantive
background (e.g. NGOs). Tracking changes in such responsibility maps, e.g. on a
year-to-year basis, can also provide a lot of interesting information. Knowing
whether a company is improving or deteriorating its social responsibility status
seems particularly valuable to investors (e.g. Social Responsible Investment). The
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Table 1 List of selected BP initiatives/activities in the field of overall Corporate Social
Responsibility

Initiatives/activities

CSR
or
CSI Influence

Strateg/
intentionality

A Design the right technology for restricting greenhouse
gas emissions with collaboration with International
Energy Agency

CSR 2 2

B Use of and investment in renewable sources of energy
such as biofuels, wind, and solar energy (e.g. the
acquisition of Solarex)

CSR 1 2

C Cooperation with non-governmental organizations,
involvement in local community initiatives

CSR 2 1

D Diversity policy (the diversified workforce structure
and appropriate employee recruitment)

CSR 2 1

E Preparing sustainability reports with clear structure and
detailed information in terms of its sustainability pro-
gress and impacts

CSR 1 1

F Clear no-tolerance policy with regard to abusive
behaviours

CSR 1 1

G Petrol stations designed and operated in accordance
with the requirements of environmental protection

CSR 2 1

H A 2005 explosion at a refinery in Texas City, Texas,
which led to the death of 15 workers and the injury of
hundreds more

CSI 2 1

I Noncompliance with safety regulations arising from
the Texas City explosion—“failed to meet [BP’s] own
standards and the requirements of the law.”

CSI 2 3

J A 2006 problems in refinery Toledo (Ohio) with pres-
sure relief valves, which OSHA instructed BP to
remediate (2 years later inspectors found that BP didn’t
fix all the valves)

CSI 1 3

K In 2006 a portion of BP’s Alaska pipeline near Prudhoe
Bay had repeatedly been leaking oil into the tundra due
to pipe corrosion (the State of Alaska accused BP of
“poor maintenance practices”)

CSI 1 2

L In 2009 a repeat OSHA inspection back at the Texas
City refinery found safety violations, much like the
ones that led to the 2005 explosion, and imposed the
largest fine in the agency’s history

CSI 2 3

M On April 20, 2010, catastrophe on Deepwater Horizon
platform—an explosion and fire, that killed 11 crew-
men and sank the platform. 184 million gallons of oil
leaked into the Gulf of Mexico.

CSI 3 1

Source: Own elaboration based on Cherry and Sneirson [23]
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proposed concept of the Map of the Overall Corporate Social Responsibility con-
tributes to a better understanding of the concept itself, and fills a research gap linked
to the omission of social irresponsibility from the consideration of the companies’
approach to the issue.
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System for Financing Investments
in Renewable Energy Sources in Poland

Alicja Małgorzata Graczyk, Andrzej Graczyk, and Tomasz Żołyniak

1 Introduction

Transformation in power engineering is reflected mainly in the decentralisation of
production. The use of renewable energy (RE) reduces environmental impact and
protects the climate. The development of local sources fosters the inclusion of local
communities and even individuals in the processes typical for a modern economy.
The negative effects of transporting energy over long distances, i.e. energy losses,
and the need to expand the transmission network are eliminated. Energy production
in renewables usually generates much lower external costs in comparison to energy
production in conventional sources [1–3].

The European Union has adopted an ambitious strategy to increase the share of
renewable energy sources in final energy consumption. By 2020, this share is
expected to be 20% [4–6]. Each EU Member State has its own specific strategic
goal. Poland is included in the group of countries, in which the share was lower in
2017—11%—from the target adopted for 2020 (15%) [7]. The Clean Energy for all
Europeans package [8] has set broad energy sector development goals, where
renewable energy sources (RES) play a particular role. The package included a
proposal to amend the Directive 2009/28/EC [9]. The European Council, on
24 October 2014, endorsed a binding EU target of 27% share of renewable sources
in gross final energy consumption by 2030. In 2018, the Commission, the Parliament
and the European Council determined the target to at least 32%. These goals will be
difficult to achieve unless the system of financing and RES development supporting
are adapted [10].

The transformation process with the use of renewable energy sources requires
devising methods for financing investments necessary in the development of the
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production base, the regulatory system and the power grid. In Poland, the combined
efforts of the public sector, enterprises and citizens will be necessary. Due to
worldwide research, direct public investment has generally constituted a small
share of total renewables finance. It fluctuated between 12% and 16% in
2013–2015 and dipped to 8% in 2016. The bulk of RES investment (more than
90% in 2016) was financed by private investors ([11], p.12). Development finance
institutions (multilateral, bilateral, national) have accounted for the majority of
public investment, with an annual average of 85% of the total in 2013–2015,
which has fallen to 73% in 2016 ([11], p.13).

The costs of producing energy from renewables are systematically decreasing,
especially in photovoltaic technology. They are high, however, even for rich coun-
tries such as Germany [12]. Therefore, the transition to these technologies and the
development of distributed energy requires adequate financing of investments,
especially in the case of countries with low GDP per capita. In countries such as
Poland, it will be necessary to combine public sector, enterprise and citizen efforts.

The research problem is to determine the system composition for financing
investments in renewable energy sources in Poland. The problem of RE financing
is globally essential. Bloomberg New Energy Finance (BNEF), shows the rapid
global growth (10 years time: 2004–2014) in the amount of RE finance along the
entire innovation chain (from R&D sector to asset finance for full-scale power
plants) [13]. M. Mazzucato and G. Semieniuk [14] widely described the relationship
between different types of finance and their willingness to invest in RE. They proved
financial actors create directions towards RE technologies and vary considerably in
the composition of their investment portfolio. The effectiveness of policies induces
RE investments was widely discussed by F. Polzin, M. Migendt, F.A. Täube, P. von
Flotow [15].

The aim of the article is to identify, analyse and assess the elements that are
absolutely essential for green energy transformation: the support of investments
from public funds (the first part of the article), a mechanism for investing in
commercial projects (the second part) and the financing of small projects provided
by households (the third part). This research uses Poland as a case study. The
problem, however, has a universal character, and is especially relevant to countries
with relatively low possibilities of investing private funds in the development of
RES [16]. The development of the renewable energy financing system in Poland
started later than in the EU15. Therefore, the authors formulate the hypothesis: at the
current stage of RES development, this system is not yet coherent.

The article consists of three parts devoted to the main elements of the renewable
energy financing system in Poland. Different research methods were adopted in each
part. The first part assessed the package of solutions proposed in the national energy
policy draft until 2020 based on the analysis of the strategic document. The starting
point is the presentation of forms of public support for renewable energy develop-
ment typical for more developed countries. On this basis, the directions and forms of
support proposed in the Polish energy policy were evaluated. The research problem
in this section is the extent to which European solutions can be applied in Poland. In
the second part, the primary research method was individual interviews conducted
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with selected financial institutions, such as the European InvestmentBank, CEEEquity
Partners and Green Investment Group Limited (Macquarie Group). The research
problem is the composition of models for financing energy projects using short- and
long-term financial instruments available commercially in Polish market conditions.

In the third part, government support for prosumer installations development was
identified and assessed. Then, willingness to invest in RES by households was
analysed based on Polish surveys carried out by the research company CBOS and
the Wroclaw University of Economics. In the last part, the results of Graczyk
research are introduced. The survey was conducted from April to May 2016 in the
form of face-to-face interviews on a paper questionnaire (PAPI) in 500 households
living exclusively in single-family or terraced houses in the Lower Silesia region in
Poland. The main research problem was to determine and assess Polish government
support for prosumers and household willingness to invest in RES.

2 The System of Supporting Investments in Renewable
Energy Sources with Public Funds

The state is an essential element of the development of renewable energy as
indicated by global [17] and European experience [18].

In order to reach its RES target, each European Member State should implement a
mix of different policy instruments to support RES development, particularly in the
energy sector. The majority of energy policy instruments are based on targets for
specific RES shares in electric energy generation, heating and cooling, as well as for
the transport sector. Fundamental national mechanisms in renewable energy support
policies include regulatory policies, fiscal incentives, as well as public financing for
the following:

– quota obligations with tradable green certificates,
– feed-in tariffs (FIT),
– feed-in premiums (FIP),
– investment grants,
– soft loans,
– loan guarantees,
– tax incentives,
– tendering schemes.

Feed-in tariffs and feed-in premiums are the most frequently introduced key
mechanisms [19]. European experience from previous years indicates that FITs or
quota obligations were widely used in the timeframe 2007–2012. The rapid decline
in RES investment cost, however, led to financial support for certain technologies
beyond what was required. This resulted in FITs reductions. Growing RES compet-
itiveness also led to another trend observable in that period towards FIPs and
tendering procedures. Introducing those mechanisms increased cost-effectiveness
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and limited competitive distortions between the Member States. The EU state aid
rules will accelerate the trend by the gradual replacement of FIT by FIP and the
gradual introduction of competitive bidding processes, aimed to subject RES to
market signals. In the draft of the State Energy Policy until 2040 (PEP 2040), the
objective of 21% share of renewable energy in the final gross energy consumption in
2030 was adopted. This is approximately 27% of RES’s share in net electricity
production. The mechanisms of support and promotion of the generation of energy
from RES will be tailored to market needs [20]. This means that the entities that are
able to undertake investment activities in response to market signals, counting on
possible support from public funds, will be the initiators of investment projects. The
draft indicates that the following solutions will be favoured:

– ensuring maximum availability (high efficiency and utilisation rate, controllabil-
ity, use of energy storage), with the relatively lowest cost of energy generation;

– satisfying local energy needs (heat, electricity, transport), but also associated with
waste management (in line with the waste management hierarchy) and the use of
local potential.

Therefore, the public support system will not favour investments in onshore wind
farms, solar farms, and household installations that use wind and solar energy, which
is the most important part of the renewable energy potential in Poland.

It is envisaged that support will depend on the type of renewable source and its
size. The following forms of support can be distinguished:

– priority access to the grid;
– auctions—intended for sources generating energy in a professional manner,

i.e. ensuring availability and appropriately high power;
– feed-in tariffs and feed-in premium system—intended for installations with

relatively small power that manage energy unused by small producers;
– subsidies, repayable assistance—a mechanism dependent on local needs, distrib-

uted in regions;
– guarantees of origin treated as a kind of voluntary certificate, the demand for

which is created by recipients who want to be perceived as environmentally-
friendly companies;

– aid mechanisms targeted at specific technologies—this solution is intended for
sources that do not have competition on the market, as they are a new technology
(e.g. offshore wind energy). For various reasons, however, their implementation
on the market is important for the country—e.g. high power consumption in a
year ([20], p.41).

The support system for the generation of energy in renewable sources functioned
in Poland already before 2019. The review of support mechanisms in Poland was
presented by Graczyk [21]. The support system did not cause an increase in
investments in renewable energy sources to meet the target of the required level of
share of renewable energy in its final consumption by 2020 [22].

An auction system and a fixed/guaranteed price mechanism will be of paramount
importance for the support of financing in RES investments. On 13 December 2017,
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the European Commission accepted the Polish system of supporting the develop-
ment of renewable energy sources worth PLN 40 billion (approximately EUR 9.4
billion), based on the auction system, i.e. a competitive bidding procedure [23].

The auction system should help to reduce the costs of the offered energy. Under
the present executive regulations, however, it “accumulates” additional elements.
Consequently, this leads to increased costs, while the tenderer cannot increase the
price of contracted energy.

The auction support system did not arouse investors’ trust in the public support
system, aimed at the development of RES ([24], p.53). The system encourages
investors to offer a low price for energy in order to obtain an order. Price
downgrading may result in investors’ withdrawals from contracts, attempts to
renegotiate terms and conditions, or prolong investment time, if they can count on
savings due to price reductions from equipment suppliers (this tendency occurs as a
result of rapid market growth and technical progress).

The system, based on a fixed guaranteed price, displays simplicity which also
means a high level of public spending. The subject of market arrangements is the
amount of energy supplied from renewable sources. In the case of a fixed price
system, the risk area for public authorities is the potential increase in the supply of
renewable energy. It can arise from technical progress, which is currently quite rapid
in this field. Then, public authorities would have to buy more energy at a specified
price. The way to contain this risk would be to introduce a limit on the purchase of an
appropriate amount of energy from renewable sources. In this case, however, the
energy producers, aware that they may not sell all of the renewable energy they
supply, will not be particularly interested in implementing innovations and reducing
costs. As a result, this system may limit both the scale of investments in RES, as well
as reaching for the latest technological solutions.

The fixed price systems are inherently closed to renewable energy suppliers from
other countries. Public authorities will not be interested in granting public funds to
foreign energy suppliers. In light of the solutions of Directive 2009/28/EC, this may
constitute a serious limitation for the development and financing of joint projects.

Other proposed solutions of the support system may probably promote cooper-
ation in the generation of RES at the local level. This may apply to energy clusters
and cooperatives. It is not known, however, what their role would be—probably it
could be limited to using locally generated energy [25]. The solutions proposed to
prosumers, however, will result in a decrease in the supply of market energy and
rather limit self-consumption.

The public support system introduced in the Polish energy policy should, to a
greater extent, be oriented towards the needs of the development of dispersed
energy. In particular, this concerns combining projects with typically commercial
projects, and supporting the prosumer sector.
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3 Financing Investments in Commercial Projects

The lack of predictability of the legal system is significant for the assessment of the
current financing system. This may have an impact on the conditions of financing
projects in renewable energy in Poland, as the regulatory risk is an important aspect
in determining loan terms [24]. In these conditions, it is particularly important to
prepare carefully scenarios that will limit the remaining risks and enable investment
financing. For this purpose, literature analysis and individual interviews were
conducted with selected financial institutions, such as the European Investment
Bank, CEE Equity Partners and Green Investment Group Limited (Macquarie
Group). Interviews were conducted in July 2018 with persons at decision-making
positions. The aim of the research was to simulate a project that has the ability to
obtain financing without public support. Individual interviews lasted 2 hours and
were carried as discussions, to work out the best possible scenarios with the greatest
probability of implementation. It involved ten institutions and the selected ones are
quoted in the article. These three institutions have a documented investment track
record on other markets and can act as leaders on the Polish market in the financing
of commercial projects in renewable energy sources. Until now, no financing for a
PPA-type commercial project on a significant scale has been obtained in Poland.
Due to the uncertainty associated with public support, traders acquire funding
primarily in two models: on the basis of the company balance sheet and in the
“project finance” model. In order for projects to be financed, it is required to
determine their bankability. In practice, this means the status of the investment
project, which allows the financing institution to make a positive decision on
granting funding for its further development. It should be remembered, however,
that from the point of view of financing institutions, “bankability” will also refer to a
number of other elements that determine the proper development of the project, in
particular: regulatory risk, technical risk and financial risk. The problem is not
shortage of money but the shortage of reliable projects to invest in. Large-scale
production of bankable projects could strongly attract institutional investors into the
infrastructure markets of developing countries [26, 27].

Financing based on the company balance sheet (corporate financing) is practised
when the size of the investment is adequate to the current scale and activity of the
company. Corporate financing is usually the most advantageous option for obtaining
financing in terms of cost. It also gives greater flexibility in the availability of funds
from the loan.

Financing based on the balance sheet is usually granted for a period of 3–5 years;
it occasionally happens that the financing period reaches 7 years. If the financing
period exceeds 7 years, some elements of project financing are incorporated into the
corporate financing structure or financing is completely arranged in the “project
finance” formula. In this context, it can be said that institutional investors may not
prefer instruments that have a short life span, such as loans [28].

Another possible option of balance sheet financing is treating it as bridge financ-
ing for the investment period, until its closure and technical acceptance. Ultimately,
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the completed and already working part of the enterprise may be separated into a
special purpose vehicle (SPV) and refinanced using a long-term loan granted directly
to SPV. For example, pension funds and insurance companies have long-term
liabilities [17]. In this case, from the point of view of financing institutions, the
risks associated with the investment process are eliminated. This significantly
improves the comfort of creditors and allows investors to save time and costs
associated with bank supervision over the investment process and the assessment
of contractors’ risk. Besides, because the loan refinances a ready investment, which
is free of the risks associated with the investment process, it can be granted under
terms and conditions much more favourable than standard ones. The ability to obtain
financing based on the balance sheet is limited by a debt ratio up to 3 � EBITDA.

Project financing is based on the assumption that it will be fully repaid from the
funds generated by the project. Until now, the “project finance” formula was most
often used for financing wind farms. The best example is Green Investment Group
Limited, which is part of the Macquarie Group. The typical preparation of a project
for project financing in the scope of terms and conditions consists of:

– developing the project concept and, in the case of a larger number of investors,
establishing the principles of their cooperation;

– conducting a feasibility study;
– obtaining appropriate licenses and permits;
– analysing the environmental impact and obtaining environmental permits;
– establishing and negotiating the contract structure;
– preparing the tender and selecting the general contractor;
– obtaining financing for the project.

Conversely, the interview with financial institutions shows that at the stage of
organising financing in the “project finance” formula, we have to divide the risks
occurring at the construction and operational phases of the project between the
investor, general contractor and financing institutions. When analysing a project in
the field of electricity generation, banks assess its risk by taking into account many
factors, including:

– structure of contracts for energy reception, adequacy of the period for which they
are concluded in relation to the financing period, standing of energy recipient and
the merchant risk size of the project;

– terms of contracts for the supply of fuel;
– main provisions of the EPC contract, including the level of performance bonds

and contractual penalties, as well as the standing of the main contractor, their
financial capacity, and experience in implementing similar units;

– the technology of the power generation unit and experience in its use in similar
projects in the world.

Financial institutions also conclude direct agreements with the most important
parties to the project, allowing the company to acquire the rights of the special-
purpose vehicle and continue the project in the event of their breach. In the case of
“project finance”, financial documentation is more restrictive and more extensive
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than in the case of corporate financing.Moreover, in contrast to corporate loans, where
financial ratios are based on the balance sheet and the company income statement,
project financing uses indicators related to cash flows generated by the project.

The financing periods of the commercial bank tranches in project financing
usually range from 8 to 15 years, and repayment is usually adjusted to the flows
generated by the project. Banks are prepared to finance projects in the “project
finance” structure, but it needs to be secured by a stable source of profits protected by
the government [29].

4 Financing Small Projects (Prosumers)

In past years, the Polish financial support scheme has favoured big renewables
investments, which has resulted in little to no locally owned renewable energy
generation. Finally, in 2015, Directive 2009/28/EC on the promotion of the use of
energy from renewable sources was implemented in Poland by the new Renewable
Energy Sources Act [30]. In the course of the energy transition towards more
sustainable production and energy consumption, a new actor has entered the Polish
energy market—the prosumer (energy producer and energy consumer). The defini-
tion of prosumer introduced by the Renewable Energy Sources Act denotes an
owner of micro-installations and the end-energy user who generates and consumes
energy for own purposes only (entrepreneurs are excluded, see [31]). The term in the
Polish energy sector is associated mainly with households, and concerns less
frequently energy clusters and energy cooperatives. Probably, in 2019, a new
amendment will be introduced to enable churches, schools, local governments, and
small and medium companies to become prosumers [32]. The new concept is also to
motivate prosumers to produce energy properly for their use. It assumes energy
balancing according to the following rules: for micro-installations with a capacity of
up to 7 kW and with a capacity of 7 kW and more. The first group of prosumers can
exchange the surplus of electricity production for the provision of electricity in times
of insufficient generation (modified net metering) in relation 1–0.7 kWh, and the
second group in relation 1–0.5 kWh. Concluding, the net metering system in Poland
has been modified once again and the change limited government support. In 2018,
prosumers could benefit from exchanging in relation 1 to 0.8 or 0.7 depending on
installation size [33]. Government support is planned for 15 years, but will not
extend beyond 31 December 2035.

One of the basic institutions supporting local community green energy develop-
ment in Poland is the National Fund for Environmental Protection and Water
Management. Due to its support, more than 67,000 households received financial
support under the programme of surcharges to credits for solar collectors. Continu-
ing development of civil power engineering from renewable energy, the National
Fund has recently introduced the Prosumer programme, the Bocian programme and
the Energia Plus programme (the latter two are dedicated to companies only)
[34]. The Prosumer programme (2014–2022), dedicated to households, enables
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40% renewable energy investment cost reduction. All funds collected by the
National Fund originate from many sources: national, the EU, the Norwegian
Fund and EEA funds, as well as those under the GIS green investment system.
Due to the limited resources available to the National Fund, it has also entered a
public-private partnership with six banks. Prosumers who benefited from public
support in building their micro-installations must remember the new law amendment
planned to be introduced in 2019, according to which they can exchange their energy
surplus production only in relation 1–0.35 kWh.

In line with updating the European energy policy framework in March 2019, the
European Parliament has voted the Clean Energy for all Europeans package [8]. The
new rules will be formally adopted in the first few months of 2019. For Polish
prosumers, the new policy framework brings regulatory certainty and empowers
them to be more active players in the energy market. These new rules aim to allow
electricity to move freely to where and when it is most needed via undistorted price
signals. Prosumers will also benefit from the dynamic prices system and smart home
energy meters.

According to the 2018 report of the Polish Energy Regulatory Office [35], there
are 51,163 prosumers in Poland. They produced 130,370,162 MWh of electric
energy in 2018. Photovoltaic micro-installations constitute 99.2% of the micro-
installations with 344,239 MW installed capacity, thus dominating the market. In a
study commissioned by Optimal Energy, 95% of respondents believe that more
renewable energy should be generated in Poland ([36], p.7). The possible electricity
and heat production from micro-generation is estimated at nearly 4.4 million house-
holds in the countryside ([37], pp.23–24).

Worldwide research has shown that investment behaviour differs by age, sex,
educational background, life situation, investment motivation and even marital
status [38–40]. General observations prove households show a risk-averse invest-
ment behaviour [41].

Studies conducted by means of face-to-face interviews by the Centre for Public
Opinion Research (CBOS) in January 2016 on a representative random sample of
992 adult Poles, indicated that when asked about investment plans in the next 2–3
years related to the production of renewable energy for their own needs (at home and
in commercial buildings), 22% of Poles responded positively. As many as 72%
declared interest that they would like to generate heat, and 46% that they would be
interested in producing electricity in their households ([42], p.8). Only 9% were
interested in selling electricity to the grid.

There is, however, a significant discrepancy between declarations of willingness
to invest and the possibilities and scale of financing. This has been confirmed by the
results of the research conducted by Graczyk [43] in a Polish region with favourable
conditions for the development of RES micro-installations and relatively high
income of residents (reaching 75% of the EU average). The main objective of the
questionnaire survey was to identify and analyse factors influencing demand and
supply for renewable energy in Polish households located in the Lower Silesian
Voivodship. The research was conducted from April to May 2016 in the form of
face-to-face interviews on paper questionnaire (PAPI) in households living
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exclusively in single-family or terraced houses. Such inhabitants have the opportu-
nity to decide on an individual source of heat, electricity or assembly of devices,
e.g. solar collectors on the roof. The research sample consisted of 500 households. In
this research, every fifth respondent replied that they are planning or are interested in
investment in RES in the following 5 years. More than 83% would like to generate
thermal energy (solar collectors, heat pumps) and 16.3% would like to generate
electricity (in micro-generation wind farms, water plants and solar panels). Also,
every fifth respondent expressed their willingness to spend their own funds on RES
installations for the needs of their household. Eleven per cent were hesitant, and
every tenth gave the amount of one thousand, two, three, five, ten or twenty thousand
zlotys. It is worth adding that 92% of respondents expected financial support from
the state at a level of 50–89% of the investment value. The modal value ranged from
60% to 69% of funding. Only 8% of respondents were willing to allocate their funds
for the purchase of renewable energy installations for commercial purposes, i.e. to
become prosumers. Over 5.5% of respondents declared that they would allocate their
funds for that purpose. A similar number, 8%, would have liked to be a member of an
energy cooperative and generate electricity for the needs of its residents. The
respondents were also asked about their willingness to pay more for electricity in
exchange for the development of RES, which would contribute to increasing air
cleanliness. Only 4% expressed such a desire, while 7% were hesitant. Those
interested in the additional payment were usually willing to spend 50 zlotys more.

Based on the results of the surveys carried out in the Lower Silesia region in
Poland, it can be concluded that there may be a discrepancy between declarations
regarding the willingness to install renewable energy sources (every fifth respon-
dent) and the willingness to spend own funds for this purpose (about 11% of
respondents). This may indicate that only half of those interested are going to invest
in RES. Public financial support, however, at a level similar to the one expected by
the respondents is required, which will allow to increase the return on investment.

Drawing up the conclusions concerning prosumer support in Poland, three main
factors should be outlined: first, the growing demand for micro-installations and the
willingness to invest; second, non-stable energy law; third, the rapidly declining
government support, e.g. elimination of feed-in tariffs, constant reduction of the
hardly profitable surplus energy exchange system. These factors may stop the green
energy transformation process at a local level.

5 Conclusions

The renewable energy financing system in Poland showed some similarities to the
solutions used in countries that had previously started the green energy transforma-
tion. In Poland, however, the system of green certificates was used on a larger scale,
and the FITs and FIPs systems were introduced to a lesser extent. The implementa-
tion of the auction systems in Poland took place late and did not result in the
expected increase in new RES installations. As a result, Poland will not achieve
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the assumed RES share of energy in final energy consumption in 2020. Currently,
the scale of public support for investments in renewable energy sources is relatively
low. There is need for clear direction in regard to technologies with unstable
electricity generation characteristics and regulatory uncertainty. Auctions, which
constitute the most important system of public support for major projects, have not
aroused investors’ trust so far. The auction system may encourage the offer of a low
price at the auction, which carries the risk of withdrawal from already ordered
investment projects in the future. Guaranteed prices, dedicated to smaller projects,
under conditions of rapid decline in unit costs, will make public authorities reduce
the scale of support and, as a consequence, reduce the scale of investment in RES.

Corporate financing is usually the most advantageous option of obtaining financ-
ing in terms of cost. Investments requiring high expenditure in relation to the
existing scale of operations need project financing. This financing formula is also
chosen to limit the risk of financing institutions. Huge projects can also count on
public support and funds from international financial institutions. It is crucial to
develop bankable projects within a short period, taking into account the short- and
long-term financing perspective. The shortage of reliable projects to invest in could
fail to attract institutional investors. The terms and the financing model are not
conducive to small projects and projects intended for household purposes.

Sustainable development of the energy sector requires that the energy generated
by conventional production sources is gradually replaced by smaller, dispersed
generation units. The existing and foreseeable conditions for financing investments
in renewable energy sources will favour rather larger projects. Opportunities for
investment in the development of dispersed and smaller scale sources should be
found in reducing technology costs and improving the competitiveness of energy
prices in the market. Prosumers should face cost-reflective network tariffs [44],
designed to reflect costs and benefits, e.g. fixed costs of building, operating and
maintaining networks, and benefits of supporting the network by self-generation.
The government support system ought to be stable for at least 5 years or more. The
results allow concluding that the RES financing system is not coherent. In the
countries such as Poland, with a relatively low level of GDP per capita, the
possibilities of financing investments by commercial entities and households are
limited. The public support system is not sufficient to ensure the development of
financing RE.

Looking to the future and planning financial system development of RES in
Poland, and even in some other Member States, the Polish experience can be taken
into account. First of all, even in conditions of renewable energy production
decreasing costs, it is better to maintain public support than to limit it. This should
be maintained until the RES costs technologies can compete with the production
costs in the installations to be phased out. Secondly, it is necessary to identify the
financial needs and limitations of entities that could engage their resources in the
development of renewable energy installations. Systematic monitoring will enable
the adjustment of the scale and conditions of public support to the scale and
directions of investing in RES dedicated to a specific country. Thirdly, it is necessary
to increase the scope of financial advisory and guarantees for entities preparing for
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such investments. Such activities do not involve large public funds and may cause
the activation of interested entities. Fourth, it is advisable to research on financing
the development of renewable sources in various countries. This will allow not only
the exchange of experiences and learning of good practices, but also the creation of
transnational financing systems (bilateral, joint, transnational).
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Selected Errors Made in Economics,
in Research on Global Climate Change

Stanisław Czaja and Agnieszka Becla

1 Introduction and Methodology

In modern economic literature, there can be found an increasing number of studies
which employ statistical tools to assess the impact of various sources on research on
specific problems and on the development of knowledge in this field. Their goal is to
discover the regularities governing quotations in the context of their impact on
subsequent studies and human awareness of the existence of a given issue. This is
undoubtedly the effect of the increasingly common parameterisation in economics
or, more broadly, in modern science, and the substitution of substantive and qual-
itative assessments with indicator-quantitative assessments. In this way, the assess-
ment of the number of citations, and not the substantive content, or the actual
strength of influence, becomes the determinant of the value of a given study. This
leads to numerous important, in our opinion, errors that are made in a number of
current articles and monographs. They are also the cause of consciousness-
knowledge of a given phenomenon (challenge) being shaped in a specific way,
from complete ignorance, through colloquial, often very simplified consciousness, to
variously fixed approvals (consciousness and willingness to reduce-liquidate) or
negation (more or less justified challenging of it). The factors of these interactions
are sometimes surprising, especially if their source is not rooted in science. There are
numerous criticisms and doubts in the scientific studies, attempts to verify or falsify.
In ideological terms, there dominate unjust dogmas and the “one and only” correct
interpretation of the issue.

The purpose of the following text is to attempt to identify some of the errors of
research in economics, and indirectly, the factors that shape the awareness of a given
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challenge. Within the case study there are analyses and studies on global climate
change, one of the most controversial challenges of modern science, not just of
economics. In recent years, numerous studies have been published—articles, mono-
graphs, reports—discussing various aspects of this complex, multifaceted and at the
same time very important civilizational challenge. The research method uses critical
literature analysis and the desktop research approach. It has been adapted to the
problem and is based on deductive and partly inductive reasoning.

The methodology of the investigation enclose the opinion (valorise and rank):

– relationships between economy and the different disciplines of the science (A);
– legitimacy of citation (B);
– reference to empirical data (C);
– presence of the methods of physics, natural sciences and geography (D);
– level of abuse of mathematical modelling (E);
– statistical studying of the empirical data (F);
– the state of global climate changes (G);
– the pragmatism of conclusions (H).

Valorization incorporated following levels: 0—absolutely insufficiently, 1—
insufficiently, 2—on the average, 3—sufficiently correctly, 4—correctly, 5—well,
6—very good, 7—perfectly. The detailed criteria of opinion were worked out (not
presented in article).

The matrix of valorization had figure:

Plane of opinion

Rank

0 1 2 3 4 5 6 7

A

B

C

D

E

F

G

H

The scale of opinion of studies accepts figures: bad<0, 16>, on the average<17,
32>, good <33, 48>, very good <49, 56>, perfectly <57, 64>.

In the literature, more than 50 important items of scientific character have been
published by reliable publishing houses. In the analysis, more than 700 studies
(precisely 732) dealing with the issues of global warming and global climate changes
of various character have been used, all of which appeared after the Ecological Earth
Summit in Johannesburg in 2002.
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2 Selected Literature References in the Field of Global
Climate Change and Results of Research

Global climatic changes, due to their complexity, are of interest to numerous
disciplines of science, especially climatology and meteorology, paleoclimatology,
natural sciences, physical geography, astronomy, as well as sociology, political
science and economic sciences. Each of them presents selected aspects of global
climate change, exposing primarily issues of interest to a given discipline and applies
its characteristic research methods.

According to the criterion of the discipline of science, there can be distinguished
several groups of generic publications on global climate change, namely:

(1) strictly climatic senses, discussing the nature, causes, course and potential
effects of global climate change, as well as the paleohistory of climate change
[1–12];

(2) in the field of economics of global climate change, covering a wide range of
issues such as: (1) anthropogenic causes of global climate change and their
consequences for humans and their civilisations [1–4, 13–24]; (2) regional
consequences of climate change and global warming [14, 25–30]; (3) generic
consequences of climate change (for agriculture, fishery, forestry, transport,
settlement, drinking water supply or international trade) [27, 31–35]; (4) eco-
nomic modelling of global climate change [36–39]; (5) ethical and axiological
intra- and intergenerational effects of global climate change [16, 40, 41];
(6) international legal and institutional regulations and their significance for
global warming [3, 13, 16, 39, 42–49]; (7) regional climate and energy policies
and their instruments [14, 16, 39, 43–47, 50]; (8) concepts of global climate
policy in the perspective of sustainable development [1–3, 16, 17, 33, 41, 42, 45,
46, 51–53];

(3) political and historical, focusing on discussions on how to interpret global
climate change—accepting or questioning the phenomenon [1–4, 15–17, 54–
56];

(4) in the field of climate policy and international legal and institutional regulations
[3, 13, 16, 31, 40, 42, 45, 46, 48, 52–54, 57, 58].

In the world literature, the issue of global climate change related to the global
warming process is eagerly discussed. There are no official statistics in this area, but
the estimates speak of hundreds of thousands of publications per year. This means
not only their universality, but also the phenomenon of “dissemination”. There is no
possibility of substantive verification, and the vast majority of recipients shape their
picture of the phenomenon based on random sources of information. In addition to
magazines and scientific monographs subjected to peer review, but with a minimum
range of impact (coverage), other sources of universal information, such as mass
media or the Internet are not subject to verification of credibility, and the information
provided by them are not verified regarding their truthfulness. This can be easily
assessed by making a diagnosis of how many readers of this article are familiar with
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the sources referenced in it. Although they are the result of serious scientific studies,
they are not the most popular ones.

This situation poses new questions about real (actual) and apparent sources of
research and knowledge in the field of global climate change. Are multidisciplinary
studies of multidimensional problems really carried out? How much statistical
“processing” of data allows to better understand the course (and therefore the
essence, causes and effects) of the studied phenomenon? Have we not, through
parameterisation, entered the phase of a specific “scholastics” based on quotations-
authorities, and not real scientific research and substantive values? Searching for
answers to these and other questions led to the formulation of eight major, in our
opinion, errors made, among others, in the study of global climate change.

In research, it was received following results (Fig. 1).
The majority of studies reached results: on the average (297) and bad (245). Only

27 studies have got a level perfectly and 52 very good. Why? What are the main
errors in the implementation of research and development of knowledge in the field
of global climate change.

3 Main Errors in the Implementation of Research
and Development of Knowledge in the Field of Global
Climate Change

A less, and especially more careful reading of studies dealing with various aspects of
global climate change makes it possible to notice specific errors in this area of
research and publication. They are both methodical and cognitive in character and
they can be presented as follows (Table 1).

Interesting and, in a sense, surprising is the error based on the lack of an effective
flow of knowledge (information) between scientific disciplines dealing with global
climate change. The most interesting information and data are obtained in this
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Fig. 1 Results of opinion of selected studies in the field of global climate change. Source: Own
research and preparation
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respect from meteorology and climatology, physical geography and natural ecology,
and thus disciplines focusing on attempts to directly measure the causes and effects
of global warming. They are largely ignored by economists and politicians, despite
declarations of the need for interdisciplinary research [59]. There may be two
reasons for such a situation—ignorance and/or excessive cognitive-methodical
autarky of individual disciplines of science. The first one does not allow to under-
stand the achievements of other researchers due to lack of knowledge and skills. It
can be overcome quite effectively. The second one is more complex and means the
conviction that only the given discipline has the right methods of researching a given
phenomenon. A characteristic feature in the economists’ environment is, for exam-
ple, the extraordinary ease of going to money analysis, as N. Georgescu-Roegen has
already noted ironically that “only on paper can anyone draw a production function
as they want, without looking at the dimensions or other physical barriers.”
[60]. How difficult it is to overcome the error of the lack of information flow can
be proved by the accomplishments of W. Nordhaus, the current Nobel Prize winner
in the field of economic sciences, criticised by economists for excessive “natural-
ness” and poorly understood by naturalists due to “economism”.

The second error, rather of a technical and methodological nature, becomes also
widespread. Publishing any work—a monograph or an article—requires the text to
be enriched with the right amount of cited sources. This is a formal requirement for
text editing procedures. It is not important whether their influence was real (specific

Table 1 Basic cognitive and methodological errors in research and development of knowledge
about global climate change

Number Name Specification

1. Error of the flow of
information

Insufficient flow and verification of information between
different disciplines of science in the field of research on
global climate change.

2. Error of unnecessary
quoting

The situation of excessive number of citations conditioned
by parameterisation, not the real influence.

3. Error of disregarding
empiricism

Lack of sufficient support for research on global climate
change on available, non-transformed empirical data.

4. Error of inadequate test-
ing methodologies

Methodical errors related to avoiding methods from
physics, chemistry or natural sciences in economic ana-
lyses; lack of physicalisation of economic inquiries.

5. Error of excess modelling The abuse of economic modelling to describe the course
of natural or social phenomena.

6. Error of excess statistical
“processing”

The use of statistically predefined data in empirical and
model studies and giving studies ‘scientific’ character
through the use of graphs and statistical parameters
(indicators).

7. Error of the temporal
“Titanic” effect

Accepting the assumption that there are no threats or they
are distant in time.

8. Error of the lack of
pragmatism

Accepting, as a rule, non-executable declarations instead
of effective (at least potentially) strategies and procedures.

Source: Own preparation
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concepts, methods, formulas, quoted fragments) or not. In the case of small articles,
of a few or a dozen pages, there is an absurd situation in which, after presenting the
goal and research methods and reviewing the current achievements, there is no place
for the proper presentation of one’s own, original achievements, which should be the
essence of the publication. The creator presents their achievements and ways of
reaching the obtained results. Critical verification of its value is the task of other
researchers. Not every work should be a review of other works.

The quoted sources are most often selected from the language key, specific
names, titles of journals or publications, or publication dates. The language key
assumes that English-language publications should be used, which is often done
without assessing their actual cognitive or methodological value. Approach by
names prefers famous or fashionable authors, treated as indisputable authorities
(absolutely unacceptable in the natural sciences, physics, chemistry or mathematics).
This is similar to the method of indisputable dogmatism used in scholastics, which is
not conducive to or can even delay the development of science. Fiercely defended
paradigms or “hard cores” are then created, in which their creators and epigones do
not allow for a more serious critical check. Hence the ad personam arguments, not
ad rem. The key based on publishing houses means that in centres that are not in the
top positions in rankings (has anyone seriously and critically examined their meth-
odologies?), there cannot exist studies at the highest substantive level. Therefore, the
assessment of source selection is “geographical” and not substantive. The key based
on publication dates assumes, however, that releases from many years ago are of a
lesser value than the current ones and/or have been absorbed by newer studies. A
very good counter-example are works from economic cybernetics—current ones and
those from the 60s and 70s of the twentieth century, or from the methodology of
science—current and, for example, those by T. Kotarbiński. Another example can be
works from mathematical analysis or algebra from the 70s of the twentieth century.
We leave the evaluation of individual studies to the reader.

An important error, especially when examining phenomena that can be accurately
measured, is to disregard empirical data. They are ignored in studies. There are also
no attempts to explain their actual formation. Measurement errors (e.g. due to the
indeterminacy principle) or the search for better measures, desirable accuracy levels
or measuring devices (techniques) are not examined, and in the case of economic
sciences, the possibility of departing from monetary approaches and/or at least
reducing the measurement errors associated with them. The source of this error
may be difficulty with the correct use of deductive and inductive reasoning and with
the transition from one to the other without breaking the rules of logic [61].

The error of neglecting empirical data is connected with the sixth, already
mentioned error related to various statistical “processing” of actual data, which
leads to analyses based on unreal data—averaged, standardised, unified, ranked or
variously ordered. Analyses become “research” based on a fictional relation to the
phenomenon, numerical material. Therefore, it is a more idealisational/scenario
approach rather than an attempt to discover the causes of the course of phenomena
occurring in the socio-economic and informational reality (material-energy and
information reality). Real data are harder to model, not “arranged” according to
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the desired or expected trajectory, and each deviation requires the examination of its
causes. As a consequence, we must move “deep inside” the phenomenon, looking
for better causes, more consistent with its actual state and essence and not following
“along” the modelled path. It is much more cognitively interesting to understand the
appearing deviations than to “match” data to modelled, estimated, expected values.

Another error concerns inadequate test methods and methodologies, which may
stem from the aforementioned avoidance of approaches particular to physics, chem-
istry or natural sciences in economic analyses. This is clearly seen in the study of
global climate change. The lack of physicalisation of economic inquiries, translated
by the need to compare all elements in monetary units, leads to the simplification of
the research process. The problem is not so much on the imperative of widespread
introduction of methods from the natural sciences to economic sciences. A fertile
cognitive approach should use the following guidelines:

– use methods and categories of economic sciences where they are justified by the
nature of the phenomena,

– search for proper mutual adaptation of economic and natural methods and
categories where possible and cognitively fertile,

– use natural methods where they are necessary and difficult to replace, and seek
their proper economic interpretation.

Economic research includes objects and phenomena of material, energy, and
informational character, and their monetisation is only a form of idealisation. In
order to make economic inquiries more cognitive and useful in decision-making,
they can no longer remain in the sphere of examining cash flows and analyses based
solely on the monetary approach. With the problem of the right relationship between
the real and monetary dimensions of broadly understood economic processes,
economics has been in trouble since the early beginnings of its existence. This can
be seen, for example, in economic value theories, economic development theories, in
the commonly accepted model of production functions, and nowadays in theories of
ecologically conditioned economic growth [62] as well as, which is symptomatic in
the case of ongoing discussions, in economic analyses of global climate change.

Another error in research on global climate change has a long history in economic
sciences and a much broader context. It concerns the mutual relations between
formal and theoretical models and facts describing real (and also monetary) eco-
nomic and social phenomena. In a broader sense, it pertains to the scope of the use of
mathematics and quantitative methods in economic research. After the initial period
of fascination in the second half of the nineteenth century and first half of the
twentieth century, a critical evaluation of the usefulness of mathematical and
model approaches appeared. They have their advantages, but also serious simplifi-
cations. In the case of global climate change, the problems relate mainly to signif-
icant discrepancies between the model and the actual distributions of parameter
values, which undoubtedly connects with the complexity of the studied phenomena
(a significant number of real factors affecting the number of model parameters),
insufficient knowledge in this respect, and with the non-linear nature of the studied
phenomena, using linear (linearized) models and analytical methods [63]. As a
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result, the emerging discrepancies and interpretative constraints of a methodical
nature are used by opponents to question the existence of the phenomenon of global
climate change. Methodical and cognitive imperfections of research cannot be a
reason for not noticing the real symptoms of threats resulting from global warming
and not taking preventive (protective) measures.

The aforementioned error of excess statistical “processing” is associated with an
attempt to assign “scientific” character to the studies by means of using various
techniques for the development of empirical data, describing the phenomenon
actually studied. There were quite a few entities involved in the collection and initial
sorting (processing) of data (databases) with the help of appropriate statistical pro-
grams, which then in articles or monographs are subjected to attempts to describe the
model. The procedures concealed under attractive acronyms provide parameters
(indicators), which should raise doubts in every statistically educated reader. And
for three reasons, at least: (1) the nature of the accounting procedure used,
(2) adjusting it to the nature of the phenomenon under investigation, and the scope
of modification of input data. The mere placement of graphical charts and the
presentation of the obtained indicators, without their substantive evaluation, does
not allow for the formulation of logically correct and true conclusions or recom-
mendations. In studies on global climate change, this is particularly evident.

The penultimate of the set errors can be called the “Titanic effect,” which is
particularly dangerous at the human-civilization-economy-natural environment
interface. This also applies to global climate change. This effect manifests itself in
the assumption, often resulting from ignorance, that the real threats are non-existent
or that they are distant in time. This can be illustrated by the following diagram
(Diagram 1). The phenomena appearing at the interface between the economy and

Duration

The level of 
development of 

the phenomenon

Perception 

horizon

Diagram 1 The development of the phenomenon according to the S-logistic curve. Source:
S. Czaja, A. Becla, Ekologiczne podstawy procesów gospodarowania, Publisher of the Oskar
Lange University of Economics in Wroclaw, Wroclaw 2007, p. 169 [64]
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the natural environment often develop according to such a curve. Initially, they
slowly change the internal conditions of ecosystems and are difficult to observe,
approaching the horizon of perception. This should be understood as the level of the
phenomenon that is recorded by appropriate monitoring or the negative conse-
quences of this phenomenon are noticed. After exceeding the horizon of perception,
destructive impacts on ecosystems are so large and grow so exponentially that they
do not allow a sufficiently quick reaction on the part of human beings. As a result,
there is an accelerated degradation of a given environmental component, and the
costs of corrective actions and elimination of its effects are very high or are
impossible to be liquidated. Such a situation may concern the consequences of
global climate change.

The Intergovernmental Panel on Climate Change report presented before the
recent COP Katowice climate summit 2018 states that the period of effective
responses to climate change has been reduced to a dozen or so years (the deadline
is 2030) [65]. Taking into account the state of advancement of work on global
climate policy, one may agree with D. Attenborough’s opinion that “humanity is a
disease that life on Earth suffers from.” [66]. We do not fully understand the
importance of the natural environment for human existence and the existence of its
civilization, and therefore people have problems with imagining the consequences of
degradation of individual components of ecosystems, or their global character.

The last of the errors is connected with the lack of sufficient level of pragmatism
in the conducted research, especially regarding conclusions and recommendations. It
manifests itself in accepting difficult to implement declarations instead of preparing
effective, at least potentially, strategies and procedures of conduct, as well as
identifying the conditions of implementation and the effects of their implementation
in socio-economic life on a global and/or regional scale [67].

A good example of this error are the solutions adopted at the last Earth Climate
Summit COP Katowice 2018. On the one hand, there were universal declarations
and dramatic appeals for the need to protect the Earth’s climate and counteract global
warming. On the other hand, there were statements in defence of coal fuels and
maintenance of current sources of energy carriers or reckless quasi-ecological pro-
jects, and above all, lack of agreement on the meaning (and sometimes existence) of
global climate change for the future of life on Earth and the survival of human
civilization. If we actually live in Anthropozoic (Anthropocene),1 what will be its
future? Deprived of pragmatism, declarations are only an expression of current
dilemmas that are hard to grasp for the ordinary inhabitant of the planet.

1Anthropozoic is a concept proposed by Antonio Stoppani and Joseph LeConte at the turn of the
nineteenth and twentieth centuries as a new geological epoch after the Holocene. However, it was
rejected by the geologists. In the late 90s of the twentieth century, Nobel Prize winner Paul Crutzen
(ozone layer researcher) proposed the term Anthropocene. It became the subject of serious discus-
sions, also at the forum of the British Geological Society, while at the same time it became accepted
in the scientific and popular science literature. M. Błoński, Skończył się holocen, rozpoczęła nowa
epoka geologiczna? https://kopalniawiedzy.pl/holocen-antropocen-Ziemia-epoka-geologiczna.
13050 [access: December 31, 2018] [68].
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4 Summary and Recommendations

In modern economics, there can be found numerous studies that present the issue of
global climate change in different perspectives. Therefore, their reliable substantive
assessment may cover only a part of them. It is impossible to conduct such analyses
due to their number and lack of adequate resources at the disposal of research teams.
Thus, a classic situation of information noise is created, within which it is more
difficult to find studies valuable cognitively. It also raises the relativisation of
problems and their limitation in social and individual consciousness.2

On the basis of even partial research, however, one can notice some rather
characteristic errors that are made when preparing such studies. They have been
briefly characterised in the presented article, and one general recommendation
results from the conducted studies—efforts should be made to avoid these errors
in future studies and researches. Otherwise, the pessimistic forecasts in the last IPCC
report will become true.

It is also possible to formulate a few more detailed recommendations referring to
the highlighted errors.

First of all, it is necessary to deepen the actual processes and not the declarative
interdisciplinary nature of scientific research. This does not mean that individual
disciplines do not maintain their autonomy and do not develop their own research
methods. However, this development must take place in mutual relations with other
disciplines. This is particularly important in the study of global climate change and
other global environmental problems, such as: (1) destruction of the ozone layer,
(2) acidification of the atmosphere and surface waters, (3) deforestation of the
planet’s surface, (4) stepping and desertification of the Earth’s surface, (5) pollution
of seas and oceans, (6) degradation of drinking water resources, (7) limiting biodi-
versity and ecological non-economic uses, (8) polluting outer space and
(9) overexploitation of renewable and non-renewable resources.3

Secondly, the right balance between the current achievements of science and the
search for new, better cognitive effects should be maintained. The essence of
scientific cognition is a better, i.e. more real (in accordance with the actual state of
affairs) understanding of the surrounding material-energy and information reality.
The previous achievements are only a starting point for further research.

Thirdly, the data and information describing the studied phenomena, such as
global climate change, should be treated more carefully from a cognitive point of
view. In particular, the attention of researchers should focus on the methods of

2It would be interesting to learn the conclusions of research in the field of knowledge acquired by
the inhabitants of Poland and Upper Silesia as a result of the projects constituting the Earth Climate
COP Katowice 2018. It can be argued that it would be close to zero, and the only trace would be left
by ill-conceived statements.
3The other global ecological problems mentioned here, arising at the interface between human-
economy and natural environment, generate very similar challenges as global climate change. The
related executive errors (cognitive, methodical or descriptive) are made during their examination
and description.
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measuring these phenomena, their causes and consequences, as well as on how to
interpret the obtained results.

Fourthly, one should strive to limit the predominance of form over essence,
content in scientific research, especially economic research. The language of math-
ematics and quantitative-model methods are to help discover the essence of the
studied phenomena, not to dominate the research. In economics, these are the
problems of excess idealisation modelling and monetary approaches.

Fifth, research on global challenges such as global warming or the loss of
biodiversity must be embedded in a different understanding of the dimensions in
which they occur, especially time and space, as well as real conditions, which are
physical and chemical laws, especially the first and second law of thermodynamics.
Economists often do not include them or interpret them incorrectly.

Sixth, studies of problems such as global climate change have their cognitive and
application goals. In the second case, they must be pragmatic, i.e. possible to
implement projects, proposals for solutions or instruments that control the course
of desired processes.

These few recommendations are a minimum improvement program in the field of
economic research on global climate change.
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Crowdfunding Campaigns and Success: A
Systematic Literature Review

Gábor Csepy, Nikolett Kovács, and Erika Jáki

1 Introduction

Crowdfunding is one of the novelties of the emerging financial technology sector
providing an innovative way for entrepreneurs to collect funds to be able to start a
new business. With this solution, fund seekers launch a campaign on an internet-
based platform in order to connect to their potential investors who can provide the
required amount of money within limited time. Since the appearance of the phe-
nomenon, scientists are interested in identifying the ways of success for the cam-
paign or at least predict the outcome of different behaviors.

The aim of this paper is to summarize the knowledge gathered from already
conducted crowdfunding campaign success related studies to create a conceptual
framework for further studies and identify new research directions for the future.
That is why we set the following research question: what are the key areas of success
factors for crowdfunding campaigns according to academic researchers?
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In order to answer the research question, we conducted a systematic literature
review of academic articles using the theory building power of qualitative content
analysis. In our findings, we identify 60 factors influencing the success rate of the
crowdfunding campaigns grouped into 17 categories and 4 themes. Our results show
that the majority of the investigated success factors can be directly affected by the
project initiators cautiously.

In the upcoming sections we introduce the phenomenon of crowdfunding and
elaborate on the details of the used methodology. Our results are introduced in detail
and the conclusions are drawn down with potential future directions added.

2 Literature Review of Crowdfunding

Crowdfunding can be interpreted as a subtype of crowdsourcing, where a job is
outsourced to a public group in an open call via the internet [1]. Excluding some
aspects of crowdsourcing, crowdfunding is an umbrella term used to describe a
broad form of fundraising [2]. A variety of research studies use and define the
concept of crowdfunding, however, the definition used varies depending on the
focus of each article.

The basic idea of crowdfunding is collecting money from more than one person
[1]. This core concept can be further detailed in different directions.

Focusing on the initiator’s part, crowdfunding can be understood as the efforts by
entrepreneurs to fund their ventures or projects by counting on small contributions
from a large number of individuals using the internet [3–6].

On the contrary, the phenomenon can also be seen from the supporter’s perspec-
tive. This considers crowdfunding as a collective effort by networking consumers
who pool their money together online, with the aim to invest in and support other
people’s or organizations’ ideas or projects [7, 8].

As for the types of crowdfunding, Belleflamme et al. [9, 10] differentiates these
when defining the concept of crowdfunding as an open call online, aiming to receive
financial resources to support specific purposes. To particularize the different types,
the literature generally differentiates between four forms: donation-based, equity-
based, lending-based and reward-based funding [1].

In donation-based crowdfunding, a classic fundraising objective is set for a
non-profit or charity cause without a monetary or material reward [11]. Examples
for platforms are Betterplace.org, GoFundMe, Crowdfunder, Leetchi.

In the equity-based model, the fundraiser markets an equity stake or stock in
return for the investment [10]. Examples for such crowdfunding platforms are
MicroVentures, Companisto, Seedmatch, Crowdcube, Indiegogo and SEEDRS, a
leading UK equity crowdfunding platform [12].

Lending-based crowdfunding comes from the typical banking model, without a
financial institution. In peer-to-peer lending a private lender lends money to a private
borrower, while microlending includes monetary provision to companies/
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entrepreneur [1]. Platform examples are Auxmoney and Kiva, the latter being the
largest lending-based pro-social crowdfunding platform [13].

Reward-based model is the most common form of crowdfunding. Here the backer
receives a gift or product from the founder after the contribution (patronage model),
or can order the product with price advantage or in a special version before
production (pre-order model) [10]. Examples for platforms are Startnext and
Kickstarter, the second being the largest in the USA [14].

Besides the types of crowdfunding, the crowdfunding campaign itself is another
often researched phenomenon. It is an open call to financially support a project or
idea within a limited timeframe, typically 30–45 days. It consists of the project
description and efficient interaction [15]. Although the primary goal of a
crowdfunding campaign is to raise funds, it also comes with the benefit for entre-
preneurs to test, promote, and market their products. Initiators can also have a better
understanding of their consumers and innovate the product reflecting on the market
needs [16].

Crowdfunding campaign success consists of different factors. An outstanding
objective of crowdfunding and measure of success is whether the funding goal has
been achieved [4, 17]. A more sophisticated definition of successful crowdfunding
considers time as well, and only labels a campaign successful if it does not only
reach the monetary goal, but it also happens in a specified timeframe [12]. Success
can also be evaluated in terms of the number of investors, funding, and funding
speed [2, 18]. In this article, we argue that a crowdfunding campaign is successful if
the funding goal is achieved within the timeframe specified by the initiator.

3 Methodology

The main goal of this article is to provide a structured summary of the key success
factors identified by researchers and create a conceptual framework as a basement
for further empirical research to be conducted in the field. The main concept for the
methodology applied in this paper is the combination of the strict sampling rules of
systematic literature review and the conceptualization power of qualitative content
analysis (QCA) using inductive coding. Systematic literature review is a method
using an evidence-based approach which allows an objective overview on search
results while eliminating biases and error issues [19]. QCA can be defined as “a
research method for subjective interpretation of the content of text data through the
systematic classification process of coding and identifying themes or patterns” ([20],
p. 1278). QCA methodology is usually applied “to answer questions such as what,
why and how, and the common patterns in the data are searched for” ([21], p. 138).
The guide of the inductive type of the methodology consists of multiple steps such as
(1) selecting the unit of analysis, (2) open coding, (3) formulating preliminary codes
out of data, (4) data coding, (5) revising codes and (6) developing categories and
themes [22].

Crowdfunding Campaigns and Success: A Systematic Literature Review 183



As a first step to conduct our analysis we searched in five relevant databases at the
end of October 2018 (Scopus, ScienceDirect, BASE, Business Source Complete,
Academic Search Complete) to improve the validity of our results. During the base
search, the keywords “success” and “crowdfunding” were used which were looked
up in the fields of “article title” or “abstract” or “keywords” to ensure that only the
relevant articles will be captured. Furthermore, the results were limited to academic
journals in English language.

The search results from all the databases were extracted as CSV (comma sepa-
rated version file format) into Excel, where all duplicates were removed, resulting a
base dataset consisting of 166 articles. Moreover, the initial results were further
narrowed with the use of relevance check applied on the abstracts resulting in
82 articles left. During the relevance check, we looked for evidences of any
crowdfunding campaign success related finding. If such information was not found
in the abstract, the article was excluded from further analysis. Articles using
non-empirical methodology were excluded as well as we wanted to focus on results
which were empirically proven. Another exclusion criterion was the articles’ high
degree of focus on a specific industry or sector as we want to conclude as general-
izable conclusions as possible. After the abstract relevance check, only those articles
were kept for further analysis which were published in journals ranked by Scimago
as Q1, to ensure that only high quality and peer-reviewed findings are included into
our analysis, resulting in 29 articles remaining. Hereupon, we started to read the
articles fully and based on the criteria set of the abstract relevance check we excluded
7 additional articles from our scope.

When the data sampling was done and confirmed, the relevant parts of the results
and conclusions sections of the articles were cut and analyzed with the logic of the
QCA in order to create categories and higher abstraction level themes from the
inductive codes emerging from the text. Due to the page limitations of this paper, the
success factors and their affects are not elaborated in detail in the Results section.

4 Results

In the following section we introduce the results of the QCA analysis performed on
the selected set of articles. Sixty analyzed factors within 17 categories and four main
themes emerged from our work, namely: Campaign characteristics, Characteristics
of participants, Communication, and Network. During the upcoming sections, all
these themes are explained and drilled down into categories which consist of
potential success factors investigated by academic researchers.
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4.1 Campaign Characteristics

The most popular research direction and most robust theme in our analysis is called
Campaign characteristics. Under this theme we understand those success factors
which are part of the initial setup for launching a project on a crowdfunding
platform. There are seven different categories within this theme: duration, monetary
goal, financial planning, project scope, pledges, gain of backers, and platform
features. All factors identified within the mentioned categories can be influenced
by the project initiator directly before launching the campaign.

One of the basic mandatory settings of a crowdfunding campaign is the duration,
which means the number of the days the funding process lasts [4, 23–27]. The other
key component of the campaign features is the monetary goal, which refers to the
amount of the money to be collected during the duration of the campaign [4, 23–
28]. Another category within the Campaign settings theme is the financial planning
which is defined as the agenda of the initiator explaining the next steps of the project
when the campaign is successfully closed [2, 18, 26]. Under the category name of
pledges, we understand the monetary contribution of the backers to the
crowdfunding project [25, 28]. Excluding the donation-based crowdfunding
model, the backers receive different types of benefits from the initiator for their
investment which we call the gain of backers [2, 23, 25, 28, 29]. Another important
category emerged during our analysis which we identified as the project scope,
which refers to the main goal or result to be achieved by the initiator with the money
received from the backers [25, 28]. The last category within the Campaign settings
theme is called platform features which means the specific characteristics of the
crowdfunding website chosen by the initiator to launch a project there [27, 30].

4.2 Characteristics of Participants

During our analysis, we identified a key theme which refers to the main personal
attributes of backers and project initiators, which we call Characteristics of partic-
ipants. This high abstraction level of success factors consists of four main categories:
the initiator’s intellectual capital, the crowdfunding experience of the initiator, the
initiator’s personality, and the characteristics of backers. The success factors col-
lected in the Characteristics of participants theme can be influenced directly but not
instantly as the mentioned categories cannot be changed by a click—the participants
need to invest time and effort before they launch a campaign.

Most of the analyzed articles deal with some key features of the project initiator.
The most recent studies confirm that the intellectual capital of the funder signifi-
cantly influences the funding success [2, 31]. We identified another key initiator
related category in the investigated studies which we named the initiator’s person-
ality [29, 31, 32]. Under this term we understand characteristics to be key parts of the
founder’s nature observable through the interactions on the platform. Besides the
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given attributes of the initiator, another category emerged from our analysis which
emphasizes the importance of the crowdfunding experience of funders [27, 33–35].

Besides the characteristics of the initiator, another category has been identified
during our analysis which we call backer characteristics [36] (Table 1).

4.3 Communication

Another theme identified is Communication, which refers to all verbal and
non-verbal ways of giving information within the boundaries of the crowdfunding
campaign, coming either from the initiator, the crowd or the backers.

Table 1 Summary of the typology of success factors in crowdfunding campaigns

Theme Relevant sources used Category Factorsa

Campaign
characteristics

Mollick [4], Ahlers et al. [2], Hörisch [25],
Calic and Mosakowski [28], Lukkarinen et al.
[26], Barbi and Bigelli [23], Cho and Kim [18],
Skirnevskiy et al. [27], Wessel et al. [30], and
Crosetto and Regner [24]

Duration 1

Monetary goal 2

Financial
planning

2

Project scope 3

Pledges 3

Gain of backers 3

Platform features 2

Characteristics
of participants

Ahlers et al. [2], Zheng et al. [34], Allison et al.
[31], Butticè et al. [33], Courtney et al. [35],
Li et al. [32], Skirnevskiy et al. [27], Zhao et al.
[36], and Oo et al. [29]

Initiator’s intel-
lectual capital

3

Initiator’s
crowdfunding
experience

4

Initiator’s
personality

3

Backer
characteristics

3

Communication Hörisch [25], Kim et al. [37], Kromidha and
Robson [38], Lukkarinen et al. [26], Yuan et al.
[39], Zheng et al. [34], Allison et al. [31], Barbi
and Bigelli [23], Courtney et al. [35], Cho and
Kim [18], Parhankangas and Renko [40],
Pietraszkiewicz et al. [41], and Crosetto and
Regner [24]

Initiator-backer
interactivity

5

Initiator’s active
reporting

3

Semantics 10

Video 2

Network Butticè et al. [33], Zheng et al. [34], Mollick
[4], Calic and Mosakowski [28], Kromidha and
Robson [38], Skirnevskiy et al. [27], Li et al.
[32], Lukkarinen et al. [26], and Ahlers et al. [2]

Internal network 5

External network 6

aCount of success factors within each category
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Communication as a theme consists of four categories, which are the following:
initiator-backer interactivity, initiator’s active reporting, semantics and video.

Initiator-backer interactivity means the two-sided communication between the
initiator and the backer [18, 24, 34, 35, 38].

Initiator’s active reporting refers to the efforts of the initiator to keep (potential)
backers updated on any changes and committed to the project [4, 24, 38].

All the text-related aspects of the crowdfunding campaign were also found to be a
significant factor during our analysis. This emphasizes the importance of semantics,
regarding the text of the about section of a crowdfunding campaign [23, 26, 31, 37,
39–41].

As a crowdfunding success category, video refers to the moving visual images
content, usually a pitch video, that the initiator uploads to the crowdfunding platform
for the crowd to see, as part of the campaign [4, 23, 25, 35].

4.4 Network

The third theme generated refers to all the professional and personal connections of
the initiator that somehow can (potentially) be related to the crowdfunding cam-
paign. Most of the time, researchers look into the details of online networking proofs
or opportunities, such as Facebook LinkedIn, Twitter and YouTube [32–34].

Internal network refers to all the connections that were built during a
crowdfunding campaign before. This includes the network based on experience of
backing other projects, and of being a serial crowdfunder as well [33, 34].

In the theme of network the second category is external network that equals
connections of the initiator that are not based on a former crowdfunding-related
experience [2, 4, 26–28, 32, 38]. Many articles focused on Facebook when analyzing
the effect of external networks. Many accounts in Kickstarter as an example are
linked to Facebook, which makes it possible to determine the number of Facebook
connections of initiators [4].

5 Conclusions

The success of the crowdfunding campaigns is an increasingly popular research
topic amongst academics, as according to our database search, the number of
publications increases year by year. This paper offers a structured summary for
researchers and business practitioners about the main topics related to crowdfunding
campaign success.

The main themes identified based on crowdfunding campaign success factors are
campaign characteristics, characteristics of participants, communication and net-
work, all of which includes different categories of factors. These themes cover the
three factors that crowdfunding is made up of: the people, namely initiators and
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backers, the crowdfunding project itself and the platform [1]. The majority of studies
analyzed include factors that participants have a significant influence on, while the
bigger picture including the factors of the macro-environment—such as law or
society—are not fully covered by the researchers.

Since crowdfunding is an Internet-based phenomenon, three conclusions can be
identified. First, building a connection in person is limited, which makes intellectual
capital, personality and evidence of crowdfunding experience of the initiator impor-
tant for the backers. Second, communication plays a significant role in crowdfunding
campaign success, as with the limited nature of communication channels—such as
using texts and videos—choosing the right alterative for each and every word
became critical. As for the third conclusion, collecting monetary contributions on
an Internet-based platform makes building Internet-based connections essential.

This article—just like every other—has its limitations. As part of our research,
methodology articles that are not Q1 articles were excluded. Recreating our meth-
odology with non-Q1 articles could be of interest, besides, a comparison of results of
such an analysis and ours could provide added value to the research. Furthermore, a
detailed introduction and deeper analysis of crowdfunding campaign success factors
could be useful for practitioners and researchers as well. Based on the results of
analyzing the success factors, an empirical study could be implemented. These
future research directions include ideas to consider for those who want to contribute
to the constantly growing research base regarding crowdfunding, while providing
useful insights for practitioners of this area.
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Literature Review on the Governmental
Venture Capital Academic Articles Between
2000 and 2018

Endre Mihály Molnár, Erika Jáki, and Noémi Németh

1 Introduction

Venture capital (VC) financing is a favored financing source for new enterprises,
since these investors are willing to embrace the high risk of start-up investments. For
this reason, they expect a very high potential return on their investments. This means
that only start-ups possessing the highest growth potential can expect to receive VC
funding. Historically, these companies were generally technological companies,
since start-ups in that sector tend to be very scalable. This also meant that start-ups
outside this sector or start-ups having slightly worse scalability often found them-
selves without funding. This equity gap is what induced governments to step into the
early-stage venture financing stage and help prospective start-ups get the financing
they need.
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Literature reviews fall into two broad categories: supplementary literature
reviews to empirical studies or literature reviews that make up a coherent whole,
an individual article, summarizing the accumulated knowledge on a particular topic.
This latter type of literature review can help all researchers that are interested in that
topic to get a view of the work that has been done before their entry. This is
invaluable for helping researchers to build on one another’s works, and not retread
old paths.

Small and medium-sized enterprises are recognized as one of the key factors of
economic growth. These companies lack financial resources which leads to less
SMEs being established. Angels, friends, family and so called ‘fools’ (3F) are a
solution to help these companies get started. Another solution is venture capital
investment, this is done by private investors, who establish a capital fund from which
financial resources are provided to companies. Innovative startup companies are the
typical target of venture capitalists, but even they face problems when entering the
market to get funded. Market failures diminish the efficiency of the startup financing
market and the European Commission takes it very seriously to implement actions
that remedy this in the member states.

Many authors have researched various aspects of state involvement at the venture
capital market but only a limited number of those articles can be found in Scimago
ranked journals. A smaller part of the researchers studies the government involve-
ment at this market.

Nowadays, due to the numerous EU programmes announced, it is a highly
relevant question why and what kind of results could the government intervention
bring to the VC market in a worldwide context. Government participation in the
countries of EU can be questioned from different point of views. First of all, state
subsidy is banned in the EU as it distorts market competition. The state can intervene
only if there are market failures in a segment. The EU announced JEREMIE (Joint
European Resources for Micro to Medium Enterprises) program for the years
2007–2013. This program was an initiative of the European Commission developed
together with the European Investment Fund. JEREMIE promoted the use of
financial engineering instruments to improve access to finance for SMEs via Struc-
tural Funds interventions. JEREMIE enabled the EU Member States and Regions to
put money from the structural funds and also national resources into holding funds
that can finance SMEs in a flexible and innovative way through their national or
regional managing authorities. The financial resources of JEREMIE were deployed
through selected financial intermediaries across the EU, which provided loans,
equity and guarantees to SMEs. After the EU launched the JEREMIE program,
more studies appeared in the journals investigating government intervention.

In the field of governmental venture capital (GVC) research, only two major
literature reviews have been conducted in the past [1, 2]. These literature reviews
investigated articles published between 1988 and 2014. Based on Paré et al. [3], we
classified these two papers as narrative reviews because both made a narrative
summary, didn’t document the data collection method and did not employ frequency
counts. However, there are other systematic literature review studies in the field of
corporate venture capital. The focus of these studies is different from those studies
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that investigated the GVC’s role. The general research questions found in GVC
research are: how can the government intervention be verified and how effective is
the governmental intervention?

We aim to give an updated view on the state of the research on this subject.
Furthermore, we employ a descriptive literature review process. Descriptive litera-
ture reviews aim to reveal trends in the literature of a particular topic. These reviews
also provide a quantitative analysis of the investigated articles, showing frequency
counts for topics, methods, data collection and the final outcome [3]. The structured
search method is also a crucial part of the process. The main approach is to work with
the collected literature as a database, treating each paper as a unit of analysis.

2 Method of Review

Our literature review aims to provide an overview of the current research front of
Governmental Venture Capital (GVC) between 2000 and 2018. The design of our
study follows a systematic scoping approach. In line with published literature
reviews, our structured literature review is mainly based on dominant databases as
EBSCO Discovery to identify GVC-related articles. To ensure a decent quality of the
academic work, only peer-reviewed journal articles written in English were consid-
ered. Hence, monographs, Ph.D. theses, working papers, editorial notes, symposia,
presentation slides, and book reviews were excluded from the search. The data
collection took place on 2018.10.31. Scimago only ranks journals starting from
2000, so our database only consists of articles dated from 2000 to 2018.

The first step in the identification process involved searching for the appearance
of the term ‘venture capital’ and one of the followings: ‘government’ or ‘state’ in the
title, abstract, or keywords of all articles published up until October 2018. We have
narrowed our research to the following content providers: Business Source Com-
plete, EconLit, Academic Search Complete, ScienceDirect. This search generated a
list of 128 articles. In the following step we excluded 54 articles which were not
ranked by Scimago. This search generated a total of 74 unique articles. We wanted to
focus on articles examining the role of GVC investors as providers of financial
resources. Therefore, a supplementary analysis was conducted to ensure the inclu-
sion of relevant GVC articles. This was conducted by a careful analysis of the
abstracts and we found 48 articles irrelevant. Most of the works were excluded for
not being an empirical study, just a conference or workshop review. Additionally,
some of the articles did not investigate the governmental venture capital actors. In
some cases, the articles investigated the corporate venture capital market and the
government was mentioned as a legislator. Finally, all 25 articles were downloaded
and categorized with the following categories:

• Geographic: the geographical origin of the data
• Geographical category. We created nine geographical categories
• Published date, period under examination (if available)
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• Research question
• Theme category: the main research theme emerging from the article
• Future research direction

We spent considerable time on extracting the main research themes from each
article, ultimately ending up with two identified research streams. We examined the
articles in light of their chosen research approach, and in the results section, we
present the findings about the emerging patterns associated with this combined with
the main conclusions of the papers.

3 Results

In this section, we present our findings upon completing this systematic literature
review. We will show descriptive statistics about the article database and also show
the recognized research themes across the articles accompanied by their specific
conclusions and studied geographical area. We analyzed articles published between
2000 and 2018.

The aim of our research is to establish the trends in the literature that deal with
government intervention at the venture capital market. By reading through the
articles, we identified two major themes across all articles: the reason for government
intervention and the effects of government intervention. The following table shows
the distribution of the articles across these two themes (Table 1):

Due to the JEREMIE program—as we can see from the table—as many high
quality publications appeared in 2007 in the topic of GVC as in the preceding
5 years. After this initial increase in interest, only one publication per year appeared
in the topic up to 2011. After 2013, when the JEREMIE programming period ended
and the intervention had a solid track record, more Scimago ranked journals

Table 1 Thematic distribution of the articles across the years

Year Effects of government intervention Reason for the government intervention

2001 1

2005 1

2007 2

2008 1

2009 1 1

2011 1 1

2012 1

2014 2 1

2015 4 1

2016 1

2017 3

2018 3

SUM 17 8
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published articles in the field of GVC. One year after the JEREMIE programming
period, in 2014 four articles were published and in 2015 three articles. 2014 was the
most productive year followed by 2015, 2017 and 2007. The table also shows the
distribution of research themes across the analyzed years. It is easy to see that the
articles about the reason for the government intervention cluster between 2008 and
2015, one article per year (except 2013). The studies focusing on the effects of GVC
are present in the 2007–2014 period, but their quantity greatly increases following
2014. This increase can be attributed to the fact that there was accessible exit data for
funds sponsored by JEREMIE at this period, since most VC investments take at least
around 5 years to reach exit maturity. The first JEREMIE program started at 2007
and more rounds were executed in the following years, thus this could provide
researchers with a rich research opportunity. Following 2015, there was no interest
in further exploring the reasons for the governmental intervention at the VC market
by researchers.

The articles examined data mainly from the EU. The majority of the articles only
dealt with data from a single country. The most popular countries to investigate were
the UK and Israel. The frequency counts of all investigated geographic areas are
contained in the following table. Among the European Union, five articles investi-
gated several EU countries and four articles focused on one individual country such
as France, Belgium, Germany and Portugal. The emerging markets were investi-
gated only by one article published in 2014. This article investigated the effects of
foreign direct investment, institutional quality, and the size of a government on
venture capital (VC) activity. They concluded that governmental spending adversely
affects the activities of VC (Table 2).

The articles appeared mainly in journals rated Q1 by Scimago. Eleven Q1 and
four Q2 journals’ articles appeared between 2014 and 2018, after closing the
JEREMIE 2007–2013 programming period (Table 3).

3.1 The Reason for Government Intervention

When we look at papers that are uncovering the reason for the government inter-
vention, we can see different approaches. The most common approach employed by

Table 2 Geographic distribution of the research

Geographic region

EU UK Asia Israel Worldwide Australia Canada Emerging markets Missing

9 3 3 3 2 2 1 1 1

Table 3 Scimago ranking
distribution of the research

Scimago ranking

Q1 Q2 Q3

14 10 1
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six articles out of the eight is to try explaining the government intervention in
relation to summarizing the current events on the investigated equity markets. Gill
[4] examines the activities of the British Business Bank, focusing on how it can
alleviate the problems associated with the inequality of demand and supply in the
UK. In a similar fashion, Zhang [5] examines the state of the venture capital market
and SCLCs in China, using agency costs as a driver of its inquiry. Wonglimpiyarat
[6] uses the VC state intervention programs of the US and Thailand to show how the
innovation system can be enhanced. Cohen et al. [7] show how the role of the Office
of the Chief Scientist supported the development of high-tech companies in Israel
and was a governmental answer to market shocks. Heger et al. [8] comments on a
study that compared the VC market of Germany and the UK and found that there are
supply side gaps in the financing available to young firms, which justifies govern-
ment intervention. Tung [9] shows how the government intervention at the Taiwan-
ese semiconductor industry was necessary due to the market failures present at that
market.

The article of Frenkel et al. [10] aims to differentiate public and private early
stage investors and explain the reason for the state intervention by comparing public
and private incubators in Israel and trying to uncover the reason why private
incubators can’t substitute for public ones. Finally, one of the articles employs an
entirely different approach, examining the macroeconomic theories behind the
intervention of the government to early stage financing [11].

3.2 The Effects of Government Intervention

A primary logic of studying the effects of government intervention on the VC market
is to look at how successful are companies before and after receiving the state
investment, or whether GVC or PVC backed companies are more successful.
However, the main question is how we define the success of these companies or a
successful investment in general.

A group of articles consider the realized exits (where the investor sells its shares
in the target company to a buyer) as a proxy for successful investments. Milosevic
[12] examines French governmental VCs and finds that VC managers that have
substantial experience in the investment sector and public sector make better invest-
ment decisions. Essentially, governmental background for a VC leads to investments
that are more successful. Brander et al. [13] look at the exits of companies in a
worldwide dataset with GVC, PVC or a mix of GVC and PVC investment, and find
that companies receiving a mix of GVC and PVC funds achieve more exits and
receive more funds than companies receiving only one type of investment. Addi-
tionally, they do not find evidence for any crowding out effect caused by the GVC
investor. Cumming et al. [14], who analyzed the VICO dataset covering the EU,
mainly support this conclusion, adding that purely PVC backed companies achieve
more successful exits than purely GVC backed companies, but the mix of the two
still proves to be superior to either of the two alone.
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Another subset of articles chose to identify success with the performance, effi-
ciency and financial ratios realized by the companies receiving the investment.
Alperovych et al. [15] looked at data from Belgium and found that firms backed
by GVC investment have a significantly lower performance than firms receiving
PVC funding in the 3 years following the investment. Grilli and Murtinu [16] made a
similar comparison using EU data and found that GVC investees did not have
significant sales growth, while PVC investees and investees of PVC led syndicates
between the two types of investors did have significant sales growth. Avnimelech
et al. [17] tried to find out whether Israeli GVCs and governmental high-tech
incubators improved the performance of target companies. They found that the
GVCs improved the efficiency of startups better than incubators, but the incubators
were able to spread the investments around better in the country geographically.
They did not make comparisons to the private sector. Cumming and Johan [18] looks
at the Australian pre-seed GVC fund and compares the performance of its target
companies with other GVC funds in Australia. They find the fund and thus the
program to be successful, and their portfolio companies performing better than other
governmental programs in the country. They attribute this to better management and
they also recognize a crowding-out effect between the examined fund and other
GVC funds.

A different rationale is examined in a cluster of articles, where the effects of
government intervention are measured by whether it increases the capital available to
startups and the number of investments at the VC market. Herrera-Echeverri et al.
[19] find that in emerging countries government spending (counter-intuitively)
reduces the amount of VC financing available to startups, supporting a crowding-
out effect at the VCmarket. Baldock and Mason [20] found, however, that the efforts
of the UK government helped to reduce the early stage finance gap at the UK VC
market by launching GVC programs, thus they deem the government intervention
successful. Guerini and Quas [21] used the VICO EU database to show that GVC
investment in a firm increases the likelihood of that firm receiving PVC funding as
well. They attribute this to the ability of the GVC fund managers to select prospec-
tive startups and to the ability of marketing them well to private investors. Similarly,
Karsai [22] also did not find evidence of crowding-out. This can be attributed to the
fact that she studied the CEE region where PVC activity is currently very low.
However, she found the execution of GVC programs in the CEE region to be less
efficient than GVC programs in more developed countries.

The article of Standaert and Manigart [23] quantifies the success of the govern-
ment intervention by looking at whether it increased employment in the investee
companies. They found that GVC funds in Belgium were outperformed by PVC
funds according to this metric.

Some articles used a combination of different criteria to capture the effect of
governmental intervention. Cumming [24] combines the approaches of using the
exits and the size of the investment activity as a success indicator. He finds that GVC
funds in Australia did not have significantly different exit rates than PVC funds, but
they contributed to the development of Australian high-tech startups through pro-
viding financing and value-added activities such as professional advice. Tucker et al.
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[25] used both exit and return on investment data to evaluate the financing efforts
made in the biotechnology sector of Canada. They came to the conclusion that
governmental intervention can only be efficient, if it is structured starting with the
early-stage investments up to the later stage of development of a company. They also
recognize the role of PVC investors as drivers of efficiency at the VC market.

A smaller number of articles carried out only qualitative analysis. Bilau et al. [26]
examined the Portuguese early-stage financing market by sending out questionnaires
to business angels about the effects of government intervention. They gathered from
the responses, that local business angels prefer the government to intervene using
tax-reliefs or by playing a passive role in co-investment funds. Wray [27] conducted
interviews with investors from the North East of England and concluded that the
Jeremie EU governmental program helped that region’s startup sector to thrive
despite the recession. However, the article of Jung et al. [28] using Q-methodol-
ogy—a mix of qualitative and quantitative approaches—found the governmental
intervention in South Korea to be less successful, as they found the competition for
state resources to be unfair, and the related institutional system and political envi-
ronment to be uncertain.

3.3 Future Research Direction

Several papers consider their own research question to be important for further
examination. Brander et al. [13], Baldock and Mason [20], Cumming [24], Standaert
and Manigart [23], Cumming and Johan [18] investigated the impact of state
interventions on the performance of the VC segment form different aspects between
2007 and 2018. Due to the fact that at the time of publication the government
programs have not yet been expired, these authors suggested to expand and refine
their models with additional variables or to use their models in other settings
(country, timeframe, etc.) to validate or disprove their observations. Obviously, as
time goes on, different conclusions can be drawn regarding the effects of govern-
ment intervention.

In this section, we highlight the future research topics and issues that are more
specifically formulated. Milosevic [12] points out that the impact of the network on
the VC segment should be further examined. It is also questionable how the
professional knowledge and background of the VC fund managements effect the
performance of the investee companies.

Avnimelech et al. [17] deemed valuable to investigate the effectiveness of the
interaction between VCs and incubators and to identify the geographic concentration
of technology and its consequences. According to Heger et al. [8], the region-
specific factors’ effects on the structure of the VC market could be an important
additional research field.

Herrera-Echeverri et al. [19] suggests that not only economic but also cultural
factors should be included in the variables of models which explain the dynamics of
the VC industry. First of all, the government spending should be categorized to
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measure accurately the impact of government spending on the performance of the
VC market. In line with this, Guerini and Quas [21] are also focusing on government
spending. They believe that it is important to understand and evaluate the social
benefits of public spending on the VC segment in a more comprehensive context.

4 Conclusions

In our article, we conducted a descriptive literature review focusing on the govern-
mental venture capital (GVC) research from 2000 to 2018. This topic has importance
since a significant component of economic growth is provided by startup companies,
and their initial funding can be very problematic due to market failures. Govern-
ments around the world are incentivized to intervene at VC markets to try to solve
these market failures and help startups secure their needed funding. Since the start of
GVC programs, researchers were very interested in the study of this topic, which
they examined through different approaches.

We identified two major research streams: the reason for the entry of the govern-
ment to the VC market and the effects of GVC investment. The articles about the
reason for the GVC presence appeared in the years between 2008 and 2015, we think
that the major EU GVC program ‘JEREMIE’was the catalyst of researchers’ interest
in this topic. The articles centered on the effects of GVC intervention appear more
frequently starting with 2015, which can be attributed to the fact, that exit data from
Jeremie investments became available around this time.

We classified the processed articles according to this logic and differentiated
groups of articles by their research approach to these questions. We found that the
majority of articles dealing with the reason for GVC presence at the VC market
followed the events unfolding at the market and approached the governmental
intervention as an answer to market conditions. The driving logic of research done
on the effects of GVC are not that homogenous, however. We identified articles that
mainly tried to compare the success of GVC and PVC (private venture capital)
investors. Another approach is to just deal with GVC investors and focus on the
success of their investee firms. The definition of success also varied between groups
of articles: number of exits, financial ratios of investee firms, number of investments,
size of investments and employment growth of investee firms. As governments have
varying goals when they decide to launch GVC programs, we propose that future
research on this subject should evaluate the effectiveness of GVC programs by
employing the success criteria set up by the program under scrutiny to measure the
success of the intervention.

Geographically, the articles were very EU centric and only one article examined
the effects of GVC in emerging markets. We think that the study of emerging
markets in this context could be of much interest, since in those countries the
economic growth accumulated by startups is essential, this is an avenue of research
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not yet fully explored. To see the similarities and differences of the effects of GVC in
developed countries and emerging markets could be very informative.

The main limitation to the investigation about the government intervention at the
VC market is that the programs have not yet been expired at the time of publication.
This alone is an opportunity for further research and to repeat the examination later
and compare the results. Other research issues were also raised by authors. We found
the most interesting future research directions the following: the study of the impact
of the professional knowledge of VC managers on the success of the startups; a
comprehensive monitoring of government spending from the social impact point of
view; and the impact of geographic concentration of technology on the VC market.
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Do Polish Hospitals Perform Well? Selected
Aspects of Financial Performance

Katarzyna M. Miszczyńska

1 Introduction

Health sector is extremely important for economic development of the country.
Problems concerning the performance of public healthcare units are widely analysed
both by national centres and foreign ones: Alemi and Gustafson [1], Martin and
Smith [2], Vanberkel et al. [3], Smith and Topol [4]. Well organized performance of
healthcare units is crucial not only from the perspective of patients’ satisfaction but
also from the perspective of managers. In the literature, it is commonly assumed, that
the performance of healthcare sector in Poland is far from satisfactory. This state-
ment is confirmed in the studies conducted by Nojszewska [5, 6], Suchecka [7, 8],
Frączkiewicz-Wronka [9], Hass-Symotiuk [10], Susmarski [11].

The main problems of Polish public hospitals are concentrated upon unsatisfac-
tory financial situation connected with growing indebtedness that adversely affects
not only the development of healthcare but also quality of medical services provided.

An interesting study, from the point of view of the analysis of the financial
condition of hospitals in Poland, was presented by Dubas-Jakóbczyk [12]. In this
study, the assessment of the financial condition of university hospitals in Poland was
conducted. As a result, it was concluded that the financial situation of university
hospitals varied. Over 70% of the hospitals in question were characterized by a high
level of indebtedness.

The study connected with the impact of the founding body on the financial
efficiency of hospitals in the Lodz region was carried out in 2014 by Krzeczewski
[13]. The aim of this study was to indicate some differences in the financial
efficiency of hospitals subordinate to various founding bodies. The analysis, carried
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out in the article has led to the conclusion that the founding body has a significant
impact on the financial efficiency of its hospitals.

The use of financial analysis to assess the situation of medical entities was
addressed by Łagowski [14]. In this study, indicators from the group of liquidity
assessment, indebtedness and profitability were used to analyse the financial situa-
tion of medical entities from the Silesian Voivodeship. In the final stage of the study,
the Poznańmodel was used to assess the risk of bankruptcy and the most endangered
individuals were identified.

Cygańska [15], in her research, used financial analysis to assess the profitability
of hospitals. The aim of the study was to verify whether the financial situation of
hospitals operating in the form of capital companies and independent public
healthcare institutions differed significantly in terms of statistics. The assessment
of the financial standing of hospitals was made by means of sales profitability ratios.
As a result, there was no statistically significant relationship between the size of the
hospital and the moment of its transformation.

As a results of in-depth analysis of professional literature and economic situation
of healthcare sector in Poland, the main subject of the study is referred to the problem
of financial stability of public hospitals, which has a negative impact on the quality
of services provided and, as a consequence, on the development of health protection.
Referring to the subject of the study the following main goals were identified:

• checking whether the results achieved by individual hospitals/voivodeships/
founding bodies varied significantly over time.

• identification of the factors causing indebtedness of hospitals.

According to the goals set in the study, a research hypothesis was made on
whether the founding body has any impact on hospitals’ indebtedness?

2 Methodology and Data

2.1 Methodology

The study was conducted on public general hospitals operating in Poland in years
2007–2015. The scope of the research period was related to the availability of data.
During the analysis, a particular emphasis was put on the features that differentiate
the units in question. The founding body was the feature that distinguished the
hospitals and constituted the basis for conducting further in-depth analyses. There-
fore, the following groups of units were distinguished: Universities (abbr. “U”)
Poviat-Commune (abbr. “P-G”), Marshal’s office (abbr. “W”) and Ministry hospitals
(abbr. “R”).

In order to achieve the goals and verify the hypotheses put forward in the study, a
spatial analysis of time-series and a one-way analysis of variance (ANOVA) were
carried out. What is more, the analysis of trends in the value of financial ratios,
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carried out as a part of spatial analysis of time-series, was made from three different
perspectives:

• individually
• divided into homogeneous groups of hospitals from the perspective of the

founding body

In order to verify whether the founding body has an impact on the financial
condition of the hospital, the ANOVA analysis (one-way analysis of variance ) has
been conducted. This parametric test examines the differences among many groups,
i.e. hospitals with different founding bodies. The ANOVA method is based on
comparing the measures of variance in each of the identified groups. ANOVA is
carried out in the following steps:

• checking the assumptions of the test and its implementation
• interpretation of a one-way analysis of variance
• conducting a posteriori tests—checking which groups differ.

2.2 Data

The financial hospital characteristics were obtained from the audited annual financial
reports originated from the Amadeus database. From these each hospital’s financial
indicators were calculated. The conducted study was based on liquidity and debt
ratios. Benchmarks (reference values) were also assigned to all indicators, which
enabled a later assessment of the performance of the analysed hospitals. Table 1
contains a list of indicators with reference values.

For the whole period descriptive statistics of all hospitals in question were
calculated. The descriptive statistics for these hospital characteristics are included
in Table 2.

Table 1 List of indicators with reference values

Field Ind. Formula
Reference
value

Indebtedness Debt-to-Equity
[DtER]

currentliabilitiesþlong�termdebt
shareholder0sf unds

0.01–0.5

Debt ratio
[DTR]

currentliabilitiesþnon�currentliab:
totalassets ∙ 100 �30%

Financing of fixed assets
[FFA]

long‐term debtþshareholder0sfunds
fixed assets

�1

Liquidity Current ratio
[CR]

current assets
current liabilities ∙ 100% 1.2–1.7

Quick ratio
[QR]

current assets�stock
current liabilities ∙ 100% 1–1.2
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3 Results

The analysis was conducted on the basis of 343 public general hospitals, from over
600 operating units located in Poland and operating in the years 2007–2015.
According to the data collected from the Amadeus database almost 49% from
600 public general hospitals constituted poviat-commune hospitals (“P-G”).
Detailed statistics on the population structure is presented in Fig. 1. As it was earlier
described hospitals have been divided according to their founding body as follows:
Universities (abbr. “U”) Poviat-Commune (abbr. “P-G”), Marshal’s office (abbr.
“W”) and Ministry hospitals (abbr. “R”).

Due to the fact that the choice of the sample was dictated by the availability of
data, it was necessary to verify some assumptions regarding the distributions of both
samples. The distribution of the analysed sample is presented in Fig. 2.

This procedure was necessary to generalize the results on the entire population. In
order to compare the distribution of those samples, the unit’s selection test—χ2 test
was carried out.

The χ2 test belongs to the group of non-parametric tests, the algorithm of which is
based on the comparison of the frequency of events resulting from experience with
the expected ones. The condition for the applicability of the test is a large data
population, which in case of this study is fulfilled. The χ2 test was introduced in
accordance with the following notation—Eq. (1):

Table 2 Descriptive statistics for indebtedness and liquidity ratio in the year 2015

N Minimum Maximum Mean Stand. dev.

DtER2015 343 –79.194 157.63 1.02 13.3851

DBR2015 343 0.0734 2.9918 0.78 0.43664

FFA2015 343 –5.2632 2.8648 0.45 0.64061

CR2015 343 0.0789 6.8646 0.69 0.74445

QR2015 343 0.0735 6.6846 0.63 0.70235

N observations 343

Fig. 1 Public general
hospitals—population
structure
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χ2 ¼
Xk

j¼1

Oj � Ej

� �2

Ej
ð1Þ

where,

Oj—observed events;
Ej—expected events.

The tested hypotheses were as follows:

H0: Distribution of hospitals according to the founding body in the sample is
consistent with the distribution for the entire population.

H0~ H1

The results of conducted χ2 test are presented in Table 3.
The value χ2 test was 1.258 and that is why the condition: χ2 < χ20.05 was

fulfilled. Hence, there was no basis for the rejection of the null hypothesis. Thus,
with a 95% probability it was stated that the distribution of hospitals according to
their founding body in the sample was consistent with the distribution of the entire
population. According to these results, the outcomes of the analysis carried out in
this study could be generalized to the entire population.

Fig. 2 Public general
hospitals—structure of the
sample

Table 3 Verification of
χ2 test

Events U W R PG Sum

Observed events [Oj] 10 39 9 42 100

Expected events [Ej] 7 36 8 49 100

Eq. (1) 0.9 0.3 0.1 0.9 2.29

χ20.05 ¼ 7.815
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3.1 Financial Situation: Individual Entities

The financial situation of the analysed public hospitals did not evolve between years
2007–2015. The hospitals were characterized by alarming indices of indebtedness
and liquidity.

The Debt-to-Equity ratio exceeded in most cases the level of 4, which means that
those hospitals had the possibility of losing the ability to regulate their liabilities. A
similarly large group of units were characterized by index values below 0.0, which
indicated lack of ability of effective application of external financing. Units that
stand out as to the value of the indicator were poviat-commune hospitals. Negative
values of this indicator were connected with negative level of shareholder’s funds.
On the other hand, extremely high levels related to negative level of shareholder’s
funds in the previous year and very low level in currently analysed year. Figure 3
presents values of debt-to-equity ratio in the year 2015.

As for the values of debt ratio it should oscillate up to 0.3 and almost all the
analysed hospitals exceeded this reference value. In 2015, only 39 out of 344 hospi-
tals did not exceed the reference value. What is more, 35 out of 344 hospitals had an
FFA ratio of between 0.9 and 1.1. Figure 4 presents values of debt ratio in the year
2015.

In terms of the current ratio, in 2015, only 33 hospitals were characterized by the
values of this ratio within the reference values. What is more, only 16 units acquired
the reference values of quick ratio. At the same time, almost all other units had the
ratio values under 1.

Fig. 3 Public general hospitals—debt-to-equity ratio [year 2015]

Fig. 4 Public general hospitals—debt ratio [year 2015]
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3.2 Financial Situation: Founding Body Perspective

The financial situation of Polish hospitals was also examined from the perspective of
their founding bodies. The hospitals have been attached to homogeneous, in terms of
founding bodies, groups.

Neither in terms of the current ratio, nor in terms of quick ratio, the reference level
had not been exceeded. This situation confirmed the inability to regulate current
liabilities.

As for the indebtedness indicator, none of the analysed groups reached the
reference values. All the groups were characterized by the undermining of credibility
due to too high values of indicators. Figure 5 presents the detailed results.

As for the financing of fixed assets, none of the analysed groups reached the
reference values. None of the units exceeded the reference level, which means that
non-current assets were financed by short-term liabilities. This situation could lead to
bailiffs’ activities. Figure 6 presents detailed the results.

Fig. 5 Public general hospitals, founding body perspective—debt ratio [year 2015]

Fig. 6 Public general hospitals, founding body perspective—financing of fixed assets [year 2015]
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3.3 Financial Situation: ANOVA Analysis

In order to verify the research hypothesis, whether the founding body has an impact
on the financial condition of the hospitals, the ANOVA analysis has been conducted.
Before starting the ANOVA procedure, several assumptions have been checked.
First of all, the dependent variable was classified as qualitative (financial indicators)
and the independent variable was measured on nominal scale with four different
values (U, R, W, and PG), which divided the sample into four groups.

In the next step the homogeneity of variance was checked.
The hypothesis stands as follows:

H0: the difference between the variances in the examined groups is homogeneous
(or similar)

H1: variances in the studied groups are different.

According to the results of the test there is no basis for rejecting H0 with equality
of variance (see Table 4). Therefore, ANOVA can be performed.

In the next step, variance analysis has been performed, according to which:

H0—means in the studied groups do not differ (they are equal),
H1—at least one medium pair is different from one another (we do not assume

equality of variance)

The results of the analysis constitute that according to the debt ratio in 2007–2008
the H0 was rejected in favor of H1. It means that at least one medium pair was
significantly different from each other (see Table 5).

After the rejection of H0 hypothesis in 2007 and 2008 post hoc tests were
conducted. These tests allow us to assess which groups differ from each other. The
tests are divided into liberal ones (which do not require restrictive assumptions) to
show a statistically significant difference between the means in groups, and conser-
vative ones—requiring such assumptions. In this study a restricted Tuckey test has
been applied. Table 6 presents the results.

According to the results obtained in the study, it can be claimed that marshal
hospitals differ from university hospitals in terms of the debt ratio in both years:
2007 and 2008.

Table 4 Homogeneity of
variance test

Year Levene’a test df1 df2 Signific.

2015 2.605 3 336 0.052

2014 3.756 3 336 0.011

2013 2.883 3 336 0.036

2012 3.981 3 336 0.008

2011 3.639 3 336 0.013

2010 2.69 3 336 0.046

2009 3.442 3 336 0.017

2008 6.297 3 336 0.01

2007 5.971 3 336 0.011
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4 Conclusions

According to the results of the analysis conducted in this study it should be
underlined that the situation of Polish hospitals tends to be alarming. Only a small
percentage of the analyzed units achieved the reference values of financial ratios in
the analyzed years. Almost 90% of hospitals exceeded the level of 0.3, which
undermines the credibility of the hospital. More than 15% of units were character-
ized by the loss of ability to regulate their commitments, and more than 38% of
hospitals were characterized by ineffective use of external financing. Less than 10%
of analysed units acquired referenced values of the current ratio and even less of the
quick ratio. A great majority of hospitals had low value of liquidity ratios. This
indicated lack of ability to regulate current liabilities. Over 14% of hospitals was
characterized by excessive liquidity, i.e. inefficient management of the funds pos-
sessed, e.g. excessive stocks or overdue receivables.

Table 5 ANOVA test Year Sum sq. df Mean sq. f Signific.

2015 0.378 3 0.126 0.653 0.582

2014 0.693 3 0.231 1.156 0.327

2013 0.511 3 0.17 0.777 0.508

2012 1.429 3 0.476 1.869 0.135

2011 1.814 3 0.605 3.038 0.029

2010 1.715 3 0.572 3.366 0.019

2009 1.642 3 0.547 3.509 0.016

2008 2.497 3 0.832 4.67 0.003

2007 2.677 3 0.892 3.268 0.022

Table 6 Post hoc test [year 2008]

Founding body Mean difference Standard err. Sing.

95% confidence interval

Lower limit Upper limit

U W 0.297� 0.0822 0.002 0.084 0.509

R 0.201 0.1047 0.221 –0.069 0.472

PG 0.189 0.0815 0.095 –0.021 0.400

W U –0.297� 0.0822 0.002 –0.509 -0.084

R –0.095 0.0833 0.663 –0.310 0.120

PG –0.107 0.0510 0.154 –0.239 0.024

R U –0.201 0.1047 0.221 –0.472 0.069

W 0.095 0.0833 0.663 –0.120 0.310

PG –0.012 0.0825 0.999 –0.225 0.201

PG U –0.189 0.0815 0.095 –0.400 0.021

W 0.107 0.0510 0.154 –0.024 0.239

R 0.012 0.0825 0.999 –0.201 0.225

�The average difference is significant at the level of 0.05
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As for the research hypothesis it was positively verified in the years 2007 and
2008. It these years the founding body had an impact on the financial condition of
hospitals. What is more, marshal hospitals differ from university hospitals in terms
of the debt ratio in both years: 2007 and 2008.

To sum up, it should be underlined that an attempt to identify factors that
determine the process of units’ indebtedness and their financial problems, which
was presented in this paper, will be a starting point for further, more advanced
studies in the area of financial management of public hospitals in Poland.
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Special Aspects of the Loan Agreement
in the Conditions of the Slovak Republic

Tomáš Peráček, Boris Mucha, and Lucia Vilčeková

1 Introduction

The cornerstone of any economy is entrepreneurship. It supports economic growth
and keeps the economy growing thanks to providing high employment ratio and a
real benefit to the export of the country. Especially for this reason, it is in the interest
of the Slovak Republic to support companies, make their market entry easier, and
support their existence [1]. In particular, external financing sources provided by third
parties are used to finance business development activities. These essential external
sources of funding include bank loans. The government of Slovak Republic also
provides entrepreneurs with various measures and benefits to support their develop-
ment. One of them should be the legislative protection of businesses (debtors) in the
external financing of their activities against unfair creditors. This would certainly
improve the business environment [2].

However, loan as one of the external sources of financing is not only economic
concept but also a legal one. We understand it as a temporary provision of funds in
any form, including factoring and forfaiting [3]. In the Slovak Republic, this type of
contract is primarily regulated in the Commercial Code with the legal regulation
contained in the Civil Code. In this article, the author focuses on the legislative
aspects of the loan agreement, which has found its full potential in banking activities.
Despite this fact, the legal theorists do not write a lot about this topic. The authors
therefore examine through scientific and doctrinal interpretation the selected pro-
visions of the Commercial Code, the Civil Code and other legal regulations related to
the issue of this type of contract. With the help of scientific literature and case law of
Slovak and Czech courts, they will provide answers to application problems [4]. Last
but not least, they compare legal regulations of the loan agreement and the credit
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agreement and point out the differences. The content of the contribution corresponds
to the structure of the contribution, which, apart from the introduction and the
conclusion, is divided into several chapters, which examine the selected aspect of
the loan agreement. Part of the last chapter is devoted to the credit agreement.

2 Objective of the Contribution and Methodology

The main purpose of the contribution is to identify the loan agreement and review its
legal regulations in the conditions of the Slovak Republic. Besides the main objec-
tive, we also chose several sub-objectives, namely:

– compare credit agreement with loan agreement and identify differences,
– critically name selected provisions of the Commercial Code and propose how to

remove them,
– find answers to the research question or to amend the legal framework of the

credit agreement to reflect the current needs of the practice and to amend it
substantially.

We want to achieve the stated goals with the use of legislation, professional and
scientific literature, as well as Czech and Slovak jurisprudence. We also used the
analytical method to analyze legal status and legal regulations from the scientific
point of view. Using the comparative method, we tried to make different views on
the legal regulations and the interpretation of the individual institutes, as well as on
the comparison of the loan agreement and the credit agreement. Based on the
scientific knowledge of valid and effective law and legal science, we have also
used doctrinal and scientific interpretation in some parts of the work.

Several authors or theoreticians in the field of law, including Ovečková [5],
Mazák [6], Mura [7], have published their work on this topic in Slovakia, especially
university textbooks, professional and scientific papers in commercial law and civil
law. Foreign and renowned authors such as guest, Polišenská [8], Rontchevsky [9],
Svec and Madlenak [10] are also closely connected to this topic. A special source of
knowledge are the decision-making activities of Slovak and Czech courts.

3 Loan Agreement in General

The loan agreement is contained in Sections 497–507 of the Commercial Code, of
which only Articles 497, §499 and 509 (1) are binding on Contracting Parties. In
other matters, the principle of legality may be fully applied. This in practice means
that the parties may depart from the provisions of the law and otherwise agree on
mutual rights and obligations. In terms of the legal definition of the loan agreement,
the legislator defines the following. It is the creditor’s commitment to provide the
borrower with a cash amount at his own request and the debtor undertakes to return
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and pay interest [11]. This means that the essence of the contract is the creditor’s
obligation to provide funds to the debtor at his request. However, this also corre-
sponds to the debtor’s obligation to repay the provided funds and to pay interest.
This is therefore a bilateral obligation on the part of the parties. The essential
requirements of the contract are therefore:

1. contracting parties—the creditor and the debtor,
2. the creditor’s obligation to provide the debtor, on request, with cash to a certain

amount,
3. the debtor’s obligation to repay the paid funds and to pay the interest.

Therefore, if there is an agreement on these essential features, a loan agreement
will arise between the participants. However, should the loan agreement not have all
the required legal requirements, it would be treated as a loan agreement. In the
opinion of the Supreme Court of the Slovak Republic [12], it is not decisive as it is
mentioned, nor the declaration that it is closed under Section 497 et seq. of the
Commercial Code. Critical to the assessment of a contractual type are the terms of
the contract which determine which law is decisive for the assessment of such a
contract. From a formal point of view, the contract does not require a written form
and can therefore be concluded verbally or implicitly. In practice, however, we did
not meet this lack of formality and loan agreements are only concluded in
writing [7].

As mentioned above, the subject of the loan agreement is to provide the borrower
with funds, while the law does not specify the currency. It is also possible for the
parties to determine the subject of the contract in a currency other than the Euro,
provided that this is not in contradiction with the foreign exchange regulations.
However, such a procedure is linked to the acquisition of a special foreign exchange
license for the creditor, the award of which is decided by the National Bank of
Slovakia. Further, by law, unless the parties have agreed otherwise, the debtor is
obliged to return the funds in the currency in which they were given and in the same
currency the interest. However, since this is a provision of the law expressing the
words “unless the parties have agreed otherwise”, the debtor may repay the cash
provided as well as the interest in another currency. Of course, provided the contract
allows this [9].

Besides the debtor’s obligation to pay interest, the repayment of the loan is settled
in the loan agreement. It is referred to as the “commitment commission” and is
understood to be the fee for the reservation of money resources determined in
percentages per year. The possibility of contracting parties to agree on this provision
is limited to the mandatory § 499 of the Commercial Code, from which it is not
possible to derogate even by the agreement of the parties. Such an agreement is
permissible only if the lending is the subject of the creditor’s business. In our
opinion, the commission can be paid out if two conditions are cumulatively met.
The first is that lending is the subject of the creditor’s business. The second condition
is to settle the loan in the contract. This opinion is based on the judgment of the
Supreme Court of the Slovak Republic [13], which stated that the creditor who,
under the loan agreement, undertakes to provide the borrower with a cash payment at
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his own expense, may not only be a bank or entity providing the loan in the subject
business. However, such a creditor cannot demand reimbursement for a loan
arrangement.

A loan agreement generally includes a detailed definition of all time limits. The
debtor is generally entitled to claim the funds within the term specified in the
contract. In practice, there will be timescales determined by days, fixed dates, or
rescheduling calendars. Such deadlines are binding for the debtor and their
non-compliance relieves the creditor of the obligation to provide him/her with a
loan. In practice, a situation may arise that this period is not specified in the contract,
but this is only exceptional. However, the legislator remembered such a possibility
and decided that in such a case, the debtor may claim the payment of money by the
debtor as long as the contract pays. When questioning the formal page of the
borrower’s request for funds, it is common knowledge that the debtor requests the
performance in writing and expressly. However, it is clear from the judgment of the
Supreme Court of the Czech Republic (2005) no. 39Odo 1595/2005 [14] that an
explicit request is not necessary. The court is of the opinion that the expression of the
borrower’s willingness to withdraw a loan can also be made implicitly, for example
by accepting the performance provided by the bank under the loan agreement or by
giving its (and subsequent) conduct a consent to the borrowing of the loan amount.

If the contract is not specified or a special law does not provide for another notice
period, the debtor may be terminated with immediate effect by the creditor until the
end of the calendar month following the month in which the notice was delivered to
the debtor [7]. However, as is apparent from the content of the Act, such a procedure
is only applicable in the absence of a contractual arrangement to terminate the
contract. Termination of a contract is a unilateral legal act from the point of view
of the theory of law, the validity of which does not require the consent of the other
party, the effects varying according to whether the creditor or the debtor is the
person. But the cancellation of the loan does not relieve the debtor of the obligation
to repay the funds provided or to pay the credit intermediation. The legislator did not
deal with the formal aspect of the testimony. As a rule, however, a separate
agreement is also included in the loan agreement concerning the service of expres-
sions of will by the parties [15]. However, it is clear from the text of the law that the
denunciation can be made in written, electronic or oral form. From a practical point
of view, however, the oral form is not recommended in particular to prevent the
evidentiary need in the event of a dispute.

4 Rights and Obligations of the Parties

The principal obligations of the creditor include the provision of funds to the debtor.
However, the condition is that the borrower also proceeds in accordance with the
contract and requests funds to be drawn at the agreed time. The creditor is therefore
obliged to provide funds at the time specified in the debtor’s request. If the term is
not specified in the contract, money must be provided “without undue delay”. The
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phrase “without undue delay” is a general term of commercial law applied in almost
all matters. It means that the liable person must perform as soon as possible, but this
must be considered according to the circumstances of the particular case. In the event
of non-fulfillment of this obligation, the creditor may also delay the fulfillment of his
obligation. However, if the opposite is the case that the creditor would have provided
the borrower with a loan earlier than his obligation, it would not be the invalidity of
the credit agreement under the Judgment of the Supreme Court of the Czech
Republic (2005) no. 29Odo 1371/2005 [16].

There are several types of loan, e. g mortgage, which is intended for the purchase
of real estate, or purposeless loan, where the debtor does not need to prove its
purpose. However, the limitation of the use of funds can only arise from the loan
agreement, since the law does not make such a restriction, it only admits it. In the
case of a special purpose loan, this means that funds can only be used for a specific
purpose. If the loan agreement determines that a creditor provides funds to the debtor
for the purchase of a particular property, the debtor may ask the creditor to pay the
loan provided directly to the seller’s account. However, such a procedure has the
effect that the debtor cannot successfully complain that the creditor did not provide
him/her with funds for the purchase of real estate [17] in any proceedings for the
return of such money.

It is therefore the creditor’s right to restrict their being granted only to the debtor’s
obligations assumed in connection with that purpose, such as the purchase of real
estate. Therefore, if the borrower violates contractual arrangements regarding the use
of such funds, the lender may apply agreed penalties such as a contractual fine.
However, the ultimate solution is the application of § 507 of the Commercial Code,
which in this case allows the creditor to withdraw from the contract and demand the
return of the provided funds and interest.

5 Interest and Interest on Late Payments

The obligation of the debtor to pay interest represents repayment of the loan and is an
essential part of the credit agreement [10]. It follows from the above that the loan is
legally remunerated by the contractual type and cannot be negotiated as interest-free.
Otherwise, it would be a loan agreement. From the time the money is provided, the
debtor is required to pay interest. This means that the law makes this obligation
conditional upon the crediting of funds to the debtor’s bank account or their payment
in cash to his or her hands. The debtor pays interest only for the money actually
provided, and not for the money promised. The legislator does not require an
agreement on the level of interest for the creation of a loan agreement. However, it
prioritizes the agreement of the contracting parties [18]. The interest rate itself can be
agreed in several ways. For short-term loans, interest rate fixation is common during
the entire repayment period. In the case of mortgage loans, a fixed interest rate is
currently preferred over several years. A contractually agreed lender’s right may,
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however, have the right to unilaterally change the amount of the interest rate, taking
into account, for example, the rate of inflation.

In the absence of the agreed interest rate, Article 502 (1) of the Commercial Code
stipulating the obligation of the debtor to pay interest at the maximum permitted by
law. However, in the legal order of the Slovak Republic, such a standard is absent
and it is not in consideration for adoption. In this regard, however, we point to the
generally accepted practice that when negotiating interest rates, the principle of fair
trading should be respected and interest rates agreed at an appropriate level. How-
ever, if the parties negotiated an undue amount of interest, this would also not result
in the invalidity of the contract as a whole, but only in parts of the contract relating to
the agreed interest rate. As is clear from the judgment of the Supreme Court of the
Czech Republic [19], in this case, the borrower would pay interest on which banks
provide similar loans. If it is not possible to determine interest either by agreement or
by law, the debtor is required to pay the usual interest required for loans provided by
banks at the debtor’s domicile at the time of the conclusion of the contract. The term
“usual interest” refers to misconduct in the lay practice as the average interest rate on
the market. However, this is not correct. In professional literature [5] the usual
interest rate is the interest prevailing in the practice of the dominant and most
frequently used banks. Account shall be taken of the rates of those banks which
have a decisive share of the money market and whose rates are also published. This
does not fully endorse judicial practice. The Supreme Court of the Slovak Republic
[17] considers that the agreed amount of the interest rate, unless it is contrary to the
principle of fair trade, may exceed the interest rates charged by banks for the
provision of loans.

In particular, in banking practice there is a commonly used rule that the interest
rate is linked to 1 year. However, it is also possible for the parties to agree on a
different period, such as 1 month. However, this figure must be unconditionally
included in the contract because, in case of doubt, it is assumed that the agreed
amount of interest relates to the annual period. A special case from practice is the
confusion of concepts of interest and interest on delay. However, these terms are
well distinguished in economic literature [20]. Interest is, in essence, the price of
money that the creditor puts at the borrower’s disposal for an agreed period of time.
Interest on late payments, however, is a penalty for the debtor’s delay in fulfilling his
obligation and motivating him to properly discharge his duties. The principle of
contractual freedom may also apply to the determination of interest on late pay-
ments, but their amount is limited by the principle of fair trade. According to Mazák
[6] if default interest is not agreed upon in the contract, the debtor is required to pay
statutory interest for late payment. These are determined as the basic interest rate of
the European Central Bank increased by eight percentage points. From 16 March
2016, the debtor pays the statutory interest on late payment of 8%.

In general, the obligation to pay interest is payable together with the obligation to
repay the used money (principal). However, this rule is only used if the loan is to be
repaid on a one-off basis and the maturity period is not longer than one year.
Otherwise, interest is payable at the end of each calendar year, regardless of the
maturity date of the principal. The repayment of the loan granted can be spread over
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several installments, which means that the interest on this repayment is payable on
the due date of each installment. In banking practice, however, we also met with the
parties’ agreement that the interest payable at the end of the year does not apply, but
is added to the principal and is further matched with it.

6 Maturity of the Loan

The debtor’s right to repay the loan early is contained in Section 503 (3) of the
Commercial Code. Therefore it is for the borrower to repay the provided funds
before the time specified in the contract. It is important that interest is payable only
for the period from grant to refund. However, this is merely a provision of the
Commercial Code, and therefore the banks are accustomed to accept it to a limited
extent. The borrower generally grants the opportunity to pay an extraordinary
repayment of the loan once a year.

A substantial part of the loan agreement is the debtor’s obligation to repay the
cash provided. The time it takes to do so is the subject of the parties’ agreement and
is directly negotiated in the treaty. However, the amount of interest is not an essential
part of the contract. However, the legislator also remembered this case and deter-
mined that if the maturity date is not contractually determined, the debtor must repay
the loan within 1 month of the day when the creditor requested it [21]. This particular
adjustment is more advantageous for the borrower, in particular in terms of time. If it
were lacking, it would be necessary to apply only the general provision of
Section 340 (2) of the Commercial Code. According to him, the debtor would
have fulfilled his obligation without undue delay after the creditor asked him to
do so.

7 Termination of the Loan Agreement

The most common way to terminate a loan agreement is to repay it to creditor
properly and on time. However, special attention is paid to the situation if a problem
arises on the part of the debtor and deals with three specific reasons for withdrawal
from the contract by the creditor.

According to Duľová Spišáková et al. [22] the first reason is the situation when
the obligation to repay the provided funds is lost during the duration of the contract.
In practice, there will be a situation where the house where the right of lien is
established for the benefit of the creditor or the market price falls. In such a case, the
debtor is required to add the credit to the original extent. In practice, it compares the
original security level with the condition after its deterioration and is added to the
original extent by, for example, third party liability. The borrower must do so within
a reasonable time. However, its adequacy is always considered separately, there is no
generally accepted rule of what time period it is. The decisive circumstances when
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determining it are the amount of credit or the extent of the security. However, the
legislator does not address the beginning of the passing of this reasonable deadline or
the formal aspect of such a challenge. In our opinion, it is advisable to choose the
written form of the invitation delivered by mail to the agreed address and to set a
minimum monthly time limit. Failure to comply with this obligation is sanctioned by
the creditor’s ability to withdraw from the contract with the entire loan and interest.

Another reason for withdrawal from the contract by the creditor and the right to
immediate repayment of the amount due together with the interest is the debtor’s
delay. This provision of Section 506 of the Commercial Code is applicable if the
loan agreement does not contain a different arrangement and the repayment of the
loan was agreed not in the same time but in installments (Grancay et al. [23]. There-
fore, the creditor may withdraw from the contract if one of the two conditions is
fulfilled. The first is that the borrower is in delay with the return of more than two
repayments, which in practice means that he is in delay with payment of up to three
installments. The second reason for withdrawal is a minimum 3-month delay with
the return of one installment. It follows from the above that the creditor is entitled to
withdraw from the credit agreement, subject to a qualifying delay of the debtor with
the return of the provided funds. However, in order for a creditor to exercise his
right, this negative state must also exist at the time of withdrawal. If the debtor’s
default has ceased in the meantime, the creditor is no longer entitled to withdraw
from the contract for this legal reason. Withdrawal from the contract is addressed by
unilateral legal action, the effectiveness of which is necessary to reach the debtor. In
order for the effects of withdrawal to take place, the delivery of the withdrawal must
be proved, it is not enough to assume that [24].

The provision of Section 507 of the Commercial Code follows the previous
provision of Section 501 (2) of the Commercial Code and specifies the specific
reason for the creditor’s resignation from the credit agreement. The creditor has the
right to do so if the borrower has used the funds provided under the contract only for
a certain purpose that the debtor did not comply with or could not use for the agreed
purpose. The first option addresses the violation of the debtor’s obligation to use the
funds for the agreed purpose. The right of the creditor to withdraw from the contract
is therefore subject to a breach of this obligation by the debtor and is understood as a
sanction by the creditor. However, as it follows from the judgment of the Supreme
Court of the Czech Republic (2005) no. 29Odo 841/2005 [25], it is at the creditor’s
will, or if the debtor uses the money for another purpose as he has withdrawn from
the contract and requests the refund of the used money together with interest, and
also apply the sanctions agreed in the credit agreement. However, the non-use of this
right itself cannot be considered as a breach of legal obligation. The second option
regulates the situation when it was not possible to use the means for the agreed
purpose, for example because of force majeure or changes in legislation.

According to Polišenská et al. [8], in such cases, the law therefore confers on the
creditor the right to withdraw from the contract and require the debtor to return
unused funds and interest together without undue delay. The debtor must fulfill this
obligation without undue delay, after the creditor has notified him that he is using the
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statutory option and withdraws from the credit agreement. The obligation on the
borrower to reimburse the money is also not affected by the fact that the creditor
provided the money to a third party for a purpose.

8 Credit Agreement and Loan Agreement: Differences

In many cases, the loan agreement is incorrectly classified as a bank type of contract
such as a bank deposit, a current account maintenance contract or a letter of credit
agreement. Unlike these contractual types, not only the bank, but any other natural
person or legal entity, may not be the provider of the loan agreement to its contractor.
Although the designation of the parties to the contract, the creditor and the debtor, is
the same, it is a different type of contract governed by § 657 and 658 of the Civil
Code. The borrower’s loan agreement resolves the creditor to the debtor, determined
by type, but in particular money, and the borrower undertakes to return items of the
same kind after the agreed time.

The main difference is that while the loan agreement is a consensual contract
type, the credit agreement is a real contract. This means that it is not enough for it to
be the only agreement between the parties on its essentials. Necessary condition for
the creation of a credit agreement is the real provision of a subject of performance,
the form of which may be any. Another difference is that the credit is, in contrast to
the loan, generally free of charge. This means that the borrower returns only the
amount he has been given by the creditor. However, the law allows contracting
parties to agree to pay. In the case of a cash credit, interest is payable and, in the case
of a non-pecuniary credit, repayment may rest with the debtor’s obligation to return a
thing of higher quality or more he has been given [26].

According to Section 261 (6) (d) of the Commercial Code, the loan agreement is
an absolute business relationship [27]. This means that the rights and obligations of
the parties are governed by the provisions of the Commercial Code, irrespective of
whether the parties are entrepreneurs or not. However, the consumer loan agreement
where the consumer is borrower is an exception. He is defined by law as a natural
person who does not act within the scope of his business or license. As is apparent
from the provisions of Article 52 (2) of the Civil Code, the provisions on consumer
contracts as well as all other provisions governing the legal relations to which the
consumer is a consumer will always be used where this is for the benefit of the
consumer party [28]. The legislator, as well as any distinct contractual arrangements
or agreements the content or purpose of which is circumventing this provision is
sanctioned by invalidity. Furthermore, it stresses that all legal relationships the
consumer is subject to will always be subject to the provisions of the Civil Code,
even if commercial law standards are otherwise applicable.
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9 Conclusion

At first glance, a loan agreement may appear to be a simple and clear contract type
without potential pitfalls where there is nothing to explore. The opposite is true,
however, and our long-standing practice confirms our opinion. In both theory and
practice, the preferred basic advantage, which is the disposability of legislation,
seems to us to be a fundamental problem based on our investigation. While it allows
the parties to agree on mutual rights and obligations, the Commercial Code declares
the equivalence of their status in practice. Banks, which are the most frequent lenders
for the most vulnerable, often abuse their position: The terms of the contract include
provisions that allow them to unilaterally change agreed terms in key areas. It is
common for interest to be fixed at a maximum of 5 years. After its expiry, it is up to
the creditor to decide whether to keep or adjust the agreed interest rate at its
discretion. In our opinion, the Commercial Code should strictly determine the
possibility of adjusting the interest rate, for example, according to the inflation rate
or according to the rise in the price level. Another problem is in the absence of a
mandatory written form of a loan agreement as well as individual legal acts having a
fundamental impact on the rights and obligations of the parties. If the Commercial
Code introduces a mandatory written form and, for certain amounts also the official
verification of the debtor’s signature on the contract, several risks of litigation would
be minimized in practice. However, we consider the fundamental lack of legislation
to be the disposability of Section 503 (3) of the Commercial Code. The possibility of
not applying this provision allows creditors to propose a loan agreement so that the
borrower does not have the option of repaying the loan early or only to a limited
extent. In doing so, the borrower is in a relatively disadvantageous position and has
only two options in reality. Either concludes the contract or rejects it as a whole.

The legislator should also clearly define in the Commercial Code a very vague
term “without undue delay” which causes confusion. It should be replaced by a
precise time limit e.g. within 60 days. In the case of interest on late payment, we
believe that the statutory amount of late payment interest is reasonable and suffi-
ciently motivates the borrower to fulfill his obligation properly and on time. We
propose to remove from the Commercial Code the possibility of a contracting party’s
agreement on their amount.

As part of the review, we also focused on the credit agreement. This is, often
understood as the same as the loan agreement. However, there are major differences
between them. The first difference is that the loan agreement is an absolute deal. This
means that the rights and obligations of the parties may not be governed by the
provisions of the Commercial Code, but only by the Civil Code. The second major
difference is in the subject matter of the contract, because the subject of a credit can
be also other things than money, such as food. The third major difference between a
credit and a loan is that the credit is given free of charge. Unless the parties agree
otherwise, the borrower returns only as much as he has borrowed.

222 T. Peráček et al.



It is clear from the results of our investigation that the current legislation on the
loan agreement does not take into account the needs of the practice and a funda-
mental adjustment is necessary.
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Bill of Exchange and Its Application
Problems in Slovak Republic

Tomáš Peráček, Boris Mucha, and Patrícia Brestovanská

1 Introduction

In the most general sense of the word, the bill of exchange is a security—a document
that embodies a certain right of the owner to financially perform against the issuer of
the document. From the legal point of view, the bill of exchange is a security that
must contain all mandatory particulars. In addition, some optional data may be
included in the bill of exchange. In practice, they are clauses excluding the transfer
of a promissory note or a guarantee clause [1]. The denomination has an irreplace-
able place in closed national and international stores. Its application in practice as a
payment and security instrument has several undeniable advantages.

The basic formal source of bills of exchange in the Slovak Republic is Act
no. 191/1950 Coll. Bill of Exchange, Bill and Check Bill (hereinafter referred to
as “Bill”) [2]. From 1951 to this day, this law has not been substantially amended,
with the exception of changes to the changeover to the euro. Even with this in mind,
we consider the bills to be obsolete and unclear. Therefore, the application of these
standards causes a number of problems.

However, the use of bills of exchange also entails certain risks that undermine the
undoubted benefits of bills of exchange. Problems arise mainly from the lack of
practical experience about bills of exchange. Abuse of bills of exchange, especially
by non-bank entities, resulted in several social discussions. Their result was reflected
in the recodification of procedural law. The legislator has removed the long-
criticized institute of bill of exchange payment orders, which was characterized by
extreme rigor. Another measure to mitigate the negative impacts of the bills of
exchange on the consumer was the adoption of the unifying opinion of the Supreme
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Court of the Slovak Republic for lower-level courts in the recovery of bills of
exchange. In spite of several interventions and measures taken by the legislator,
we consider it necessary to examine the bill of exchange and propose the necessary
measures at the conclusion of the contribution.

The main goal of the paper is to identify and analyze the bill of exchange as a
security in the context of the current legislation. In addition to the main goal, we set
two sub-goals, namely:

– To analyze the application problems that arise when using a bills of exchange as a
payment method,

– To propose recommendations and measures to prevent abuse.

Based on the knowledge of the theoretical background of the research, we have
determined the following research question: Does the bill of exchange represent a
safe tool for the creditor to secure their claim?

The paper is divided into the following parts. In the introduction we explain the
choice of topic and point out its topicality and importance. In the literature review,
we present domestic and foreign authors who deal with the subject matter. Next, we
set out the goals of our paper and describe the scientific methods used. In the Results
section we examine the bill of exchange and its essentials and point out the
professional opinions of other authors. We analyze the application problems that
arise when using a bill of exchange as a means of payment and security. In the
discussion we argue with the opinions of experts expressed in the literature used. We
critically criticize the possibilities of converting a rectum or the possibility of
redemption change. In conclusion, we evaluate the bill of exchange as a whole.
We propose recommendations and measures to eliminate abuse and provide a
response to the research question.

2 Review of Literature and Methodology

In Slovakia, a number of authors or theoreticians are in the field of law, such as
B. Jablonka, O. Ovečková especially in university textbooks, professional and
scientific articles are found in the field of law securities, commercial law and civil
law. Securities agreements were also analyzed by theoreticians in the other countries,
among whom we can mention the renowned authors B. Lachlan, P. Veronesi,
J. Dědič and others.

Due to the nature of the paper, we apply several scientific methods of knowledge.
These represent a highly skilled human activity aiming at gaining scientific knowl-
edge, from the phenomenon to the essence. The result of this activity is new
knowledge that is organized into a certain system. In particular, the use of the
logic method that can be used in all sciences, and also the abstraction method,
without the use of which, due to its broad scope, could become opaque or chaotic, is
particularly suitable for the knowledge of law. The method of logical analysis is also
a necessary method for successful processing of bills of exchange. We will use it to
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analyze the legal status and legislation. The method of comparison enables us to
compare the views of the Slovak and Czech courts. We will also use it to make the
various opinions available to the institutions and the interpretation of the institutions.
Based on scientific knowledge of valid and effective law and legal science, we use
synthesis, deduction and doctrinal interpretation in some parts of the paper.

3 Results

3.1 Bill of Exchange, Its Types and Essential Elements

Various economic functions are connected to bills of exchange by the professional
literature [3]. First of all, it is a credit function that consists in the ability of the debtor
to guarantee the payment of his obligation by issuing a bill of exchange or by
transferring it to the creditor. In such a case, the original contractual relationship
shall be terminated, which shall be replaced by the bundling relationship, provided
that the creditor agrees with such a procedure. Secondly, it’s a payment feature
because it’s possible to pay through the bill of exchange. The law allows two parties,
the creditor and the debtor to agree that paying the bills of exchange in the future will
satisfy the creditor’s claim, for example, from the loan agreement. The last security
function is to provide a certain security to the creditor that the debtor will repay the
amount due. This function has proved to be particularly effective in practice as a
means of securing repayment of the loan provided.

Despite the fact that neither the valid and effective legal regulation does not
contain the legal definition of the bills of exchange, according to the literature [4], we
understand it as legal advice, which has the content stipulated by the law. Its essence
is the obligation of certain persons (bills of exchange of debtors) to pay the owner of
the bill of exchange at the place and time resulting from the document of the amount
determined. In addition to the Bills of exchange and Checks Act, two legal acts are
applied to legal relationships from bills of exchange, such as the Civil Dispute
Settlement and the Civil Code.

The relationship of exchange is legally related to a relative relationship, where, on
the one hand, the creditor—natural person or a legal person is entitled to claim
financial performance and, on the other hand, a debtor, a natural or legal person,
must provide the financial compensation. Therefore, it is necessary to distinguish
between active and passive bills of exchange, while by active bills of exchange we
understand the ability to be the holder of the duties. Passive bills of exchange means
that anyone who is capable of committing themselves to bill of exchange can be
bound, while the ability of natural persons to do so is governed by § 8 to § 10 of the
Civil Code. In addressing the question of the capability of natural persons, according
to Lazar et al. [5] and the courts are of the opinion that, given the formality,
unconditionally and in particular, the abstraction of legal acts from bills of exchange,
the assumption of passive bill is the full age and legal capacity. The capacity of legal
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entities to be holders of rights and obligations from bills of exchange derives from
the § 18 to § 21 of the Civil Code and other legal regulations.

The prior formality of a bill of exchange, which results directly from the law, is a
written form. The legislator strictly insists on it; it does not allow any exemption at
present, such as the electronic form that can be used for book-entry securities. The
minimum content requirements are exhaustively listed in the law and are only
distinguished by the type of bills of exchange, whether it is a promissory note or a
draft [6].

Jablonka [7] defines a draft as legal security containing the requisites provided by
the Bills of exchange and Checks Act, in which the exhibitor instructs the third
person, called the debtor to pay a certain amount of money to the creditor at a
specified time. The draft therefore contains the following data. First of all, it’s a
written sign that it’s a bill of exchange. This designation is included in the actual text
of the document and expressed in the language in which the bill of exchange is
written. The name of the bill of exchange cannot be replaced by another term.
Rontchevsky [8] points to the French bilingual doctrine, which allows the bill of
exchange to be written in French and a guarantor clause in the Italian language. We
point out that such a procedure does not exclude Slovak legislation as well. An
unconditional order to pay a certain amount of money, which is usually expressed by
the word “pay”, is another mandatory item of the bill. This command must be free of
any conditions. The amount of the amount must be fixed. This means that the
purchase contract is not allowed instead of the amount to indicate the method of
calculation. Even the Supreme Court of the Slovak Republic [9] recommends that
both the numerical and verbal expressions of the bill of exchange value to be stated.
As stated below, if the amount is given as words or numbers, and if the data does not
match, the amount expressed in words applies. If the amount is given a more than
once and if the data does not match, the minimum amount is legally valid. The name
of the person who must pay, the name of the borrower is most often mentioned
below the bold bill content itself. In our opinion, only mentioning their name may
not be sufficient and, for the unambiguous identification of a person, we recommend
giving their date of birth, birth number if assigned and residence. It is permissible for
the debtor to be a debtor and also to be a legal person, indicating, in addition to its
name and legal form, an identification number if it is assigned and registered office.
If the bill of exchange itself does not explicitly state the place of payment, it is legally
valid that the place mentioned with the name of the debtor is also a payment place.

Due date is not an essential part of the bill of exchange. If there is no maturity date
in the bill of exchange, it is considered to be payable to be seen, it means the first
issue to the debtor by the bailiff. In this case it is “Bill of exchange of sight”.
However, the change must include the indication of where to pay. Although the law
requires only a placement itself, such as Bratislava, in our opinion it is appropriate to
give a clear identification of a particular place. Another important part of the bill of
exchange is the name of the person to pay or the advice to be paid. It is therefore the
name of the person (physical or legal) in whose favor the bill of exchange is issued
and which is to be paid by the bill of exchange. Unlike other types of securities, the
issuance of the bearer’s bill is inadmissible [10] and it would not be a bill of
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exchange. As strange, we find the legal possibility that the recipient of the bill of
exchange could also be the exhibitor himself usually in the center of the bill of
exchange, but in practice, it is rather exceptional cases of exposure to such a security,
which is referred to by the professional literature as a “bill of exchange on its own
row”.

Indicating the date of issue of the bill of exchange is very important, especially
with regard to the passing of time limits. The law does not prescribe a date (numeric
or written), but it is written in the upper left corner of the bill of exchange. If the place
of issue of the bill of exchange is not mentioned, it is based, according to Pauly [11],
that if the bill of exchange does not give the place of issue, it is valid at the place
indicated on behalf of the issuer. The signature of the exhibitor is the last requisition,
which is the end of the bill of exchange creation process. It must be the handwritten
signature of the person entitled. The supportive application of the Statutes 40, Par-
agraph 3 of the Civil Code, stamp imprint is excluded [12]. Bills of exchange are
made invalid in such a way that someone signs a person’s name. The plenipotentiary
must sign in their own name and at the same time include an indication of whom they
are signing.

A promissory note is a legal security for a series of legally prescribed documents
requiring the exhibitor to pay a certain amount to the creditor at a specified time. As
stated by Baumach and Hefermehl [13], the promissory note has the same require-
ments as the above-mentioned draft, but with two distinctions. Firstly, it does not
include the debtor bill of exchange because it is the issuer of bill of exchange.
Secondly, an unconditional order for the debtor to pay a certain sum is replaced by an
unqualified vendor’s promise that he will pay a certain amount to the owner of the
bill. The significance of the substantive requirements of the bill of exchange is
examined in the fact that if the bill of exchange is missing from the statutory
requirement, it is an invalid legal act, unless the law stipulates otherwise (the absence
of the place of payment from the bill and the due date of the bill of exchange). The
amendment containing the statutory requirements and the statutory form is deemed
to be created. However, as is clear from the Judgment of the Supreme Court in
Prague [14], from the point of view of the theory of law, it is not enough to create the
obligation-legal relationship itself, since it is necessary that it be handed over to the
bill of exchange creditor.

3.2 Conversion of Bill of Exchange

Transfer of ownership of a thing or a right is, by law, a change of its owner on the
basis of a legal act. Even the bill of exchange representing the property value can be
transferred to another person. This is a special written record of the bailiff on the bill
of exchange or on its pendant, which must be firmly attached to the bill of exchange.
We call it a copy or an indosament. The legislator allows the exhibitor to exclude the
transfer of the bill of exchange to a third person by a “non-advice” clause. This
revised bill is called “not on row”. In this case, in the opinion of the Supreme Court
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of the Slovak Republic [15] from the bill of exchange, the name becomes a registered
name, which can be transferred to a third person only in a special way. In practice,
according to the Judgment of the Supreme Court of the Czech Republic [14], it
means that the retortion copy is legally ineffective and is affected by a fault of
absolute nullity and therefore no effect. The only way to transfer a it is to use the
general law institute of assignment of receivables contained in Paragraphs 524 to §
530 of the Civil Code. Its meaning is the possibility of the creditor to transfer his
claim even without the consent of the debtor to another in writing.

The glossary must contain at least the signature of the owner of the bill (indosant),
with the law accepting two types of certificates. The filled-out copy contains a
conversion clause that the bailiff expresses of his intention to transfer the notes
and the rights of the bailiff to another person. Express it by saying: “pay instead of
me.” It is necessary to mention the new owner of the notes and the signature of the
indosant, the owner of the note. A blank indosament, also called
“blankoindosament”, may be by law in two forms. According to Jahn [16], either
it contains an indosation clause along with an indosant signature, or it exists without
a clause and contains only his own handwritten signature. It follows from the
legislation that the person entitled to transfer the bill is the debtor, the last transferor
or, where appropriate, the owner of the bill with blank identification.

The main legal effect of the indosament is the transfer of bills of exchange, as they
transfer to the new owner all the rights resulting from the ownership of the bill of
exchange. The in dispensation itself must be unconditional, because any condition is
deemed by law to be unregistered. The guaranty effect of the bill of exchange is that
the converters themselves are among indirect borrowers. If there is no other dis-
claimer, the transferor is responsible for accepting and paying the bills of exchange.
However, the law contains an indosant entitlement expressed by the phrase “without
obligation” or the Latin equivalent of “sine obligo”, which according to Ovečková
et al. [17] of a disguised nature and allows him to discard any liability for billing.

The transferor as well as the exhibitor may prohibit further conversion of the bill
of exchange. In this case, it does not correspond to the new owners of the bills in
which the bill was transferred in spite of its clause. This is the so-rektaindosament,
the purpose of which is to prohibit the further transfer of the bill of exchange. In legal
terms, no further transfer of bill of exchange is excluded. What is important, for the
transferee himself is to relieve him of the responsibility for the person who would
receive the bill of exchange from the person who sold it. However, that clause may
not, under any circumstances, disclaim liability against the person who has received
the bill of exchange him.

Another effect of the indosament is legitimate, which means that the debtor is the
person who holds the bill who can prove their right to the bill of exchange by a
continuous set of passes, even if the last one is blankoindosament. There may be a
question as to how the endorsement can be canceled. The answer is set by the law:
“the exempted indosament is the unregistered one.”

There are two steps to the transfer the rights from the bill. The first is the writing
of the counterpart and the second subsequent handing over the bill of exchange to the
new owner. In blankoindosament the process is even easier because no further
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indosament is required and the change of ownership comes by simple physical
handing over the bills of exchange to the new owner. This process, which can be
repeated several times, is according to Mura et al. [18], called blanketrading.

3.3 Receiving a Draft

The essence of the draft is that the exhibitor instructs the third party to pay a certain
amount to the third party for the bill. Apart from the above-mentioned elements, it is
necessary for the person under obligation, on the basis of his unconditional decla-
ration, to become a debtor. This legal act is called acceptance (receipt) of the bill of
exchange. For the purpose of accepting the bill of exchange, it must be submitted to
the debtor in the place of his residence, as is usually done by the owner or by another
person who has a bill of exchange in his possession. The day when the bill of
exchange is submitted for its adoption is determined by law. However, the date of
acceptance may be precisely determined or limited by the statutory provision that
“the issuer may also stipulate that the bill may be unsubscribed for acceptance before
a certain date.”

According to Kotásek [10], one of the possibilities of the exhibitor is also the
limitation of the right to submit a receipt for acceptance. The actual receipt of the bill
is associated with a significant risk for the future. The debtor is protected by law.
This allows them to submit a bill for acceptance again on the day following the first
submission. The owner is not obliged to keep the bill submitted for acceptance in the
hands of the debtor who has given the legislator sufficient time to think.

The law does not oblige the debtor to accept the bill of exchange, it is only their
right. If its acceptance is denied in full or in part, the owner of the bill of exchange
shall be entitled to a claim against its issuer, the previous owner or other persons
liable for payment of the bill. The refusal to accept the bill itself must have a special
form of “protest” prescribed by law.

3.4 Refund of the Bill of Exchange

Excessive stringency is also applied to its reimbursement. The legislator, by a
mandatory provision, limited the issuer’s ability to determine its maturity because
the bill can be displayed only for vision, for a certain time after the sight, for a certain
time after the date of exposure, on a certain day. Breach of this provision is
sanctioned by a legal fault of absolute nullity, so that no such consequences result
from such a bill of exchange.

The change of vision is payable upon submission. By law, they must be submitted
for payment within 1 year from the date of their issue, but the issuer is authorized to
shorten or extend this period. Even the transferor (indosant) themselves can shorten
these deadlines by their decision. Another issuer’s right, according to some authors
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[19], is the appointment of the earliest date to submit the bill of exchange and in this
case, the deadline for submission of the bill begins only from that date. The bill of
exchange issued for a certain time after the sighting is counted on the date of its
receipt or the date of the protest for non-acceptance. However, if no protest has been
made, the legitimate irreconcilable presumption against the recipient is valid in the
sense that the undated admission has become the last day of the deadline for
submitting the bill of exchange. An exchange issued for 1 month or several months
after the date of issue or after the sighting is due on the same day of the month in
which it is to be paid. If that day of the month is not existing (for example, February
30), the bill of exchange is payable on the last day of the month.

The bill of exchange itself comes only at the initiative of its owner and therefore
the condition of its payment is the submission of the original of the bill of exchange
to the debtor or on the due date or one of the following two business days. However,
a distinction must be made between the day of submission and the due date, because
if the bill of exchange becomes annual on a business day, it is possible to claim
payment only on the next business day. All other legal acts relating to the bill of
exchange, in particular the submission and protest, may only take place on a
business day.

Specialist literature [17] sometimes refers to the bill of exchange as a commem-
orative security, as it is only at the discretion of the bailiff for the bill of exchange.
Even with reference to the simplicity of the transfer of the bill of exchange itself, the
borrower does not need to know who is the current bailiff and it would not be
possible to ask him fairly to pay for the bill of exchange. The place where the bill of
exchange is presented is the place of payment indicated on the bill of exchange. In
the event of a lack of indication of a payment place on the bill, the relevant provision
of the law, according to which it is the domicile(s) of the debtor, applies.

The rights of the borrower to pay out the bill include a fully justified and logical
requirement for the issue of bill bearing the payer’s confirmation. The bailiff may not
always have the full amount to pay the billing. In such a case, the owner may not
refuse partial payment, otherwise it would become deferred as a creditor with
possible consequences. Even with partial payment, the debtor can demand that the
partial debit will be shown on the bill itself, which is given to him by the creditor,
and the bill itself remains in the hands of the debtor until the entire amount is due.

In the case of bill payment, the law does not allow the application of the
supportive statutes of the Civil Code or the Commercial Code for early repayment
of a bill. The reason is that the owner of the bill is not obliged to accept payment
before their juncture and that the debtor who has done so acts at their own risk. The
law imposes an obligation to pay the batch amount at maturity, thereby removing the
debtor from its commitment. One of the debtor’s most important obligations when
paying bill is to examine the correctness of the order of indosament, the subsequent
transfer of the bill was not omitted by any of its owners. Failure to comply with this
obligation can be characterized as gross negligence. When transferring bill to
another person, it is not legally required to verify the transferee’s signature, which,
in our opinion, means that the debtor is not obliged to examine the authenticity of the
signatures of the indosant.
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It is not an obligation to issue bills of exchange in the currency of the euro.
However, as stated in the judgment of the Supreme Court of the Czech Republic
[14], if the bill of exchange is exposed to non-existing currency, it is invalid. If there
is a currency that is not in circulation at the payment point, the billing amount can be
paid in the domestic currency. The value of the note itself is determined by its value
at the European Central Bank’s maturity date. Defeat of the debtor implies a
considerable advantage for the bearer in that he can decide whether the notes will
be paid in the currency of the euro according to the exchange rate on the due date of
the notes or the rate on the day they are due at their real expense.

3.5 Aval of the Bill of Exchange

Aval is a special institute for securing the bond-legal relations of the notes,
protecting the bailiff. Its purpose is to ensure the payment of the whole amount of
the note or only part. Such a guarantee may be given by a third party or by the person
who has already signed the note, and it must be pointed out that the avalanche must
be legally entitled to such an act [20]. The form of the aval is determined by the law
that the guarantor’s statement is written on the batch or on its pendant and is
expressed as “per aval” or other clause of the same meaning and then the guarantor
will sign it by hand. Even in the case of aval, the law uses the lawful guilt, because
the signature of the guarantor on the face of the notes applies to the fact that it
establishes an aval unless it is a signature of the bailiff or issuer.

The statement itself must also include an indication as to who is receiving the
aval, because if it was not stated, it is considered to be a liability for the issuer of the
note. The importance of the guarantee lies in the fact that the bailiff is bound by the
bills of exchange as well as the guarantor [7]. Their undertaking is also valid if the
commitment for which it is guaranteed is invalid for any other reason (in addition to
the lack of a written form of the guarantor’s statement). Upon payment of the bills,
the bailiff acquires all rights from the bundle against the guarantor and against all
those who are billed to this person, thereby becoming the new creditor [21].

3.6 Bill of Exchange’s Sanction

If the note has not been paid properly and in time, the owner has the right to take
action against the transferor, the issuer and other persons legally bound. It is
necessary to distinguish direct borrowers in bill of exchange and their guarantors,
and at the promissory notes—the guarantor. Indirect or resp. the secondary bor-
rowers are the original owners of the bill, the issuer of the bill of exchange and the
other legally billed persons.

The refusal to accept the notes or the payment of the notes must be determined by
the law “must be ascertained by a public document (protest for non-acceptance or for
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non-payment).” The enforcers of the notes are the clients (the person requesting the
bills), the person against whom the protest is directed—authority (court, notary or
municipality) chosen by the client himself.

To enforce the protest, the law sets deadlines, when they are missed it means the
loss of the right of recourse. A protest for non-acceptance must be made within the
deadlines set for submission for admission. If the note was first submitted for the last
day of the deadline, you can make a protest the next day. A protest for non-payment
must be made in the case of a notes on a certain day or at a specific time after the date
of the exposure or after seeing one of the following two business days following the
due date. With a bill of sight, the law imposes a protest for non-payment within the
same time limits as the protest for non-refoulement.

A special situation is in the case of a debtor who has been bankrupted. According
to Števček et al. [22], it is sufficient for the protest to submit the decision of the
bankruptcy court. The authority issuing a protest note will flag a protest on the note
or its tag unless a protest is made for not accepting a note because it is neither
necessary to submit a note for payment nor make a protest for its payment. The
protest is a custodial legal act under which the right of recourse against indirect
debtors is governed. This does not apply to a “no protest” or “no cost” endorsement,
which relieves the owner of the obligation to protest against non-acceptance or
non-payment.

3.7 Extinction of Obligations from the Bill of Exchange

The legal order of the Slovak Republic, allows for several ways of extinguishing bill
of exchange. The most common way is to meet the obligation, which must be done
properly, in its entirety and on time. The special reasons for the termination of bills
of lading are limitation, missed bills of custody. Legal relations about bills of
exchange are governed by special Statutes of the Bills of exchange and Checks
Act. First of all, bill against the bailiff are suspended after the expiration of 3 years
from the due date of the bill.

Destruction, but the loss of the bill as a security is a special reason for the
disappearance of bundling obligations resulting from the character of the bill itself
as a security. However, it is possible to avoid this negative consequence, according
to Smyčková et al. [23], by special procedure for the amelioration of documents
under the Civil Extrajudicial Order.

4 Discussion

In connection with the possibility of transferring the bill of exchange, it is not
possible to unequivocally agree with the opinion of the Supreme Court of the Slovak
Republic [15]. It stated that the only way to transfer ownership of recertification is to
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use the institution of assignment. The Civil Code, as well as applicable law, allows
the owner to dispose of his property in another way. In practice, for example, it will
be possible to donate a rectum or to confuse it with another thing. It is not explicitly
prohibited by the law. A special way of changing the ownership of a rectum, but also
a common bill, is a legal event such as death. In this case, the performance of the
promissory note constitutes an asset of the inheritance and establishes, regardless of
any clause excluding its transferability, the right of the heir to perform. We also
consider it necessary, in the discussion, to emphasize that, in the event of bankruptcy
of the bills owner’s assets, the reclassifier also becomes part of the bankruptcy estate.

In solving the question of the termination of the obligation from the bill of
exchange Smyčková et al. [23] is of the opinion that its loss or destruction does
not imply the definitive cessation of rights in the bill. This view can only be partially
accepted in theory. The civil off-line order recognizes the institute of redeemability
of the deed. This is a non-contestation, which may result in a court ruling replacing a
lost or destroyed document. However, we can conclude from the experience of
lawyers that this is really just a theoretical possibility, because the court in this
proceeding does not suffice as proof of issuing a promissory note that the photocopy
of the original bill of exchange existed or not. In another way, in our opinion, its
existence cannot be proven.

5 Conclusion

By examining the bill of exchange, we found that it was a perfect security, so-called
scripture. In our opinion, this means that the rights and obligations of the bills of
exchange may only exist with this deed. The right of the owner of the promissory
note is inextricably linked to its physical existence. Loss or destruction of the
promissory note also extinguishes the right to pay the promissory note. Furthermore,
the promissory note represents both a presentation and a payable security. It follows
from this finding that it is always necessary to submit a bill of exchange when
submitting a bill of exchange. It is to be paid to the obliged person after payment.
However, it must always be the original of the promissory note, an officially verified
photocopy is not sufficient. Unlike other securities, such as a stock note, the bills of
exchange can only be made in money and in an existing currency. The uniqueness
and one of the biggest problems of the promissory note is that it is an abstract
security. This means that the law does not impose an obligation to state the reason for
its creation. From the experience of attorney-at-law, we also consider the possibility
of issuing blank notes to be a problem. In conjunction with the abstract of the bill,
there is considerable room for dishonest or fraudulent behavior. For this reason, it
should come to a change of legislation and the reason for issuing a bill should be its
mandatory requirement. We propose to abolish the blank note as a bill of exchange.

However, the main issue of the bill of exchange is in the question of the
authenticity of the signature of the promissory note issuer or other promissory
note-bound persons. Even now, there have been a number of publicized cases, the
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subject of which is the dispute over the authenticity of the signature of the bill of
exchange, as well as the date of issue. The benevolence of the legislation also allows
former statutory bodies to issue a bill of exchange and thereby acknowledge the
fictitious debt incurred at the time of their acting as statutory body. The authenticity
of the issuer’s signature and the date of issue is also one of the most frequently
encountered problems in enforcing a bill of exchange. The court proceedings are
extended by expert evidence, where the expert must determine whether it is a
handwritten signature of the authorized person and when the bill of exchange was
issued. In our opinion, these most serious shortcomings can be easily removed by
legislative action. The essential part of the promissory note should be not only the
handwritten signature of the issuer but also its official verification by a notary. We
also propose such a procedure for bills of exchange and other bills of exchange. The
most common doubts would be removed. In response to a research question based on
our findings, we believe that a bill of exchange is not a secure tool to secure a
creditor’s claim.
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Legislative Aspects of Custody of Securities
in the Conditions of the Slovak Republic

Tomáš Peráček, Boris Mucha, and Patrícia Brestovanská

1 Introduction

In a market economy environment, trading securities is an integral part of the
economic activity of banks acting as securities traders. As ancillary services to this
segment, custody services are offered. Business practice involves the conclusion of
contracts for safekeeping, administration, deposit of securities. These bank types
provide the client with the supplementary custody of the securities for consideration
[1]. The basic legal source of securities law in the position of “lex generalis” in the
conditions of the Slovak Republic is Act no. 566/2001 Coll. on securities and
investment services, as amended [2]. However, the Securities Act is based on
European legislation that leaves individual Member States free to adjust their
securities issues to their specific needs. However, national law fully respects
European law [3]. We find the legal regulation of all named securities contracts in
the second part of the law, while the legislator only deals with custodian contracts in
sections §39 to §42. Some securities dealers ignore the law on contracts contained in
the Securities Act and propose to clients to conclude e.g. Storage contracts contained
in the Commercial Code. In their view, the different types of securities provided in
the Securities Act are only “subtypes” and therefore their application can also be
replaced by general contracts.

The legal regulation of all mentioned securities contracts is contained in Part Two
of the Act, while the legislator deals only with § 39 to § 42. As the examination of the
issue of custodial securities contracts is neglected for a long time by legal theorists in
the field of commercial law and securities law, and the purpose of the authors of this
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contribution is to review the legal arrangements for caretaking treaties and give them
a holistic view.

The structure of the paper also reflects our intention. It consists of an introduction,
including a goal, a review of literature and a methodology, discussion, conclusion
and results—three key chapters. Each of these chapters comprehensively examines
one type of contract.

The main aim of the paper is to thoroughly identify individual contracts and to
review their legal regulation from 2015 to the present in the area of Slovak Republic.
In addition to the main goal, we have also chosen two sub-goals, namely:

– find answers to the problems of application practice,
– to confirm or reject the hypothesis that a contract for the custody of paper

securities, a contract for the administration of securities and a contract for the
deposit of securities represent separate contractual types in Slovak securities law.

2 Review of Literature and Methodology

In Slovakia, a number of authors or theoreticians are in the field of law, such as
J. Lazar, O. Ovečková and especially in university textbooks, professional and
scientific articles are found in the field of law securities, commercial law and civil
law. Securities contracts are also analyzed by theoreticians in other countries. We
can mention the renowned authors B. Lachlan, P. Veronesi, J. Dědič, J. Kotásek,
P. Polišenská and others.

Due to the nature and complexity of the studied subject, we applied several
scientific methods of knowledge. According to Chovancová et al. [4] this is a highly
qualified human activity aimed at acquiring scientific knowledge as well as pene-
trating the phenomenon to its core. As a result of this activity, new knowledge will
be organized into a system. In our research we consider it particularly appropriate to
use the logic method, which sets certain rules of human judgment, which have been
formed by many years of experience and their observance guarantees the order of
thoughts, its correctness and under certain assumptions, its truthfulness. From the
scientific methods of knowledge, we apply an analytical method to analyze the legal
status and legal regulations, a method of comparison to compare the views of Slovak
and Czech courts. Based on scientific knowledge of valid and effective law and legal
science, we used synthesis, deduction, and doctrinal interpretation in some parts of
the work.

238 T. Peráček et al.



3 Agreement on the Custody of Documentary Securities

A contract for the safekeeping of documentary securities as a named contractual type
is contained in the § 39 and § 40 of the Securities Act without reference to the
supportive application of the Act no. 513/1991 Coll. Commercial Code or the Act
no. 40/1964 Coll. Civil Code [5, 6]. However, since it is a contractual contract type,
it is subject to the statutes of Part Three of the Commercial Code on Commercial
Obligations in matters not specifically governed by the Securities Act. However, as
already mentioned, the Securities Act does not refer to the supportive use of any of
the contractual types explicitly regulated by the Commercial Code. For this contract
are applied provisions of Paragraphs 261 to 408 of the Commercial Code.

The opening Statute of Paragraph 39, Section 1 of the Securities Act contains the
legal definition of the contract being analyzed. By means of a custody document, the
custodian undertakes to take a written security to be deposited in a separate or
collective custody and the bailiff undertakes to pay him retaliation. The contract
must include the designation of the persons authorized to dispose of the security
deposited. Using the deduction we can determine the essential requirements of the
contract, namely:

1. designation of the parties, who is the custodian and who is the constituent,
2. Determining the custodian’s obligation to take a written security to be deposited

in a separate or collective custody,
3. determination of people authorized to dispose of authorized securities,
4. determination of the Complainant’s obligation to pay, if they are not specified in

the contract determines that the payer has the usual remuneration at the time of
conclusion of the contract.

From a formal point of view, the contract requires a written form. The misconduct
of the parties in the formal aspect of the contract, only the oral conclusion of the
contract resulted in its invalidity, it means that the contract would not have arisen.

As stated by Ovečková et al. [7], only documentary securities can be the subject
of a custody of securities. In accordance with the legal orders of other European
countries, we recognize the two types of safe deposit of a security, namely separate
custody and collective custody. Bulk custody is crucial for securities trading as it
allows for faster transfers of securities, thereby reducing the cost of operations with
these securities.

In the custody of a repository security, the law determines that its custodian may
be only a securities dealer, a foreign securities broker or a central depository. In the
opinion of the Supreme Court of the Slovak Republic (1Obdo 36/2004), if there was
a situation in which the custodian would not have mentioned the safekeeping of
documentary securities in the subject of business, it would not result in an absolute
nullity of such a contract for contradiction with Paragraph 39 of the Civil Code
[8]. Unless otherwise stipulated in the agreement, an embossable security deposit is
deposited in a bulk custody and an irremovable documentary deposit into a separate
custody, which the law defines as depositing a documentary security of one of the
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adjudicators separate from the securities of the other constituents. The principal duty
of the custodian is, therefore, to return the same depositary security to the depositary,
which has been entrusted to the depositary. At the same time, it is directly liable for
damage to the deposited document, except in the event that the damage cannot be
avoided even when all professional custody has been exercised.

Under the term “mass custody”, we mean the joint deposit of the dealer’s
representative repository security with the repository securities of other fillers, in
which the custodian handed over to the filing agent a writable security. In this case,
the Complainant no longer has the right to return the same security deposit. The
responsibility of the custodian for the damage incurred is equal to that of the separate
custody.

Representable documentary securities held in collective custody are the common
assets of the composers. Each shareholder’s share of such joint assets is determined
in a specific manner. According to Peráček [9], it is the ratio of the sum of the
nominal values of its embossable documentary securities deposited in collective
custody to the sum of the nominal values of all the embossable securities in the
collective custody. Not every piece of securities must have a nominal value. Instead
of a nominal value, the number of pieces of paper is used in this case. The legislature
strictly excludes the possibility of applying the § 136 to § 142 of the Civil Code on
co-ownership, and each member is entitled to exercise his rights vis-à-vis the
custodian himself. As Lazar et al. [10], if the law did not include this provision,
the constituent could not claim rights via the custodian individually, but the parties to
the dispute would have to be all constituents under Paragraph 139, Section 1 of the
Civil Code. In practice, this situation would prolong proceedings in court. Keeping
evidence of every depositary security deposited is an integral part of the custodian’s
duties. If the document is not deposited with the custodian at the time of the
conclusion of the contract, he is obliged to take over and save it immediately. At
the same time, he is required to protect him with professional custody before
possible loss, destruction, damage or depreciation. The rights of the Complainant
also include the possibility of requiring the custodian to hand over a paper security at
any time and to surrender it back if the deposited contract has not yet ceased to be
deposited.

The expiration of the time for which the contract was concluded causes its
termination. However, it may also be terminated by agreement between the parties.
In this regard, we want to point out that the agreement on termination of the contract
does not have to be in writing. In practice, therefore, there were cases where the
parties agreed to terminate the contract only verbally. Unilateral termination options
include denunciation, such as the legal act of one of the parties to terminate the
contract. This right can be used by the custodian and by the co-receiver. However,
the difference is effective. If the contract does not specify a notice period, the
custodian may terminate the contract only by the end of the calendar month
following receipt of the notice. The Dealer can do so with immediate effect. Another
possibility of termination of the contract is the failure to collect the deposited
securities by the depositor within the stipulated time, except if the contract or the
will of the adjudicator solves the situation otherwise [11].
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The custodian’s guarantee for securing his rights under the contract and, in
particular, for the payment of his remuneration, is also secured by the statutory
lien on the deposited documentary securities held by him.

By declaring bankruptcy for the property of the custodian, serious problems arise
as it involves some interference with the property of the depositor. This problem has
also been the subject of several lawsuits. These were caused by the insolvency
administrator’s claim that all assets available to the bankrupt are subject to bank-
ruptcy. We disagree with this view and point to the diction of the law. In order to
secure the assets of the bankrupt (the custodian) and to satisfy the creditors’ claims,
the bankruptcy trustee is obliged by law to take all necessary steps to hand over the
physical securities deposited in a separate or collective custody and to hand them
over to the individual depositors according to their shares. If it would not be possible
to return all the paper securities, because of an obstacle to the changed address of the
depositor, even the insolvency administrator is required by Ovečková et al. [7] to
deposit unsigned securities with another custodian under similar conditions as they
were deposited. However, the cost of such safekeeping is always borne by the
bankrupt (the custodian).

The last unresolved issue of the custody of a paper security is the right of the
custodian to hand over the received security paper to a third party (another custo-
dian) without the consent of the agent, which the law describes as secondary
custody. The purpose of the legal regulation of secondary safekeeping is to allow
the centralization of the safekeeping of documentary securities by persons special-
izing in this activity, regardless of who the owner of the security has entered into a
custody agreement. However, with reference to the principle of flexibility, the
contract may exclude this possibility. The transfer of a security deposit to another
custodian according to Kotásek [12] does not mean that the original custodian’s
liability ceases. For any damage it corresponds as if the security had always been
available.

4 Contract on Securities Administration

The Securities Administration Contract as a synalagmatic engagement of two
contracting parties is contained in Paragraph 41 of the Securities Act without
reference to the supportive application of the Commercial Code or the Civil Code.
Synalagmatic engagement understands the theory of private law [13] as a bilateral
contractual obligation under which the law of one contracting party is always the
responsibility of the other party to the legal relationship. The Securities Administra-
tion Contract is understood by legislator as a trustee’s obligation to perform all legal
acts necessary for the performance and preservation of the rights attached to a certain
security for the duration of the contract and the owner of the security undertakes to
pay him the reward. Based on the above definition, we can determine the essential
requirements of the contract. This is the determination:
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1. of the parties, who is the trustee and who owns the security,
2. an obligation on the part of the trustee to perform all legal acts necessary for the

management and maintenance of the rights attached to a certain security for the
duration of the contract,

3. the obligation of the security holder to pay the receiver a remittance which, if not
specified in the contract, is considered to be the usual remuneration to the trustee
at the time of the conclusion of the contract.

In this case, the law strictly insists on the written form of the contract. The
assignment of an administrator, who may be an investment firm or a central
securities depository, may also, without the instructions of the security holder, take
all necessary action to exercise and safeguard the rights attached to the security. This
is in particular to require the fulfillment of securities-related obligations, the man-
agement of exchange rights or the pre-emptive rights attached to the securities,
unless the securities management agreement speaks otherwise. According to
Dermine [14], the trustee is also responsible for meeting the securities owner’s
instructions, which must be in writing. However, the Securities Administration
Agreement may also allow for a different form of ordering, such as telephone,
electronic (e-mail), etc. It is the duty of the manager to properly and timely notify
the owner of the incorrect instructions.

If the nature of the act to be performed by the trustee requires the security holder
to hand over the security or the power of attorney to the trustee, the owner of the
security is obliged to do so without delay. According to Polišenská et al. [15], when
managing the book-entry security, it is the duty of the security holder, when called
upon by the administrator, to take timely steps to allow the administrator to make
orders to handle the book-entry securities to the extent necessary. Ownership of a
certain type of security also involves the right to vote, the exercise of which may be
entrusted by the owner to the administrator and to give him the necessary power of
attorney. However, when granting a power of attorney, the administrator may also
receive instructions on how to vote, and these instructions are binding on him.

The holding period of the security in this case is limited to the necessary time
because it is the duty of the trustee to hand over the received security paper to its
owner without delay following an act that the trustee has had to hold a security in his
possession unless the nature of the act other. The trustee’s liability for damage to the
security during the tenure is determined by the law that the trustee is liable for the
damage to the listed security paper, unless it cannot avert it when exercising
professional care. When reimbursing the costs associated with the administration
of a security, the manager’s remuneration also includes the costs incurred by the
manager in fulfilling his obligation.

In general, the trustee carries out legal acts relating to the management of a
security on behalf of the security holder and the account of the holder, while the
provisions of the Commercial Code on the Mandate Agreement are used to deter-
mine the rights and obligations of the parties under the Securities Act. As stated by
Rontchevsky [16], the provisions of the Commercial Code on the Custodian and the
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Securities Act are applied when the trustee under the contract carries out a legal
transaction in his name and on the account of the security holder.

Judicial practice states (Supreme Court of the Slovak Republic [17]) that the
termination of a contract on securities management may take place on the basis of
several legal facts. The most common method is the expiration of the period for
which the contract was concluded or the agreement of the parties to terminate the
contract. The law as a unilateral legal act of termination of the treaty is governed
solely by the termination of either of the parties. Reasons and deadlines may be
agreed by the parties. If this does not happen, the matter of termination of the
contract for securities administration is governed by the Paragraph 41 paragraph,
Section 10 of the Securities Act, which refers to the provision of Paragraph 39 Sec-
tion 8 of the Securities Act. Under this provision and if the contract does not specify
a notice period, the administrator may terminate the contract only by the end of the
calendar month following receipt of the notice [18].

The owner of the security can do so with immediate effect. Another option to
terminate a contract is to not take the managed securities to the owners within the
specified time, except when the contract or the will of the owner resolves the
situation otherwise. The administrator’s guarantee to secure his rights under the
contract and in particular the payment of his remuneration is also ensured in this case
by the statutory lien on the managed securities.

5 A Depository of Securities Agreement

The contract for the deposit of securities is a special contractual type regulated in the
provisions of Paragraph 42 of the Securities Act without the supportive application
of the Commercial Code or the Civil Code. It is a contractual type on the basis of
which the safekeeping and management of securities is to be performed jointly. With
the depository agreement, the caretaker undertakes to take over the security to
deposit and manage it and the depositor undertakes to pay for it. The essential
requirements of the contract are:

1. the parties, who is the caretaker and who is the depositor,
2. the custodian’s undertaking to take over the security to deposit and administer it,
3. the depositor’s obligation to pay the reimbursement to the caretaker.

The formal condition for the validity of the contract is a written form. According
to Strážovská and Vitkovič [19] the treaty establishes the duty of a guardian, who
can only be a securities trader, to take a written security for the purpose of depositing
and administering it, and an obligation on the depositor to pay the remittance for
these activities. If a situation arises in practice that the contract for the deposit of
securities would have been concluded as a free contract, that shortcoming would not
be sanctioned by the absolute nullity of the legal act. Pursuant to the provisions of the
first sentence of Article, Paragraph 41a, Section 2 of the Civil Code, this would also
be a contract of attorney.
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As can be seen from the wording of the first sentence of Article, Paragraph
42, Section 1, only documentary securities can be deposited, and in this case it is
not possible to distinguish between collective and separate custody as in the previous
contractual type, since in this case only individually-determined securities can be
managed. Dědič and Pauly [20] further argue that the second difference between the
depository and securities custody contracts is by law explicitly not required by the
statutory requirement of the contract, which is the indication of the persons autho-
rized to handle deposited securities. It therefore follows from the above that the
depositary and the persons empowered with it can handle them. Also, the contract
for the deposit of a security is a separate type of repayable contractual type and
therefore, in addition to the statutes of the Securities Act, it is subject to the regime of
the third part of the Commercial Code. With reference to the fact that, in essence, it is
a mixed type of contract, j. such a contract type that reconciles the contract for the
administration of securities with the deposit of a security paper, the law in this case
does not regulate all rights and obligations [21]. It refers to the appropriate applica-
tion of § 39 to § 41 of the Securities Act, which, according to the case law (Supreme
Court of the Czech Republic [22]), removed the duplication of rights and obligations
of the parties. In particular, the provision of Section 42 (3) of the Securities Act,
according to which the Securities Depository Agreement is a subject to provisions
governing the Securities Depository and the Securities Management Agreement.

The special duty of the guardian under the Supreme Court of the Slovak Republic
[23] is to report to the depositor on a yearly basis the status of his deposited securities
so that the legal scientist understands not only to provide information about the
physical condition of the securities but above all information about the acts leading
to the exercise of rights resulting from the security the results of these activities.

As in the previous contract types, even with this contractual type, the depositor
has the right to demand the issue of his security at any time, and if the document is
handed over to him at his request, the custodian is no longer required to administer it
and is not responsible for it.

The principal duty of the depositor is to pay reimbursement in the amount, time
and manner specified in the contract, which, if not specified in the contract, holds the
payer as usual at the time of the conclusion of the contract. The Securities Act also
contains a special possibility for the depositor, by unilateral legal action, to limit the
duties of the custodian that result from the custody of the securities or the adminis-
tration of the securities, as a result of which the agreed or customary remuneration is
reduced accordingly. However, the Securities Deposit Agreement does not cease to
exist. According to the Supreme Court of the Czech Republic [24], this change can
therefore be interpreted only as a temporary one, allowing the depositor to restore the
original scope of rights and obligations of the custodian of the security, including the
right to the original remuneration.

The mandatory provision of Paragraph 42, Section 7 of the Securities Act,
without any doubt, limits the right of the guardian to store the subject of custody
at any time by allowing them to transfer the documentary security to the secondary
custody or administration only with the written consent of the depositor. It also
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prohibits people from exercising the voting rights attaching to that secondary
securities.

Jablonka [25] considers that the termination of the contract usually occurs after
the expiry of the time for which it was concluded or by the parties’ agreement, which
in this case may not be concluded in writing. Another option to terminate a contract
is to leave the contract, by any party, to terminate the security, or death, respectively
disappearance of the guardian.

6 Discussion

Despite the general lack of interest about securities issues, we believe that some
space should also include expert discussion on the possibility of using general
business conditions as part of individual procurement contracts. In our opinion,
legal theorists could also address this issue. Although it is a commercial law institute,
contractual freedom is limited in their creation and subsequent application. We
should realize that if they were in breach of the principle of fair trade, it would not
be possible to enforce such an agreement in court.

In the case of bankruptcy of the securities custodian [7] claim that they bear the
costs of such custody from their bankrupt. However, this view is not particularly
relevant to the insolvency of the bankrupt. From practice, we can say that it is the
consignor who is obliged to pay the costs incurred to the administrator according to
the proportions of their shares. Consequently, the law grants them the right to
recover these costs from the bankrupt (the custodian) in bankruptcy proceedings.
Since these are mostly insecure creditors, their chances of success are minimal.

Neither of the legal theoreticians addresses the issue of a remuneration claim for a
securities dealer in the event of its destruction during the term of the contract. In our
opinion, this question will be directly dependent on the fact that it was destroyed. If it
was destroyed by force majeure, e.g. the earthquake, the claim for remuneration is
clear.

7 Conclusion

We can state that the legislation on custodial security contracts is chaotic, unclear,
and “scattered” in other legislation. Practice implies that this atomization of legisla-
tion creates many ambiguities, the resolution of which is often up to courts with more
than uncertain results. The biggest deficiency is the slogan of the legislation on
custodial securities treaties. The Securities Act, in contrast to the part regulating the
procurement contract, does not directly refer to the support application of the pro-
visions of the Civil Code and the Commercial Code. However, the content of the
contribution shows that their use is essential. Without the application of these two
basic codes of private law, it could not be dealt with, for example, the question of
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compensation for the damage caused, the settlement of the maturity of the agreed
remuneration or the possibility of termination of the contract other than by
termination.

Through the research in the Collection of Laws of the Slovak Republic we found
out that during the period under review, the Securities Act was amended 16 times.
Neither change affected the adjustment of securities contracts. From our point of
view, it is not only appropriate, but especially necessary to amend the second part of
the Securities Act. Furthermore, we propose to adequately complement the general
provisions on individual contract types. Such a procedure would also, in the condi-
tions of the Slovak Republic, create a comprehensive legal regulation that respects
the needs of the declining but existing capital market. In particular, banks operating
in the financial market as well as securities traders would lose many worries due in
particular to inadequate staffing. It is generally known that bank employees are
rarely legally trained and have practical experience in this field. Therefore, we reject
the hypotheses listed in the introduction that the legislation on custody of securities
is sufficient and there is no need for the legislator to supplement the legislation.

Despite the many shortcomings of the legislation, we are of the opinion that the
contractual types examined by us, despite the very strict legal regulation and the
necessity to apply the Commercial Code, represent separate contractual types. In
particular, our view is based on the existence of a legal definition of each contractual
type. It is always possible to determine obligatory terms of a contractual type, which
is sufficient for a legal theory to be defined as a separate contractual type. On the
basis of the facts we have gained, we confirm the hypothesis that the Securities
Contract, the Securities Management Contract and the Securities Deposit Agreement
are separate contractual types.
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Liquidity of the European Indices: The
Developed Versus the Emerging Markets

Barbara Będowska-Sójka

1 Introduction

The various index agencies as FTSE Russel or MSCI Liquidity categorize markets
on the basis of their individual features, including liquidity of the markets. Liquidity
itself is unobservable and thus approximated with many proxies. It is an elusive and
multidimensional concept, because it encompasses many transaction properties
observed on the markets [1]. The index providers deal with the problems of liquidity
measurement in different ways. In 2013 MSCI introduced LiquidityMetrics, that is
used in order to quantify the liquidity risk of financial instruments (https://www.
msci.com/www/blog-posts/measuring-liquidity-risk/0248187846). The methodo-
logical issues are not revealed to the broad audience, however. This paper shows
that besides the approach undertaken by the index providers, a maturity of the market
can be recognized in the statistical features of the financial series.

This paper aims to compare statistical properties of liquidity measures obtained
for indices calculated for the stock markets in different stage of development. We
consider liquidity measures calculated for indexes from different markets and based
on the generally available daily data. The blue chips indices, calculated for the
biggest and most actively traded stocks, are used. We examine, if there exist any
similarities in the liquidity measures among the indexes within any of these two
groups of markets, the developed and the emerging ones.

Liquidity is one of the crucial concepts in contemporary finance. There are over
100 liquidity ratios presented in the literature, that might be classified into different
categories [2–5]. Two main approaches are often distinguished: percent-cost proxies
and cost-per-dollar-volume proxies [6]. Our choice of liquidity proxies is determined
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by the availability of data. We focus on measures that are derived from daily data and
are available on different markets. Thus we mix these two types of measures and are
more focused on making this remarkable complex issue simple and thus useful for
investors. For further discussion on the liquidity measurement and best proxy search
see e.g. [7–9].

The sample is based on the stocks listed in the countries included in two broad
stock market indexes from MSCI group: emerging Europe and Europe developed.
The first represents the performance of large and mid-cap equities across Russia,
Turkey, Hungary, Czech Republic, Poland and Greece, while the second represents
stocks from developed European countries with the highest country allocation:
United Kingdom, Germany, France, Switzerland, Belgium and Netherlands. We
use the principal component analysis to extract the main factors lying behind the
liquidity dynamics. Our findings show that time-series properties are similar for both
developed and emerging markets, although higher persistence (long memory) is
observed in case of the developed markets. Also for these markets the strong
common sources of variability of liquidity are found, while in the emerging markets
they are much less pronounced.

2 Methodology

The main research question is: do emerging and developed markets differ in terms of
statistical properties, that is stylized facts, in the liquidity series? Thus we consider
several descriptive statistics and examine, if there are any differences between the
developed markets and the emerging ones. We specifically answer the question
within the random walk framework by considering different features of these series.
The objectives of this paper are twofold: first, to examine and justify the presence of
stationarity, long memory and autocorrelation (via various tests) and to examine if
there are any differences between the developed and emerging markets. Second, we
conduct the principal analysis of the liquidity series to examine if there are the
common sources of variability and create dendrograms that show relationships
between selected liquidity measures for indices based on the adopted criterion.

In order to answer these questions we conduct different tests for returns, volatility
and four liquidity proxies. These measures are calculated in the following way:
returns (RET) are obtained as continuously compounded log returns,
RET ¼ ln (Pt) � ln (Pt � 1), where Pt is price in day t. Volatility is approximated
by the realized variance within a given month (RV), calculated as the sum of the
squares of daily returns, RV ¼ PT

t¼1r
2
t [10]. Four liquidity proxies commonly used

in the literature are calculated: turnover [11], illiquidity [12], high-low range of
prices [13] and effective spread estimator [14]. The liquidity proxies are calculated
as follows: VOLU is the turnover measured as the product of prices and volumes, for
Amihud illiquidity we obtain ILLIQ ¼ |rt|/ ln (VOLU), high-low range is calculated
as HLR ¼ 2(Ht � Lt)/(Ht + Lt) where Ht and Lt are the high and the low values of the
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index within the day. Finally Corwin and Schultz spread estimator [14] is calculated
as CS ¼ 2eαt � 1

� �
= 1þ eαt
� �

. For further details please see paper of Corwin and
Schultz [14]. We use the estimator with adjustment for non-negative spreads and
overnight returns. At the end returns and four liquidity proxies are averaged within
the month. The calculations and graphs are obtained from G@rch 6.1 [15] and R.

As for the testing if the series follow random walk, we examine the stationary,
non-correlation and long memory. Thus with respect to the first one we conduct
augmented Dickey Fuller test for stationarity [16]. The rejection of the null hypoth-
esis appears in cases where the series are stationary. In order to test long memory we
use the R/S statistics proposed by Hurst and implemented by Geweke and Porter-
Hudak [17]. This method has no particular assumptions about the underlying
distribution of the series and thus is easy to implement. It also answer the question
if there is a long memory or not, but does not provide any specific measure. We also
use two further tests based on Hurst exponent: Mandelbrot test for autocorrelation
and Lo test for long memory [15]. In both cases we obtain empirical statistics—if
they are within the confidence interval, the null hypothesis of no autocorrelation and
no long-term dependence cannot be rejected.

In the second step we conduct the principal component analysis in order to
examine, if they are any common variability sources in the liquidity indices. We
focus on the number of components that allows to explain 95% of overall variability.

In the last stage we graph dendrograms—they allow to recognize the clusters
among liquidity indices. Thus we are able to examine the homogeneity of the
liquidity indices in both developed and emerging markets.

3 Sample

Our sample consists of the series of 12 European indices, six from the emerging
markets and six from the developed, according to the MSCI classification at the end
of 2017. These indices are calculated on the basis of the large-cap equities.

We calculate four liquidity measures as well as returns and realized variance on
the basis of daily data and aggregate them into monthly measures. Our sample starts
on January 2002 and ends up in September 2018. Minor differences are caused by
the data availability: volume data for the BIST30 index and for PX are available from
January 2004 and April 2007, respectively. Moreover, as a result of the Greek debt
crisis the Athens Stock Exchange was closed on 27 June 2015 and reopened on
3 August 2015 (www.wikipedia.org). In order to have the series of similar length,
this missing monthly observation was added as an average of the neighboring
observations. The description of the indices used in the study is presented in Table 1.

Figure 1 presents the dynamics of monthly effective spread measures of Corwin
and Schultz [14] for the indices. It shows similar behavior of indices from the
developed countries (from AEX to SMI). The spreads for emerging markets are
much more differentiated. The highest spreads are observed for the MOEX, followed
by BIST30 index, while the lowest are reported for BEL20, SMI and WIG20.
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Table 1 The description of the indices used in the study

Developed markets Emerging markets

Country origin: stock
exchange Index

No of
stocks

Country origin: stock
exchange Index

No of
stocks

Netherlands: Euronext
Amsterdam

AEX 25 Greece, Athens
Exchange

ATG 60

Belgium: Euronext Brussels BEL20 20 Turkey, Borsa İstanbul BIST30 30
(TRY)

France: Euronext Paris CAC40 40 Hungary: Budapest
Stock Exchange

BUX 14
(HUF)

Germany: Deutsche Börse DAX 30 Russia: Moscow Stock
Exchange

MOEX 50
(RUB)

United Kingdom: London
Stock Exchange

FTSE 100
(GBP)

Czech Republic: Prague
Stock Exchange

PX 12–19
(CZK)

Switzerland Swiss
Exchange

SMI 20
(CHF)

Poland: Warsaw Stock
Exchange

WIG20 20

Note: Indices calculated in different currency than EUR are shown in the brackets
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Fig. 1 The dynamics of monthly effective spread measures of Corwin and Schultz [14] for twelve
indices. Top two lines show the spreads on the developed markets, bottom two lines on the
emerging ones
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4 Results

The empirical part is divided into three sections: in the first one the results for
stationarity, long memory and autocorrelation tests are presented. In the second the
principal analysis for the spreads of indices is shown. The third part reports the
results of the dendrogram analysis for the effective spreads.

4.1 Descriptive Statistics of the Measures

The presented test allows to examine if the considered spread series are following
the random walk. First, we examine stationarity with augmented Dickey-Fuller test.
The values of test statistics for all examined series are presented in Table 2. Not
surprisingly, the returns for all indices are stationary, while volumes are not. For the
remaining series in majority of cases the null hypothesis of non-stationarity is
rejected. There are only two exceptions, one for HLR (DAX index) and one for
CSA (BEL20).

In the next step we conduct the long memory test of Geweke and Porter-Hudak
[17]. Table 3 shows the results: there is a long memory in return series of some
indices. For all liquidity proxies and realized variance d parameter is statistically
significantly different from zero, showing the persistence (long memory) in the
series. There are some differences between the developed markets and emerging

Table 2 The results of the Augmented Dickey Fuller test for stationarity

RET VOLU HLR CSA ILLIQ RV

AEX �6.77�� �2.66 �3.50�� �4.21�� �4.13�� �5.04��
BEL20 �6.83�� �1.72 �3.68�� �3.22 �4.52�� �5.53��
CAC40 �7.34�� �2.81 �3.51�� �4.03�� �4.43�� �5.50��
DAX �7.15�� �1.73 �3.28 �3.51�� �3.82�� �4.89��
FTSE �7.70�� �2.57 �3.80�� �3.97�� �4.51�� �5.49��
SMI �6.61�� �2.64 �3.91�� �4.04�� �5.03�� �5.97��
ATG �6.57�� �2.91 �3.57�� �3.65�� �4.14�� �5.86��
BIST30 �7.84�� �1.25 �3.67�� �4.70�� �4.34�� �5.57��
BUX �7.24�� �2.58 �4.15�� �4.46�� �4.57�� �5.73��
PX �6.66�� �3.01 �4.04�� �4.43�� �3.70�� �6.52��
WIG20 �7.25�� �2.08 �3.77�� �4.27�� �4.18�� �4.64��
MOEX �7.12�� NA �4.15�� �4.29�� NA �5.13��
Note: Null hypothesis states that the series is non-stationary
�� Signifies that the null is rejected at α ¼ 0.01. For BIST30 and PX the sample dates for variables
VOLU and ILIIQ start from 2002–01 and 2007–04 respectively. For MOEX volume series are
not available. The remaining ADF statistics are calculated for the whole sample (from 2002-01 to
2018-09)
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ones: when HLR is considered d parameters of all developed markets are statistically
significantly higher than for the ATG, BIST, BUX that belongs to the emerging
markets. Similar case is observed for ILLIQ, where again the same three indices
show less persistence that is observed on the remaining markets. We might conclude
that PX and WIG20 behaves more like the developed markets. As far as realized
variance in considered the differences are not that straightforward.

We also consider two test of Hurst exponent that allow us to examine, if there is
the autocorrelation in the series and the long term dependence. When considering the
results of Hurst-Mandelbrot test [18] that are presented in Table 4 we observe no
autocorrelation in returns in all series and no autocorrelation of realized variance for
developed markets. The liquidity series are all, but in two cases, correlated signif-
icantly. The values of statistics in case of HLR, CSA and ILLIQ are higher for the
emerging indices than for the developed ones.

The results of Hurst-Lo test [19] for long term dependence are included in
Table 5. It shows that there is no long-term dependence for returns in all markets.
Also the null of no long-term dependence cannot be rejected for Amihud illiquidity
ILLIQ and realized variance in all developed markets. In the latter case two
emerging markets show also no long-term dependence (BUX and PX). Again,
when considering HLR, CSA and ILLIQ, the difference between emerging and
developed countries is visible (although there is long memory detected in case of
BEL20 and FTSE).

In sum the results show some differences between the descriptive statistics of the
series from developed and emerging markets.

Table 3 The long memory test: Geweke and Porter-Hudak

RET VOLU HLR CSA ILLIQ RV

AEX 0.15 0.68�� 0.67�� 0.42�� 0.71�� 0.61��
BEL20 0.20�� 0.80�� 0.64�� 0.51�� 0.63�� 0.53��
CAC40 0.07 0.65�� 0.68�� 0.34�� 0.68�� 0.58��
DAX 0.11 0.84�� 0.75�� 0.47�� 0.66�� 0.54��
FTSE 0.06 0.66�� 0.72�� 0.37�� 0.71�� 0.60��
SMI 0.12 0.70�� 0.72�� 0.56�� 0.68�� 0.45��
ATG 0.14 0.78�� 0.51�� 0.38�� 0.43�� 0.46��
BIST �0.04 0.99�� 0.56�� 0.41�� 0.44�� 0.37��
BUX 0.19� 0.78�� 0.54�� 0.39�� 0.45�� 0.42��
PX 0.19� 0.66�� 0.61�� 0.45�� 0.65�� 0.34��
WIG20 0.06 0.93�� 0.63�� 0.45�� 0.63�� 0.54��
MOEX 0.22�� NA 0.75�� 0.52�� NA 0.76��
Note: Table presents estimates of d parameter from the log-periodogram regression. Null hypothesis
states that there is no long memory in the series
�� and � signify that the null is rejected at α ¼ 0.01 and α ¼ 0.05, respectively
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4.2 Principal Component Analysis

The principal component analysis is used here to indicate the primary variables that
have an impact on the appearance of the homogenous groups. It might be used as a
tool in finding the commonality of variability sources. In our case we apply PCA to
examine if there are any differences between the developed and emerging markets.
Table 6 shows the aggregated variance up to first three components for two measures
of liquidity, high-low range and effective spread (HLR, CSA) as well as returns

Table 4 The results of Hurst-Mandelbrot test for autocorrelation

Mand R/S RET VOLU HLR CSA ILLIQ RV

AEX 1.16 3.77�� 2.28�� 2.08 2.17�� 1.92

BEL20 1.47 5.11�� 2.79�� 2.74�� 2.44�� 1.95

CAC40 1.21 4.00�� 2.67�� 2.35�� 2.26�� 1.88

DAX 1.29 5.27�� 2.37�� 2.46�� 2.26�� 1.75

FTSE 1.02 5.26�� 2.98�� 2.86�� 2.64�� 2.01

SMI 1.42 3.72�� 2.37�� 2.51�� 2.01 1.61

ATG 1.50 3.57�� 5.27�� 4.92�� 4.98�� 3.78��
BIST 1.07 5.37�� 3.91�� 3.19�� 3.15�� 2.72��
BUX 1.38 4.60�� 3.47�� 3.38�� 3.06�� 2.45��
PX 1.66 3.54�� 2.99�� 3.09�� 2.89�� 1.86

WIG20 1.24 5.46�� 3.22�� 3.33�� 3.29�� 2.98��
MOEX 1.21 NA 3.50�� 3.16�� NA 2.13��
Note: Table presents the statistics of Hurst-Mandelbrot tests (1972). Null hypothesis states that there
is no autocorrelation in the series
�� and � signify that the null is rejected at α ¼ 0.01 and α ¼ 0.05, respectively

Table 5 The results of Hurst-Lo test for no long term dependence

Lo R/S RET VOLU HLR CSA ILLIQ RV

AEX 1.11 2.81�� 1.7 1.65 1.63 1.49

BEL20 1.31 3.68�� 2.11�� 2.15�� 1.87 1.56

CAC40 1.15 3.01�� 2.00 1.89 1.71 1.47

DAX 1.24 3.8�� 1.76 1.89 1.69 1.36

FTSE 1.01 3.9�� 2.24�� 2.31�� 2.02 1.58

SMI 1.30 2.71�� 1.79 1.94 1.56 1.31

ATG 1.43 2.62�� 4.00�� 3.87�� 3.87�� 3.05��
BIST 1.11 3.84�� 3.04�� 2.62�� 2.53�� 2.30��
BUX 1.29 3.31�� 2.68�� 2.78�� 2.42�� 2.01

PX 1.54 2.66�� 2.30�� 2.52�� 2.25�� 1.57

WIG20 1.25 3.91�� 2.46�� 2.71�� 2.53�� 2.33��
MOEX 1.10 NA 2.61�� 2.45�� NA 1.65

Note: Table presents the statistics of Hurst-Lo tests. Null hypothesis states that there is no long-term
dependence
�� and � signify that the null is rejected at α ¼ 0.01 and α ¼ 0.05, respectively
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(RET) and realized variance (RV). The number of components is chosen on the basis
of Kaiser criterion: in case of HLR and CSA for all markets there are three
eigenvalues higher than 1, for RET there are two, while for RV there is only one.

In case of joint analysis of all markets the variability of the liquidity proxies for
the first three components is similar to that obtained by emerging markets. However,
if the developed markets are separated, then first three components better explain the
variance of the original variables. Thus we conclude there is more homogeneity in
the developed markets than in the emerging ones.

Table 7 presents first three eigenvectors in PCA for two index liquidity measures:
high-low range (HLR) and effective spread (CS). For both proxies the sign of the

Table 6 The aggregated variance obtained in principal component analysis for three principal
components (PCs) for all countries, the developed and the emerging ones

All Developed Emerg. All Developed Emerg.

HLR RET

PC1 69.96 95.59 62.98 66.04 85.44 63.86

PC2 81.45 97.57 80.93 75.11 90.05 73.71

PC3 90.17 98.77 90.26 80.13 93.75 83.32

CSA RV

PC1 54.28 82.98 46.62 76.39 94.70 69.04

PC2 67.92 87.98 67.32 84.05 96.96 83.28

PC3 77.12 92.40 79.98 90.44 98.55 93.24

Note: PC denotes principal component, and PC1 is the first principal component. Developed stands
for developed countries included in the study: United Kingdom, Germany, France, Switzerland,
Belgium and Netherlands, and Emerg. denotes emerging countries included in the study, that is:
Russia, Turkey, Hungary, Czech Republic, Poland and Greece

Table 7 The weights on variables in the principal component analysis for high-low range and
effective spread

PC1 PC2 PC3 PC1 PC2 PC3

HLR CSA

AEX �0.33 �0.24 0.07 �0.36 0.19 0.09

BEL �0.33 �0.16 0.16 �0.35 0.10 0.15

CAC �0.33 �0.18 0.17 �0.35 0.16 0.23

DAX �0.32 �0.29 0.04 �0.34 0.23 0.10

FTSE �0.33 �0.09 0.07 �0.34 0.10 0.01

SMI �0.32 �0.21 0.03 �0.34 0.13 0.02

ATG �0.15 0.29 0.73 �0.10 �0.37 0.65

BIST �0.21 �0.27 �0.51 �0.18 0.40 �0.36

BUX �0.28 0.36 �0.17 �0.24 �0.36 �0.32

PX �0.30 0.32 �0.04 �0.29 �0.35 0.08

WIG20 �0.28 0.28 �0.28 �0.25 �0.23 �0.46

MOEX �0.22 0.53 �0.19 �0.21 �0.50 �0.19

Note: In table the numbers given are the weights that are allocated to each principal component
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first vector is negative for all markets: there is one common factor that influence all
the markets in the similar way. In case of HLR the second component has different
signs for the developed markets and the emerging ones (with one exception of BIST,
that has the opposite sign than the other emerging markets). Similar situation is
observed for the third component: there is again division between two groups of
the markets, but this time ATG has exceptionally positive sign. For CSA second
component gives similar results, in the third there is one more market (PX) with the
sign different from the rest of the indices from given region.

4.3 Dendrograms

In the last empirical section we show two dendrograms, the diagrams in the forms of
trees, for liquidity measures, HLR and CSA. They represent how the series cluster on
the basis of similarities among them. Figure 2 presents the dendrogram for CSA,
while Fig. 3 shows the dendrogram for HLR.

Fig. 2 Dendrogram for spread estimator of Corwin and Schultz [14]
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For both spread estimators the clusters look very similarly. Three indices, ATG,
MOEX and BIST30 are separated—they form the group of outliers (single leafs) and
are featured by the highest level of dissimilarities with other indices. On the other
side of the tree there are two main branches: on the first one CAC40, AEX and DAX
are together, while on the second branch there are two subbranches: BUX and
WIG20 form the first one, while SMI, BEL20, FTSE and PX belong to another.
Both trees give the consistent picture of the dependencies, and the differentiation
between two market categories, the developed and the emerging, are visible.

5 Conclusions

This paper is aimed to compare statistical properties of the liquidity measures among
different stock markets. The liquidity measures are calculated en bloc for the blue
chips indices. We expect that besides the rules and regulations that allow to include
the stock market into a given category, the maturity of the market can be also
recognized by purely statistical features. We find that there are some differences

Fig. 3 Dendrogram for high-low range (HLR)
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between the developing and emerging European countries when one considers the
liquidity proxies for indices. We focus on stationarity, autocorrelation and long
memory: the examined series in majority of cases are stationary. The liquidity series
are not only autocorrelated, but also featured by the long memory. There are no
fundamental differences among liquidity measures in each of these two groups of
markets, but some differences occur between these two groups.

Further, the principal component analysis shows that the sources of variability are
highly concentrated for developed countries. The three first components also allow
to almost perfectly discriminate between the emerging and developed markets.
The dendrograms show that at least three markets, the Russian, the Greek and the
Turkish, behaves differently, while the other emerging markets, that is Czech,
Hungarian and Polish, show some similarities to the developed markets.
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ESG Awareness and Perception
in Sustainable Business Decisions:
Perspectives of Indian Investment Bankers
vis-à-vis Selected European Financial
Counterparts

Ria Sinha, Manipadma Datta, and Magdalena Zioło

1 Introduction

The role of business enterprises has become extremely fundamental and critical for
the growth of sustainable business and development as a whole. The interface of
business and sustainability issues is hugely complex and the impact is causal.
Corporations across the globe are increasingly becoming aware of the fact that the
present day business cannot be exclusively motivated by considering only profits.
On the contrary there are other situational factors which are persistently posing
challenges. In other words, it’s being understood that the other ‘non-financial’
factors which a business would normally ignore for its success are gradually
becoming important and strategic. The interdependence and causality of business
and sustainability relationship is evident from the fact that the economic costs
incurred due to ignoring sustainability also affect business in the long run.

Sustainability as a concept is extremely broad-based and multifaceted. More
recently the emphasis is not only on environmental factors but also social and
corporate governance (ESG) factors which are being increasingly used to measure
it. Hence, for the purpose of the paper, we limit ourselves to ESG factors as a proxy
measure to sustainability. However, to a certain extent, the terms sustainability and
ESG are used interchangeably in this paper.

The gamut of what constitutes the ESG factors is not only broad but is infinite.
Environmental factors such as increased GHG emissions, water scarcity, water
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pollution, biodiversity and land conversion etc. can pose immediate threats to
business. Social and governance risks include health of workers, labour unrests,
retention of employees, gender balance, independent directors on board, gender
representation on board of directors, number of meetings held, sustainability reports
published etc. to name a few. As already mentioned these risks can affect businesses
in a large number of ways, affecting investment decisions, consumer behavior and
government policies etc. However, factoring of ESG risks leads to significant value
addition. Hence businesses are likely to suffer in the longer run if they fail to
recognize these factors.

However, the major challenge lies in deciphering whether there are sufficient
choices or financial instruments in the market to leverage upon this change. Thus the
basic question relates to market preparedness and the readiness of the market to
attach a premium to these issues. Here the market entails the role of fund managers,
investment bankers and companies who take pertinent and informed decisions
related to their business portfolios. The efficacy and success of these efforts depends
on how far the ESG risks are managed and factored into their business portfolios. It
is this interface of ESG factors with the corporate sector that will decide the future of
a viable sustainability market. Although the role of institutional investors and asset
owners are still getting increased attention in developed and some of the developing
economies, the potential role of the investment bankers especially in developing
countries is yet to be rightly addressed. Considering these facts, the research
questions addressed in this paper are mentioned as under:

1. What is the role of investment bankers in a developing country like India to
influence ESG integration in investments?

2. What are the structural differences in ESG investing from a developing versus
developed country comparative scenario?

3. What are the prerequisites to finance and contain sustainable efforts by investors
and the business community in general?

To this, the paper comprises of the following sections. Section 2 presents the
pertinent ESG risks to businesses and its importance to investments. The value
enhancing potential of ESG issues and sustainability practices by companies is
highlighted in Sect. 3. The interface of ESG Factors and the investment community
is elucidated in Sect. 4 including the research methodology and key findings.
Section 5 presents the results and discussion while Sect. 6 concludes with the
pertinent recommendations.

2 ESG Risks to Business

Research on ESG issues gained momentum in the early 2000s with HSBC being the
first sell-side brokerage firm to offer ESG research. Since then there has been a rapid
growth in mainstreaming ESG factors into traditional investment analysis. Apart
from the UN PRI’s, the Enhanced Analytics Initiative (EAI) was launched in the year
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2003. This platform facilitates international collaboration between asset owners and
asset managers to better investment research by integrating extra-financial issues.
There are reports addressing environmental risks to business, climate change and
GHG emissions being one of the most significant among them. The threats vary
across geographical domains, regulations and in accordance to the level of ESG
integration into business operations in BRICS countries [1]. According to Koehler
and Hespenheide [2], poor corporate strategy, differences in corporate culture and
business legislations pose severe threats. Several ESG factors such as labour man-
agement, labor issues, health and safety can be potential sustainability risks for
businesses. A KPMG study categorizes all the ESG risks as regulatory, physical,
competitive, legal and reputational risks. According to their study, physical risks are
often cited, with 72% of the respondents agreeing upon regulatory risks as the other
cited risks [3]. Risks of litigation and tort liability are some of the forms of risk
concerns for firms [4]. Adverse consequences of not addressing these risks may
result in losing market hold and brand value coupled by stakeholder pressure. The
channels of impact may be loss in shareholder value and supplier value. The other
potential risks posed by ESG factors include operational and supply chain disrup-
tions, higher cost of food items, damage to shared public infrastructure, market shifts
toward “greener” products, reduced opportunity for new product breakthroughs,
limitations on access to land, increasing pressure to protect critical natural
resources [5].

3 ESG Factors and Value Addition to Companies

As is understood, ESG factors have found to have a profound impact on the
corporate sector across the globe. This section highlights some of the studies
undertaken by the academia, research organizations and consulting agencies to
comprehend the value adding potential of ESG issues and CSR activities across
business operations.

The business sector across the globe has undertaken philanthropic activities since
long. The entire gamut of efforts took a new shape with the companies adopting
corporate social responsibility (CSR) efforts. Economists have often juggled to
understand the basic premises as to why the companies should engage in CSR and
other sustainability efforts. A somewhat extreme starting point was provided by
Friedman in 1970. According to him, “There is one and only one social responsi-
bility of business—to use its resources and engage in activities designed to increase
its profits so long as it stays within the rules of the game, which is to say engage in
open and free competition without deception or fraud1”. This neo-classical view
considers deception by the business sector as a moral hazard and hence companies

1Friedman, M. (1970). The Social Responsibility of Business is to Increase its Profits. The
New York Times Magazine.
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should adhere to this less they lose their reputation. After decades of operations there
appears to have business-oriented reasons for companies’ involvement in corporate
responsibility which is much beyond the philanthropic activities undertaken earlier.
As the business sector is expanding due to increased economic globalization, there is
more pressure on companies to conduct business operations in a much responsible
manner [6].

Boheim and Hochgatterer [7] tested the impact of CSR on firm’s profits by taking
551 firms from the Dow Jones Global Index. The study established significant
positive correlation between CSR and profits of the firm. However, the study
would have yielded different results as it was undertaken during the onset of the
global financial crisis. In another study conducted in the Indian context, significant
positive correlation was established between corporate financial performance and
corporate sustainability efforts undertaken. The findings suggest that the companies
large in size, having less leverage, are business group affiliated, have higher R&D
and advertisement expenses, and are operating in environmentally sensitive indus-
tries are likely to be superior in sustainability. The superiority in financial perfor-
mance is captured through certain indicators such as ROA, ROE and Tobin’s Q ratio
[8]. To ascertain how the consumer products (CP) industry is using the ESG factors
into their business operations, Deloitte conducted a study to understand the key
drivers and trends of sustainability and found that majority of US consumer based
products focus on managing financial risks and a meager fraction leverage upon the
sustainability risks to create a price differential through competitive positioning [9].

To decipher the extent of ESG integration into business strategies, McKinsey
conducted a study with CEO’s of companies participating in the United Nations
Global Compact (UNGC) initiative. 90% of the companies were found to contribute
much more in incorporating ESG issues in their strategic operations, compared to
what they did five years ago. The main findings indicate that talent constraints, poor
public governance and climate change are the most important ESG factors worthy of
consideration [10]. In another review conducted by EIRIS [11], gender equality at
workplace in North America, Europe, Australia, New Zealand; stringent human
rights policies in Norway, the Netherlands, the UK and Finland, community involve-
ment is prevalent in almost all companies surveyed. The study though exhaustive
does not cover several employee issues which might pose a huge social risk to
business. ATOS Origin [12] studied the business case of environmental issues in the
manufacturing and retail sectors with 165 European companies and trade associa-
tions. The findings indicate that the business case for environmental issues is real and
environmental sustainability leads to value addition for companies through profits
and creating competitive advantages.

Very few studies have been conducted which emphasizes on the materiality of
ESG factors sector-wise. The fact that ESG factors are material and can create value
to both investors and corporations has already been elucidated in the previous
sections and sub-sections. RobecoSAM had conducted a study on the pharmaceuti-
cal sector to assess which ESG factors is material to the sector. It established the
importance of ESG factors for the pharma industry included product quality and
safety, business ethics, innovation management, human capital management, talent
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attraction and retention, quality of earnings and corporate governance. The study
established that quantification of ESG factors is possible and is an extremely
valuable exercise that ensures critical thinking [13].

4 Interface of ESG Factors and Investment Community
in India and European Counterparts

Investors resort to several methodological approaches to integrate ESG factors into
their traditional financial analysis. The varied methods include qualitative analysis,
quantitative analysis using cash forecasting, company valuation models, scenario
analysis, discount factor adjustment, smart beta strategies, using portfolio construc-
tion with heuristic and optimization based weighting methodologies, passive and
enhanced passive strategies [14].

4.1 Emerging Role of Investment Bankers in ESG Investment
Decisions2

In India, ESG factors have gained prominence since the introduction of market
indices, viz. S&P ESG in 2008 and BSE Greenex in 2012, the latter being an active
market portfolio. Since institutional investors are custodial investors and are prime
movers in the market, it becomes imperative to investigate into the width and breadth
of ESG acceptance among these custodial investors.

The role and importance of investment banking in sustainable investments are yet
to generate enough interest among academicians across the globe. In fact, relevant
literature still remains quite inadequate. With increasing recognition to ESG
investing in developing economies the role of the investment bankers to move
beyond the known periphery to include ESG needs to be ascertained.

As already postulated by Gill [15], the conventional role of an investment banker
includes raising long term capital from investors on behalf of governments and
corporations in the primary market, engaging in brokerage activities, market making
and portfolio management, issuing short-term negotiable instruments such as trea-
sury bills, government bonds, certificates of deposit, promissory notes etc., provid-
ing advisory services to corporations relating to mergers & acquisitions (M&A),
project financing, identifying and selecting sources of finance, dealing with govern-
mental agencies, financial restructuring, identifying project risks etc., providing
professional advice to their clients, majorly, mutual fund managers, pension fund

2The survey findings on investment bankers have been presented at the International Symposium
on Emerging Trends in Social Science Research, Chennai, India, April, 2015 and has been
published in the conference proceedings. The citation is listed in ‘References’ section.
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managers, individual investors etc. on portfolio management and assisting entrepre-
neurs to raise venture capital.

In 1999, Union Bank of Switzerland (UBS) was the first investment banking firm
to incorporate environmental issues in their mainstream business. They adopted
Global Environmental Risk Policy for investment banking activities, which was
the first such initiative by a major bank [16]. The most extensive example of an
investment banking institution taking a constructive attitude towards environment is
the Salomon Brothers Inc. The bank focuses on providing information on legislation,
key business risks, environmental management and other aspects which help judge
the quality of business management. Another notable example is that of the
European Investment Bank which provides funds for the development of environ-
mental projects [17]. Wendt [18] mentions that, “investing and finance does not
imply a trade-off between social outcome and financial returns, but rather a dual
objective which supports the simultaneous creation of both social and financial
returns”. According to her, responsible investment banking refers to a broad array of
investment and finance practices, including internationally recognized frameworks
and standards like Equator principles, principles for responsible investment, ISO
26000, OECD common approaches, IFC performance standards, UN guiding prin-
ciples for human rights in business, ILO standards and the like. Although these
standards emphasize on different aspects, the ultimate goal is same. They all
recognize that the generation of long term sustainable returns is only possible with
a stable, well governed, environmentally and socially sustained economic system.
The prerequisite for this would be to incorporate ESG issues in business and
financing decisions.

4.2 Methodological Approach

Research Design

The research methodology pertains to an exploratory case study with a qualitative
method approach. The exploratory case study approach allows for an in-depth,
multi-dimensional exploration of the interface between relevant ESG issues and
the investment bankers. Implementing a case study method has resulted in studying
the relevance and prominence of ESG perception of investment bankers’ in India
along with comparing it with European counterparts. The exploratory nature of the
case study has allowed determining the best research design, data-collection
methods and selection of the respondents. Application of qualitative techniques
has enabled to analyze data accrued from both primary and secondary sources.
The purpose has been to comprehend the extent of ESG absorption in the Indian
financial market especially by investment bankers’ vis-à-vis the chosen European
counterparts of Germany, Austria and Switzerland. The aim is not to establish a
benchmark for the Indian financial market, but majorly to elucidate upon the
structural differences in terms of ESG investing in India and developed European
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counterparts. However, it is to be noted that direct comparison between India and the
European economies has not been possible owing to the fact that access to the
European financial market has been limited during the period of the study.

Sampling Methodology

For the Indian case, a primary survey based on a purposive sampling has been
undertaken in Mumbai, the country’s financial capital. The sample of Indian invest-
ment bankers has been chosen from the Association of Investment Bankers in India
(AIBI). The survey in India has been undertaken in two phases. First, a detailed
questionnaire along with the purpose of the survey was mailed to all the Chief
Financial Officer’s (CFO) and/or Chief Investment Officer’s (CIO) of 57 listed
investment banking firms in AIBI to obtain their responses. In the second phase
one to one interviews were conducted with 23 key persons who had expressed their
interest. In order to comprehend the ESG awareness scenario in the European
countries, a purposive sampling followed by one to one interviews with 20 financial
experts has been conducted with academicians, NGO’s and ESG rating agencies in
Berlin, Frankfurt and Hamburg.

Data Analysis

The questionnaire consisted of multiple choice questions with multiple responses,
descriptive questions and perception based questions ranked on an ordinal scale
from 1 to 5 to understand their perception of ESG factors towards sustainable
investing.3 The reliability of the perception based questions has been tested with a
Cronbach’s alpha. To assess the ESG perception level of the investment bankers, a
composite score has been obtained through linear summation of the individual
scores. A semi-structured and open ended questionnaire has been used for the
European case to obtain better responses. ESG investing data pertaining to Switzer-
land and Austria has been accrued from several secondary sources. For both cases,
the data has been appropriately coded and made suitable for analysis.

4.3 Institutional Characteristics of Respondents

The structure of the investment banking category is illustrated in Fig. 1. Figure 2
provides the classification of European financial experts.

Bank affiliated investment banks are full service investment banks which engage
in underwriting, trading, merchant banking etc. Boutique investment banks are

3The questionnaire has been provided as an appendix
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non-full service and small sized investment banks which normally focus on a
particular aspect of investment banking, usually corporate finance. The primary
activities of boutique investment banks include capital raising, mergers & acquisi-
tions, restructuring and reorganization.

Fig. 1 Structure of investment banking category

Fig. 2 Classification of European Experts

Mergers and
acquisition advisory

Private placement of
securities

Private equity
advisory

Merchant banking

Public
offering/underwriting
of securities

Trading of securities

Financial restructuring
advising

21.6
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16.210.8

10.8

8.1
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2.7
2.7

5.4

Securities finance

Prime brokerage
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instruments

Any other

Fig. 3 Key activities of the investment bankers
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The classification of the key activities of the investment bankers surveyed is
illustrated in Fig. 3 and the key advisory services are illustrated in Fig. 4.

4.4 Key Findings

ESG Based Perception of Indian Investment Bankers

The composite ordinal scores have been illustrated graphically to understand the
ESG perception of investment bankers. Higher the score of the investment banker on
the ordinal scale, lower is his/her understanding on ESG related issues in investing
(Fig. 5).

Some of the investment bankers believed that ESG factors can be incorporated
into traditional financial analysis by developing a realistic framework for the inclu-
sive valuation of ESG factors in investment portfolio. However, most of the banker’s
either did not have any perception relating to this or they did not believe in this
proposition. It is partially evident that investment bankers in India consider the
strategic importance of ESG factors in their project financing and advisory services
with governance issues already having caught their active attention. Ordinal scores,
as used, have measured these custodial investors’ perceptions vis-à-vis ESG factors.
Although the evidences are stronger in cases of bigger investment firms with smaller
counterparts yet to catch up, this is however no little a fact to be ignored. The leaders
in the industry are surely to be followed in the days to come. These firms could be
known as trendsetters for obvious reasons. It can be reasonably expected that ESG
factors will emerge fast in the days to come as major variables along with others in
greater proportions. However, ESG premium in return might take a longer time in
the Indian market in the given circumstances.

PE Advisory

M&A Advisory
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Fig. 4 Key advisory services
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Extent of ESG Integration by Indian Investment Bankers vis-à-vis
European Counterparts

The investment bankers surveyed undertake several activities such as assisting and
counseling clients with their investment portfolios, however, the extent to which
sustainable factors forms a part of their consideration is of concern. Table 1 high-
lights some of the perceptional differences in ESG investing between Indian and
German speaking IB’s located in Germany, Austria and Switzerland.

ESG Investment Choices in India vis-à-vis European Counterparts

The above discussion leads us to highlight four structural differences in sustainable
investing patterns between India and the selected European counterparts. First, the
number of sustainable investment choices available in the Indian financial market is
abysmally low as compared to the European financial market. There is presence of
sustainability funds, mandates and structured products in the latter, while, Greenex,
Carbonex and ESG India Index are the only green and sustainable indices available
in the Indian market. There has also been a considerable growth in the sustainable
AuM’s in corporate and public pension funds, endowments, mutuals, insurance
companies, religious and charitable institutions of the selected European counter-
parts. Second, European investors adhere to a myriad of approaches while investing
sustainably such as positive screening, negative screening, best-in-class, exclusion
criteria, Eurosif criteria, norms based, engagement etc., as compared to the Indian

Fig. 5 Perception level of Investment Bankers based on Composite Likert Scores
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Table 1 Perceptional differences in ESG investing between Indian and German speaking IB’s

Extent of
sustainability
consciousness Indian IB’s European IB’s

Assisting and
counselling clients

88.2% of the investment bankers
consider the stability in returns of
the stock; 11.8% consider corpo-
rate governance factors like repu-
tation and history of the promoter,
NOC’s from the Central Pollution
Control Board (CPCB); 75% do
not consciously counsel clients to
include ESG criteria in portfolios

Consciously counsel clients based
on ESG indicators; 80% assist
institutional investors with ESG
integration

Financial and ESG
factors considered for
portfolio evaluation

46.2% consider financial bench-
marks; 23.1% consider environ-
mental factors; 15.4% consider
macroeconomic factors; 11.5%
account for corporate governance;
3.8% take into account social
factors

Almost all the respondents agreed
to the fact that a fine balance
between financial and ESG factors
are maintained in portfolio
evaluation

Reporting on ESG
factors

42.9% report financial factors;
32.1% report corporate governance
factors; 10.7% of the investors
report environmental factors and
social factors each

ESG factors are reported on a
regular interval by all listed com-
panies; ESG reports are separately
maintained

International Frame-
works considered

64.3% do not consider any part-
nership with sustainable interna-
tional frameworks; 14.3% have
partnerships with the Equator
Principles; 7.1% have partnerships
with the Climate principles and
Carbon Disclosure Project; 7.1%
consider international partnership
with other frameworks such as
Carbon credit assessors; Do not
consciously encourage their clients
to become signatories of such
frameworks

55.6% are signatories to the
UNPRI; 33.3% of the respondents
believed that the ‘Key Perfor-
mance Indicator’s’ (KPI’s) were
the most important framework for
considering the specific ESG fac-
tors in investment portfolios; ESG
rating agencies have their own
specific indicators which are sec-
tor specific and are maintained
confidentially

ESG Factors consid-
ered for M&A

Include synergies btw acquirer and
acquire (22.2%); Intent of acquisi-
tion, post integration setup and
positioning (19.4%); Perceive long
term benefits from sustainable fac-
tors (11.1%); Match of vision and
long term plans (5.6%); Due dili-
gence and compliance with regu-
lator (5.6%); Corporate governance
factors (5.6%); HR factors (2.8%)

Potential ESG factors are consid-
ered as determined by ESG rating
agencies

ESG Frameworks
used for due-diligence

55.6% do not have any tangible
framework which can be embed-
ded in their mainstream

UNPRI and the KPI’s are consid-
ered strictly

(continued)
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Table 1 (continued)

Extent of
sustainability
consciousness Indian IB’s European IB’s

assessment; 22.2% have a checklist
of ESG factors; 11.1% adhere to
environmental and social due dili-
gence; 11.1% have performance
standards framework for
evaluation.

ESG Research 50% are considering conducting
research on ESG issues; 25% con-
sider it important, however, they do
not conduct any research; 16.7%
were unsure; 8.3% neither consider
it important nor conduct any form
of research on ESG issues

Almost 95% are considering
conducting research on ESG
issues

Feasibility of devel-
oping an ESG frame-
work for valuation

66.7% believed that there can be a
realistic framework for the inclu-
sive valuation of ESG factors;
33.3% found difficult to comment
upon

More than half of the respondents
have developed ESG framework
for evaluation (55.6%); 11.1% did
not agree; 22.2% were ‘not sure’;
11.1% were ‘indifferent’ or
‘neutral’

Motivations Financial value addition to clients
(25.8%); Generate long term
financial returns (25.8%); Reputa-
tional concerns (19.4%); Inclusive
growth and considering long term
sustainability (12.9%); Philan-
thropic concerns (12.9%); Aspira-
tional concerns to work with
foreign institutional investors
(3.2%).

Long value addition in the form of
profits (27.3%); Diversification of
potential risks (22.7%); Security
in investments from any economic
or financial crisis (18.2%); Repu-
tational concerns (13.6%); ESG is
considered to be a major contrib-
utor to sustainable development
(9.1%); Increasing market per-
ception relating to ESG (4.3%);
Peer pressure (4.3%)

Barriers Uncertainty related to long term
profitability of ESG investing
(29.2%); Lower returns consider-
ing the cost involved (20.8%);
Uncertainties in the regulatory
framework (20.8%); Absence of
market (16.7%), lack of a proper
ESG framework (4.2%); Red
tapism concerns (4.2%).

Lack of a proper framework to
integrate ESG factors; Lack of
methods to evaluate ESG risks in
portfolios; Lack of ESG aware-
ness among institutional investors;
Lack of adequate empirical evi-
dence related to materiality of
ESG investing; Lack of enforce-
ment from industries and supplier;
Assumption of negative returns
from ESG investments by institu-
tional investors

Source: Based on primary surveys and secondary research in India, Germany, Austria and Swit-
zerland, 2014
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institutional investors who focus mostly on negative screening while considering
investments. Third, there has been a marked increase in the number of ethical and
green banks in the European capital market, which is not much evident in the Indian
financial market. Fourth, the most prominent driver for socially responsible invest-
ments in Europe emanates from risk perception related to ESG factors, whereas in
India, it is mostly based on reputational considerations.

5 Results and Discussion

This study emphasizes majorly on the role of investment bankers in promoting
sustainable investing in India. Hence understanding their perception on ESG factors
and the extent to which they are factored in their decision making has been of utmost
importance. The small sample survey carried out in Mumbai, India is highly
indicative of the growing awareness and concern of investment bankers towards
these issues. Although the major emphasis for these investors has been financial
benchmarks, governance factors such as due-diligence and compliance with the
regulating agencies are paid proper attention to while undertaking mergers and
acquisitions. However, consciously counseling their clients are meekly carried out
by a handful. Although the investment bankers accepted the value adding potential
of ESG investing, high costs, uncertain regulatory framework and absence of a
market are stated as the potential barriers.

As compared to the Indian firms, German, Swiss and Austrian firms are much
ahead. The sustainable investment market in these developed nations is huge and is
quantified in some research reports. Apart from being aware of the implications of
‘E’, ‘S’ and ‘G’ factors, there is abundant empirical evidence indicating to the
positive correlation of these factors and financial performance. Hence, for them,
‘ESG’ is already a hedging tool. Even the retail and church investors take account of
ESG issues. The significant increase in the number of green banks and ESG rating
agencies especially in Germany corroborate the facts. Corporate pension funds are
the most prevalent investors in Switzerland and Austria, while in Germany, religious
institutions and charitable organizations account for the major share in sustainable
investments.

6 Conclusion and Recommendations

The study pertains to explain the role of investment bankers to facilitate ESG market
in developing countries like India. There are several policy implications of this
study. First, the results of the study suggest that Indian investment bankers have
started to understand and accept the role of ESG factors within the periphery of
reputational concerns and regulatory risks. However, they are yet to integrate these
in portfolio advisory. Hence, the responsibilities of policy makers and regulators
have become all the more pertinent to facilitate the establishment of a sustainability
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market in India. Second, the market participants can only be interested in investing in
sustainable business if and only if adequate sustainable investment choices available.
Herein, the stock exchanges and regulators need to put in their efforts to come out
with innovative and unconventional investment choices such as the Greenex and
Carbonex. Third, the paper is likely to have an impact on the business decision
making related to ESG efforts.

Finally, the study emphasizes on the following recommendations:

1. Increased perception and awareness about ESG factors by market participants
Institutional investors and investment bankers need to acknowledge and

incorporate sector specific ESG factors into their portfolios. It is by far the most
essential and fundamental condition for the successful operation of ESG factors
in business.

2. Availability of sustainable investment choices in the market
Sinha and Datta [19, 20] argues that the crucial disparity between the sustain-

able markets of developed and developing economies lie in the availability of
investment choices. Developed markets usually have several investment choices
in the form of sustainable funds and mandates contrary to the limited choices in
developing countries. For e.g., the European markets of Germany, Switzerland
and Austria have witnessed a rapid increase in the corporate pension funds,
structured products, sustainability indices, bonds and mandates, which provides
adequate choices to investors.

3. Integrating ESG principles in the Mission, Vision and Statement of the Company
Businesses need to be signatories of the International frameworks such as

UNPRI, Carbon Disclosure Project (CDP), Equator principles etc. to highlight a
few. All the business processes starting from supply chain to the end product till it
reaches the customer, need to maintain ESG standards. If ESG virtues get instilled
in the mission, vision and statement of the company, a sustainable investing
atmosphere can be generated.

4. Creating sustainable investment choices in the Debt market
Majority of the studies have dealt with the impact of ESG factors in equity

markets. Generally speaking, the debt market exhibits a considerable weight for
sustainable corporate finance, for which creditors should basically play a signif-
icant role in the transmission of CSR into valuation of financial instruments
[21]. However, due to lack of adequate empirical evidence, inconclusive results
relating to the impact of ESG factors on risk premium in bond market and
insufficient data on individual terms of bank loans etc., this area still remains
highly unexplored.

5. Role of Policy makers and Market Regulators in facilitating and driving demand
for sustainable products

Apart from the investors, policy makers, market regulators and operators play
a crucial and critical role in accentuating the ESG market. Environment and
corporate governance regulations need to be framed in such a manner so as not
to create any impediment to the business atmosphere of the country. Rather, the
focus should be on incentivising the process instead of levying hefty fines and
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penalties. Efforts need to be taken to fill the loopholes in existing legal framework
so as to minimize evasion. Frameworks for sustainability disclosures need to be
incentivized.
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Influence of Deregulation on Sustainable
Development of Sector of Professional
Financial and Accounting Services
in Poland: An Empirical Study

Michał Buszko and Marlena Ciechan-Kujawa

1 Introduction

Financial and accounting activity is a base for recording and valuation of business
operations, and allows for the collection, processing and analysis of financial
information used in the management of enterprises and non-profit entities. Its
professional performance allows to create a faithful and correct financial image of
entities that conduct both economic and non-economic activities. Collecting and
reporting financial data consistently with the law, in a objective, reliable, unques-
tionable as well as professional way allows for making rational decisions by both
internal and external stakeholders.

In economic practice, the obligation of financial and accounting records may
be carried out independently by the entrepreneur, a person or a team of persons
employed for this purpose (accounting department) or may be performed by
outsourced entities, i.e. accounting offices, auditors’ offices or tax advisors, which
are particularly useful in supporting of small and medium-sized enterprises, who do
not have accounting and financial structures. In particular, in the last case, it is
crucial to ensure adequate quality, reliability and integrity on the part of entities
engaged in professional accounting and financial activities. Questions about both
the possibility of maintaining the appropriate quality of accounting services and
the development directions of the entire sector of entities offering professional
accounting and financial services appeared along with the adoption in 2014 of the
Act on facilitating access to certain regulated professions in Poland [1]. This Act, in
principle, lifted most of the restrictions on access to the accounting profession,
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including the need to meet the requirement of education, experience or possession of
appropriate certificates.

The research objective of the study is to evaluate the attitude and consequences of
the deregulation onto the sustainable functioning and development of the sector of
professional accounting services. The evaluation will be made taking into account
the perspective of accounting offices in Poland. The research is aimed at finding
dependencies between variables characterizing accounting offices and seven main
areas of their functioning after the deregulation as well as identifying factors
determining negative effects of deregulation.

To achieve the research goals, the authors of the study used research methods
such as: literature analysis, legal act analysis, survey method as well as statistical
methods (tests and logistic regression).

2 Background for Research and Review of Literature

Professional performance of financial and accounting activities until 2014 was a
subject to numerous formal restrictions and was subject to regulations aimed at
ensuring their appropriate substantive level and quality. This activity was therefore
defined as a regulated profession, under which there was a limited number of entities
on the market and barriers to enter the sector on the part of new persons were
maintained. The introduction in 2014 of the Act on facilitating access to certain
regulated professions has created new conditions for the operations of accounting
offices. Its assumption was to enable a more intensive development of professional
accounting and financial services, opening the market to new persons and entities,
i.e. increasing the number of units operating in this profession, and, as a result,
reducing the prices of services. The last argument was aimed at supporting the
establishment of own business, the wider use of advisory services by small and
medium-sized entities, and finally the increase in competition between the account-
ing office themselves. The requirements regarding entitlements necessary to, for
example, bookkeeping and tax records, providing tax advice or drawing up decla-
rations, which were binding until 10 August 2014, in particular in the area of the
necessity to meet substantive criteria, constituted a significant barrier to entry into
the profession. The Act on facilitating access to certain regulated professions
adopted on 9 May 2014, which deregulates the professional profession of financial
and accounting services, has introduced the liquidation of an accounting certificate
and thus the examinations necessary to obtain it. After entering into deregulation,
providing bookkeeping services, providing advice, opinions and explanations
regarding tax obligations, keeping tax books and making testimonies and tax
declarations, which were reserved for tax advisers, advocates and legal advisors,
statutory auditors or entrepreneurs performing providing bookkeeping services in
accordance with art. 76a paragraph 2 of Accounting act [2], has become possible for
any person who is not among the above-mentioned. The condition for running
professional services has only been to have full legal capacity, no criminal record
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for offenses against the credibility of documents, property, trade, money and secu-
rities, for fiscal offenses and specified in the Accounting act. A person running a
professional activity should also have third party liability insurance (OC). An
example of activity still reserved for tax advisors, lawyers or legal advisers is
representing taxpayers before public administration and in the scope of judicial
inspection of administrative acts.

It should be noted that partial legislative changes in field of providing certain
financial services have already been introduced in some European countries, for
example, in 1994 they were introduced in the United Kingdom, in 2006 in Denmark,
in 2007 in Finland, in 2008 in Sweden and Malta. However, there is a lack of
research that would present the consequences of these changes for the companies
offering professional financial or accounting services as well as for their clients.
Generally, the authors of various studies pointed out unfulfilled expectations regard-
ing the effects of deregulation in financial and accounting professions, in particular
the lack of expected improvement of pro client orientation or the introduction of
innovations in products and services processing [3–5]. One should also emphasize
that the effects of deregulation were not studied in a complex way. In general, just
selected aspects such as the impact on pricing, scope of services as well as changes in
promotion strategies were investigated [6–9]. The interest of authors was particularly
focused on the issue of audit services. In this field, the influence of the level of
regulation on the concentration of the auditing market was examined by Simunic
[10], Maijoor et al. [11], Deis and Giroux [12], Beattie and Fearnley [13], Willekens
and Achmadi [14], Basioudis and Ellwood [15], Buijink et al. [16]. Pierce and
Sweeney [17] investigated internal work processes and systems for the management
and control of audit companies. Researchers explain the lack of critical changes in
the strategies of accounting services providers by high demand for accounting
services delivered currently [18, 19] and by oligopolistic behaviors of some com-
panies, especially audit firms, which offer their services acting in collusion or
duplicating patterns of operation [20]. The broadest studies on the results of dereg-
ulation were carried out in Sweden, but in this case just small changes in the market
of professional financial services were shown [21]. Surprising was in particular
observed increase of prices of accounting services but not their decrease, as one
could expect. In addition, small changes in the area of cooperation between compa-
nies and their clients as well as their approach to the promotion of services have been
diagnosed. The authors described the changes in professional accounting services in
Sweden as minor, but they analyzed the effects of deregulation just one year after the
introduction changes and pointed to the possibility of a certain inertia of the market
in reaction to new regulations.

3 The Research Methods

To examine in detail the impact of the new legal regulations on the activities of
entities providing financial and accounting services and prospects for their develop-
ment, the authors of this study conducted a survey on a group of accounting offices
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registered in Poland. The study was carried out by the CAWI technique in April
2017. There was used purposive (heterogenous) sampling technique on the total
group of 200 accounting offices which addresses were obtained from web pages and
social portals devoted to Polish professional accounting services. The authors
obtained filled questionnaires from 133 respondents. The questionnaire consisted
of totally 10 questions characterizing the profile of the respondent and 4 questions
related to their opinions. Two of the 4 questions were related to seven and nine
sub-questions respectively.

The respondents have been characterized accordingly to the: Age [AGE] (<30,
31–40, 41–50, >50), Education level of the accountant [EDU] (secondary, higher,
higher with postgraduate course, higher in finance and accounting, other), [EXP]
Experience in accounting (<3, 4–10, 11–15, >15), [PER] period of activity of
accounting office (<2, 2–5, 6–10, >10), Legal form [LEG] (sole proprietorship,
civil partnership, limited liability partnership, joint-stock company, other), Number
of employees [EMP] (0, 1–10, 11–20, >20), Dominant customers [CUS] (micro,
small, medium, large), scope of offered products and services [OFF] (1–10). The
presented variables were used for the association and correlation analysis with
Pearson’s Contingency (C) and Kendall’s Tau-c1 (τ) coefficients as well as in the
model of the multivariate logistics regression. All the statistical calculations were
made by using IBM SPSS Statistics vol. 25.

The research methods were used primarily to find out the subjective effects of the
deregulation and determinants of the opinions about legal changes. The authors
aimed to investigate how the age of the accountants, their education level, experi-
ence in accounting, period of activity of accounting office, legal form, number of
employees, type of prime customers and scope of products influenced the evaluation
of changes in functioning and development of accounting offices in Poland after
deregulation.

In the paper the authors put forward three hypotheses:

H1: The accounting offices which did not supported the deregulation in the past
currently evaluate it negatively

H2: The deregulation of professional accounting services threatens the sustainable
development of the accounting offices in Poland

H3: The negative effects of deregulation affect mostly the small accounting offices
(with the lowest employment level)

1The authors used Kendall’s Tau-c statistics i.e. nonparametric measure of strength and direction of
relation between two variables, containing adjustment for table size and ties between pairs of
observations, as it gives more information than commonly known Spearman’s Rho correlation
coefficient.
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4 Results

The respondents were asked about their general attitude toward supporting the
legislative change (deregulation) of professional accounting services. They could
indicate grade from 1 (definitively against) to 5 (definitively for). Most responses
confirmed a negative approach of accounting offices to the deregulation (Fig. 1).
Among the respondents which were against the legislative changes, there i.a. those
established after deregulation came into force (approx. 10%).

After investigating the general approach to support legislative changes (deregu-
lation) the authors aimed at finding associations between variables characterizing the
respondents (AGE, EDU, EXP, PER, LEG, EMP, CUS, OFF) and selected aspects
of deregulation such as: (1) Change of prices of accounting services (CPRI),
(2) Change of the level of competition (CCOM), (3) Change of the quality of
services (CQUA), (4) Change of facilitation of the performance of the accounting
profession (CFAC), (5) Change of bad practices (CBPR), (6) Change of the salaries
of accountants (CSAL), (7) Change of the safety of economic activity (CSAF). The
associations were investigated with coefficient C and χ2 test as well coefficient τ (for
ranked data). The results (only statistically significant associations at α ¼ 0.05) are
presented in the Table 1. In most cases of estimations, the τ correlation was not
statistically significant (except AGE_CCOM, EDU_ CPRI, OFF_CPRI) at α¼ 0.05.
That may confirm, that despite finding the statistical relationship between charac-
teristics of respondent’s and effects of deregulation, in majority one cannot find the
direction of changes between variables.

The data presented in the Table 1 confirm association between change of prices of
accounting services (CPRI) due to deregulation and the level of education, the scope
of the offered (representing negative and statistically significant correlations) as well
as type of serviced customers. Change of the level of competition (CCOM) turned

Fig. 1 Approach of accounting offices to the deregulation. M ¼ 2.35, Sd ¼ 1.43, Min ¼ 1,
Max ¼ 5, N ¼ 133
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out to be associated with the age of the respondent, type of served customers and the
scope of the offer. Just the age represented negative statistically significant correla-
tion. One could also find a statistically significant association between the change of
the quality (CQUA) and education level, experience in accounting, legal form and
number of employees. For all of the variables the correlations were negative,
however just the first one was statistically significant. Facilitating of the performance
of the accounting profession (CFAC) turned out to present statistically significant

Table 1 Dependencies between variables measured by coefficients C and τ

Var. CPRI CCOM CQUA CFAC CBPR CSAL CSAF Stat.

AGE – 0.371 – – – – – C

– (0.047) – – – – – p-val.

– 20.152 – – – – – τ
– (0.029) – – – – – p-val.

EDU 0.450 – 0.410 – – – – C

(0.006) – (0.043) – – – – p-val.

20.218 – 20.182 – – – – τ
(<0.001) – (0.002) – – – – p-val.

EXP – – 0.438 0.405 – – – C

– – (0.002) (0.011) – – – p-val.

– – �0.103 �0.077 – – – τ
– – (0.142) (0.241) – – – p-val.

PER – – – 0.376 – – – C

– – – (0.038) – – – p-val.

– – – �0.080 – – – τ
– – – (0.293) – – – p-val.

LEG – – 0.551 – – – – C

– – (<0.001) – – – – p-val.

– – �0.057 – – – – τ
– – (0.249) – – – – p-val.

EMP – – 0.417 – – – – C

– – (0.005) – – – – p-val.

– – �0.038 – – – – τ
– – (0.554) – – – – p-val.

CUS 0.334 0.360 – – 0.380 – – C

(0.033) (0.011) – – (0.004) – – p-val.

0.019 0.025 – – �0.005 – – τ
(0.749) (0.676) – – (0.943) – – p-val.

OFF 0.617 0.644 – 0.491 – 0.462 0.513 C

(<0.001) (<0.001) – (0.042) – (0.021) (0.012) p-val.

20.143 0.106 – 0.004 – �0.090 -0.065 τ
(0.024) (0.101) – (0.951) – (0.221) (0.314) p-val.

C Pearson’s contingency coefficient estimates; τ Kendall’s Tau coefficient estimates, α ¼ 0.05,
N ¼ 133
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relationship with the experience and period of activity of the accounting office as
well as the scope of the offer. The two first cases represented negative correlation
and the last positive, however all of the τ values were not statistically significant.
Change of bad practices (CBPR) showed statistically significant association with the
type of customers, while change of salaries of accountants (CSAL) and change of
economic safety (CSAF) presented association with the type of customers and the
scope of the offer. The all three τ correlations for the analyzed three relationships
were not statistically significant. Summarizing the investigation of the relationships
between changes caused due to the deregulation and characteristics of the respon-
dents, one may find the largest influence of the scope of the offer (i.e. number and
diversity of offered products and services). Moreover, just for EDU_CPRI,
EDU_CQUA, OFF_CPRI and AGE_CCOM correlations measured by τ were sta-
tistically significant, what may confirm, that in majority one cannot find the direction
of the relationships.

To deepen the analysis between variables, the authors investigated dependencies
between seven aspects of deregulation finding their mutual associations. In particu-
lar, there were noticed interesting results of correlations of the variable CCOM
(i.e. changes of competition). CCOM was positively correlated to CBPR and
negatively to CPRI, CSAF, CQUA and CSAL.2 Such results may confirm that in
the opinion of accounting offices the increase of competition due to deregulation is
associated with simultaneous increase of bad practices as well as decrease of pricing,
safety, quality of services and salaries of accountants.

Apart from identifying the associations of the changes in functioning of account-
ing offices, the authors aimed to evaluate the influence of deregulation on the whole
sector of professional accounting services. The evaluation was made upon the
answers of the respondents given in the seven categories CPRI, CCOM, CQUA,
CFAC, CBPR, CSAF, CSAL. The respondents were allowed to grade from 1 to 5.3

The total value of the gradings of all seven categories was named as deregulation
index and it ranged between 7 (minimal value 7 � 1) and 35 (maximal value 7 � 5).
Figure 2 presents the distribution of the index.

Figure 2 confirms negative evaluation of changes of deregulation in the sector of
professional accounting services with mean 15.48 falling below neutral assessment
of the deregulation at 21 (7 � 3). The χ2 test (p-value ¼ 0.007) confirmed statisti-
cally significant relation between the value of the index and attitude of the respon-
dents towards supporting of deregulation. It shows that those offices which did not
supported the deregulation before, currently evaluate it negatively. Such result
confirms the hypothesis H1.

To deepen the knowledge about negative assessment of the deregulation by
accounting offices, the authors tended to find variables and parameters determining

2The τ correlations were respectively: 0.353, �0.396, �0.140, �0.232, �0.366. P-value of all of
the ratios was <0.05.
3Grades 1 and 2 were associated with negative influence of deregulation, grade 3 was neutral while
grades 4 and 5 indicated positive influence of the deregulation onto sector of professional account-
ing services.
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the negative perception of deregulation. As the negative effects (Yj) there were
chosen: Y1—decrease of prices (DPRI), Y2—increase of competition (ICOM),
Y3—decrease of quality of services (DQUA), Y4—decrease of salaries of accoun-
tants (DSAL), Y5—no facilitation of the performance of the profession of accoun-
tant (NFAC), Y6—increase of bad practices (IBPR), Y7—decrease of safety of
economic activity (DSAF). To find the relationships, the authors used multivariate
logistic regression model at α¼ 0.1 with independent variables such as: AGE, EDU,
EXP, PER, LEG, EMP, CUS, OFF. Equation (1) presents the formal model.

Logit P Yj ¼ 1jX� � ¼ β0 þ β1j ∙AGE þ β2j ∙EDU þ β3j ∙EXPþ β4j ∙PER

þ β5j ∙ LEGþ β6j ∙EMPþ β7j ∙CUSþ β8j ∙OFF þ εj, ð1Þ

where j ¼ 1, . . ., 7.
The estimation of the parameters was performed with Wald variable backward

elimination. The results (only statistically significant) are presented in the Table 2.
Table 2 shows that more respondents indicate the occurrence of negative effects

of deregulation for six out of seven categories of changes than positive or neutral. In
particular they indicated the decrease of prices, quality and salaries of accountants as
well as increasing of competition and bad practices.4 Those indications may confirm
that accounting offices find deregulation as bringing primarily negative effects,
which create risk to their sustainable development. The sustainable development

Fig. 2 Distribution of deregulation index. M ¼ 15.48, Sd ¼ 4451, N ¼ 133, Min ¼ 7, Max ¼ 25

4The respondents indicated also decrease of economic safety (75 versus 58 indications), however
the parameters of the estimation of (Y7) DSAF turned out to be statistically insignificant.
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Table 2 Models of logistic regression of negative effects of deregulation

Variables β St. Error p-val. Exp (β) (�) 95% (+) 95%

(Y1) DPRI YES (1) ¼ 92, NO (0) ¼ 41
EDU (High Fin. & Acc.) BASE 0.019

EDU (Second) �1.992 0.633 0.002 0.136 0.039 0.471

EDU (High) �0.999 0.506 0.048 0.368 0.137 0.992

EDU (High Postgrad.) �0.999 0.545 0.067 0.368 0.127 1.073

Intercept 1.404 0.298 <0.001 4.071

H-L Test ¼ 1.000

R2 Cox-Snell ¼ 0.107

R2 Nagelkerkeg ¼ 0.15

(Y2) ICOM YES (1) ¼ 102, NO (0) ¼ 31
AGE (>50) BASE 0.015

AGE (31–40) 1.897 0.597 0.001 6.667 2.067 21.501

AGE (41–50) 1.386 0.582 0.017 4.000 1.278 12.519

H-L Test ¼ 1.000

R2 Cox-Snell ¼ 0.076

R2 Nagelkerkeg ¼ 0.115

(Y3) DQUA YES (1) ¼ 79, NO (0) ¼ 54
AGE (>50) BASE 0.096

AGE (31–40) 1.465 0.722 0.042 4.328 1.051 17.815

AGE (41–50) 1.585 0.668 0.018 4.879 1.318 18.064

PER (>10) 0.041

PER (<2) �2.003 0.709 0.005 0.135 0.034 0.542

H-L Test ¼ 1.000

R2 Cox-Snell ¼ 0.11

R2 Nagelkerkeg ¼ 0.148

(Y4) DSAL YES (1) ¼ 86, NO (0) ¼ 47
PER (>10) BASE 0.028

PER (<2) �1.609 0.612 0.009 0.220 0.060 0.664

H-L Test ¼ 0.970

R2 Cox-Snell ¼ 0.184

R2 Nagelkerkeg ¼ 0.253

(Y5) NFAC YES (1) ¼ 28, NO (0) ¼ 105
AGE (>50) BASE 0.006

AGE (<30) �3.335 1.250 0.008 0.036 0.003 0.413

AGE (31–40) �2.489 0.754 0.001 0.083 0.019 0.364

AGE (41–50) �1.954 0.719 0.007 0.142 0.035 0.580

EDU (High Fin. & Acc.) BASE 0.097

EDU (Second) �2.138 0.994 0.031 0.118 0.017 0.827

(continued)
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should be considered here as the development without significant and unpredictable
changes of pricing, quality, accessibility, structure, reliability and efficiency of the
accounting services. The indications of the respondents positively verify the hypoth-
esis H2.

The logistic regression models confirmed that there is quite narrow and homog-
enous set of variables influencing the negative perception of deregulation in all seven
areas, including age, education level and period of running of accounting office. The
education level determined the perception of decrease of pricing, lack of facilitation
of the accounting profession and increase of bad practices. In all three cases there
was a smaller chance to obtain negative opinion from respondents with secondary
and higher education than respondents educated in finance and accounting. Age of
the respondents turned out to be significant in determining increase of competition,
decrease of quality and lack of facilitation of the accounting profession as conse-
quences of deregulation. In these cases, younger people were determining the
decrease of prices and the older generation set the decrease of quality and lack of
facilitation of the accounting profession. Period of running of the accounting office
was determining negative opinions about decrease of quality and decrease of
salaries. In both cases the offices with longer period were more eager to indicate
the decrease comparing to the offices with less than 2 years of functioning. The
above-mentioned variables may indicate that negative evaluation of the deregulation
is dependent primarily on individual features of respondents but not objective
characteristics of accounting offices such as size, type of serviced clients, scope of
the offer or legal form. As the logistic regression models do not confirm statistical

Table 2 (continued)

Variables β St. Error p-val. Exp (β) (�) 95% (+) 95%

EDU (High) �1.719 0.796 0.031 0.179 0.038 0.852

Intercept 1.185 0.698 0.900 3.270

H-L Test ¼ 0.977

R2 Cox-Snell ¼ 0.131

R2 Nagelkerkeg ¼ 0.204

(Y6) IBPR YES (1) ¼ 88, NO (0) ¼ 45
EDU (High Fin. & Acc.) BASE 0.063

EDU (Second) �1.235 0.605 0.041 0.291 0.089 0.953

EDU (High) �0.994 0.493 0.044 0.370 0.141 0.973

EDU (High Postgrad.) �1.034 0.532 0.052 0.356 0.125 1.008

Intercept 1.235 0.284 <0.001 3.437

H-L Test ¼ 1.000

R2 Cox-Snell ¼ 0.068

R2 Nagelkerkeg ¼ 0.095

N ¼ 133
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influence of the number of employees (size) of the accounting offices onto indication
of negative effects of deregulation, hence they negatively verify the hypothesis H3.

After giving opinions about the attitude toward deregulation and evaluating the
changes in the seven areas of operating of accounting offices sector after deregula-
tion, the respondents indicated if they noticed any changes in functioning and
development of own accounting offices. Among 133 units approx. 38% confirmed
occurrence of changes as the effect of deregulation, 17% indicated changes but not
related to deregulation and 45% didn’t find any changes.5 The analysis by χ2 test
confirmed statistical significance of the distribution of opinions at α ¼ 0.05
(p-value ¼ 0.007) however there were no statistically significant dependencies
between the opinions and the variables: AGE, EDU, EXP, PER, LEG, EMP,
CUS, OFF.

5 Conclusions

The deregulation of the performing professional accounting services as such tended
to facilitate coming into the profession by new persons, to increase the number of
entities in the sector and in effect to reduce the prices of the professional accounting
services. The ultimate goal was to support more intensive use the services especially
by SME companies and make professional accounting services more accessible.
From the perspective of the accounting offices the deregulation is in general nega-
tively assessed, what is not particularly surprising. None of the respondents
presented overall good or very good evaluation of this process, and in six out of
seven major areas of functioning of professional accounting services there were
dominating negative gradings of changes. Such results may indicate that from the
perspective of accounting offices there is a threat to their sustainable functioning and
development. Such attitude is in line with a general low support of the process of
deregulation by accounting offices. When evaluating the process of deregulation and
its consequences, one may find that the scope of offered products and services is
linked with the highest number of areas of functioning of accounting offices affected
by legal changes. Less important are types of serviced customers, experience in
accounting or period of activity of accounting office. The models of negative effects
of deregulation characterized by accounting offices indicate that there is no universal
set of variables determining occurrence of negative effects in all seven areas of
influence of deregulation. The logistic regression models show that in most cases the
negative perception is related to personal features of the respondents such as
education level, experience in accounting or age but not the legal form, number of
employees, type of served customers or scope of the offer. Just in case of indication

5The structure analysis contained all the accounting offices, including those established after 2014,
as they could be affected indirectly by the deregulation e.g. through adjustment to the new law of the
whole sector of professional accounting services.
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of decrease of quality and decrease of salaries the statistically significant was the
period of activity as the feature characterizing the accounting office as institution.
Such results may point out rather subjective character of negative perception of
the process of deregulation.

The results presented above do not fill all the gap related to evaluation of
influence of deregulation onto sustainable development of the professional account-
ing offices in Poland. They just represent the subjective view over the problem of
deregulation and should be confronted with official market data presenting e.g. the
pricing of services, number of competitors, level of salaries of accountants or
number of registered bad practices of accounting offices. Moreover, the results
should be confronted with the evaluation of the deregulation presenting a perspective
of clients of the accounting offices, which would confirm or deny the idea of
negative effects of legislative changes in professional accounting services.
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Private Insurance and Unmet Health Needs

Paulina Ucieklak-Jeż, Agnieszka Bem, and Paweł Prędkiewicz

1 Introduction

Inequality in health means unnecessary and avoidable differences in health status
that are considered as being unfair. Health needs are defined as a disturbance in the
health or social well-being, which require intervention in the form of medicinal
action, rehabilitation or social assistance, as well as preventive actions [1–3]. Unmet
health needs affect the population’s health and lead to health inequalities that derive
from social factors [4–7], the mechanisms and sources of funding, health system’s
organization [8] or the equitable distribution of human resources [9, 10]. In fact we
can talk about the simultaneous interaction of biological and social determinants and
the impact of health system’ funding mechanisms [11]. The literature suggests a very
diverse set of definitions that focus on selected organizational and functional aspects
of private health insurance. M. Kawiński [12] proposes a model split of existing
insurance mechanisms:

– public insurance is a business arrangement initiated and organized by the state,
which compensates for the losses the from public funds;

– private insurance is a business arrangement initiated and organized by the state,
which compensates for the losses the from private funds.
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Currently, the differences between public and private insurance are largely
imprecise [13]. Terms used by the OECD, such as private health insurance, private
social health insurance or social health insurance do not have the exact definitional
boundaries [14]. The following characteristics enable to classify the particular
solutions as public or private insurance:

– requiredness insurance,
– a way of premiums’ calculating (risk-dependent, flat-rate contribution, depending

on income),
– managing entity (commercial, private non-profit, public) [15].

Private insurance to meet an important role in the system of healthcare financing
by being its basis or serving as a complementary or supplementary mechanisms.
However, systems based to a large extent on private insurance, especially when a
premium is risk-dependent, can lead to the exclusion of not only people with lower
income, but also those whose health needs are greater. As a result, it can be a source
of unmet health needs.

The aim of the research is to examine the impact of a level of income on the unmet
health needs in countries, where health systems are to a greater, or lesser, extent
based on the private insurance schemes.

2 Theoretical Background

Although Europe is an area with relatively best health care coverage [16], there are still
groups which cannot obtain necessary health benefits (elderly, kids, women, ethnic
minorities, poor individuals). The differences in the level of unmet health needs can be
observed not only between social subgroups [17] but also among countries.

The concept of “unmet medical needs” is defined as the lack of services which are
assessed as necessary to avoid negative health consequences [18] or as the differ-
ences between services perceived as necessary and the services actually received
[19, 20]. According to Kim et al. [18] the concept of unmet needs is linked to three
categories: (1) availability of services, (2) accessibility and (3) acceptability of
available services. Originally Carr and Wolfe [19] suggest that the unmet health
needs can be measured using both “clinical” and “subjective” approach. The clinical
approach refers to situations when health needs may not be met because there is no
treatment that could improve patient’s state of health or even bring some relief
[21]. That’s way nowadays the “subjective approach” is widely prevalent.
According to that each of the presently existing definition emphasizes this subjective
nature of the phenomenon of unmet needs. As far as the existing inequalities in
access to healthcare, particularly potential, have the objective nature, unmet health
needs are strongly influenced by individual’s character. Next to the classic factors
(like for example a social gradient) which may cause that a patient does not receive
the appropriate care, other factors, such as fear of treatment or religious beliefs may
be also important. It is also important that the fact of health needs’ feeling is not
always strictly related to the current state of health.
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Previous research suggests that the construction of the health care system is
linked to the level of reported unmet health needs—the elderly in certain countries
(among them in Poland) use fewer services and demonstrate a higher level of unmet
care needs when compared with other countries [22]. Preliminary studies suggest
that health systems create barriers in a different way—while a system based on
health insurance generates mostly financial barriers, a system based on free public
healthcare cumulates the unmet needs due to long waiting lists [23–26].

The private health insurance are based not only on the individual health state’s
assessment but also on the ability to pay. Assuming that lower income means weaker
access to health benefits, a greater share of out-of-pocket health spending, which is
typical for the system of private health insurance, reduces the chance to meet health
needs. This relationship is confirmed in a few studies [27]. Generally out-of-pocket
payments create a very important barrier for low income groups [28], while from a
point of view of higher income groups this is also a chance to avoid long waiting lists
[20]. On the other hand the cost of insurance premium can be unacceptably high for
social groups characterised by lower income, higher aged or affected by chronic
diseases.

3 Methodology and Data

The research is based on the data coming from the European Health Interview
Survey (EHIS),1 covering the years 2008–2016, for 24 European countries split
into two subgroups [29].

– Group A—countries, where private health insurance plays a significant role in
healthcare benefits’ financing: Netherlands, Switzerland, Slovakia, Belgium,
France, Ireland, Slovenia, Austria, Germany, Portugal;

– Group B—countries, where private health insurance plays an insubstantial role in
healthcare benefits’ financing: Czech Republic, Denmark, Estonia, Finland,
Greece, Hungary, Iceland, Italy, Norway, Poland, Spain, Sweden, Turkey, United
Kingdom.

In the analysis we assume that a system where private insurers participate in a
general health system belongs to the private insurance. Therefore, systems of
countries such as the Netherlands, Slovakia and Switzerland are treated as private
ones—those countries are, without a further analysis earmarked as the countries with
an important role of private insurance. In the case of other countries we employ the
cluster analysis, based on the method of k-means in order to split them into the
groups A and B. Then the centres of gravity of the two groups, using the Euclidean

1The European Statistics of Income and Living Condition (EU-SILC) survey contains a small
module on health, composed of 3 variables on health status and 4 variables on unmet needs for
health care.
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distance, have been determined and each point has been assigned to the nearest
group. Calculations of distances and the iterative assignment to groups have been
repeated for 30 times. Because the method split the observations (countries) into two
subgroups without any qualitative differentiation, during the last step the with a
higher level of average private current expenditure on heath have been qualified into
the group A, while the others—into the group B. Due to the fact that the final
assignment may be dependent on the initial one, this procedure has been repeated for
1000 times, calculating the frequency of the assignment into groups.

We pose the following research hypothesis (H1): in the group A the health
inequality expressed by the level of unmet health needs by social groups
characterised by different disposable income is smaller when compared with the
group B.

We analyse the variables representing the perceived availability of health care
services in five groups depending on the total disposable income:

– (Q0_20)—the first group of quintile income;
– (Q20_40)—the second group of quintile income;
– (Q40_60)—the third group of quintile income;
– (Q 60_80)—the fourth group of quintile income;
– (Q80_100)—the fifth group of quintile income.

The subjective availability of the health care services is expressed by the level of
unmet health needs analysed using the three characteristics:

– ZQ1—unmet needs for medical examinations due to too high costs;
– ZQ2—unmet needs for medical examinations due to the spatial availability (lack

of service providers);
– ZQ3—unmet needs for medical examination related to the long waiting time.

To assess the inequality expressed by the level of unmet health needs depending
on income the Gini coefficient is used. Gini index, a statistics measure often used to
assess the level of concentration (inequality) of random variable distribution
[30–32]. Technically, by dividing the interval [0, 1] into three sections: <0–0.3
(3)>,<0.3(3)–0.6(6)> and<0.6(6)–1>, we may assign the following interpretation
to the values of the Gini coefficient, respectively: low, moderate and high level of
inequality [33].

4 Results and Discussion

In the first stage of the research we analyse the descriptive statistics for variables
ZQ1, ZQ2 and ZQ3 expressing the unmet health needs by income groups (Table 1).

In the case of ZQ1 and ZQ2 (group A) we can observe to simultaneous tenden-
cies: the level of unmet medical needs decreases along with the increase of income
and, in the same time, increases with time (2016 comparing with 2008) for all
income groups. Also in the case of ZQ2 the level of unmet medical needs is higher
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for the groups characterised by lower disposable income. At the same time the
volatility of ZQ2 can be assessed as extremely large, and for ZQ3—very large.
The lowest dispersion is shown for the ZQ1 variable. The lowest level of asymmetry
(0.49) can be observed in the case of ZQ1 and ZQ3 within the population with lowest
income (Q0_20). The value of the skewness for ZQ1 and ZQ3 increases in the year
2016 (Table 1).

In the case of group B the level of unmet medical needs generally decreases for
the higher income groups (except of ZQ3 for Q60_80 in 2008). In contrast with the
A group we can observe that the values of ZQ1, ZQ2 and ZQ3 are lower for 2016
than for the 2008—the level of unmet medical needs decreases with time. At the
same time the average values for all variables (ZQ1, ZQ2 and ZG3) are higher in the
group B, as well as the volatility. The skewness exceeds 1 and, for some observa-
tions, even achieves values higher than 2 for ZQ2 variables (Table 2).

To conclude—with the increase in income both in the group A and B decreases
the level of unmet medical needs. In the countries of group B the mean values are, for
all observations, much higher than in the group A.

During the next stage of our research we study the Gini coefficient for variables
ZQ1 (Table 3), ZQ2 (Table 4) and ZQ3 (Table 5), separately for the countries from
the group A and the group B.

In the case of unmet needs related to financial barriers (ZQ1) the Gini coefficient
suggest the inequality of medium to high strenght, with the highest values for people
from the highest income group (Q80_100). In all income groups the inequality
indicators are higher for countries from the group B (Table 3).

In the case of unmet health needs, which caused by the spatial availability of
healthcare providers (ZQ2), Gini coefficients also take the value from medium to
high, with higher values can be observed in the countries of the group A than form
the Group B. In the A group countries the highest level of inequality applies to the
group of income Q60_80 and in B group countries—the group with highest income
(Q80_100).

When it comes to inequality in the level of unmet health needs due to the long
waiting times, in both groups (A and B) the Gini coefficients indicate the medium
level of concentration. We can only conclude that the level of inequality increases in
all income groups in the year 2016 comparing to the year 2008 (Table 5).

During the analysed period (2008–2016), the level of inequality in the majority of
social groups increases. The comparison of the average level of inequalities for
countries A and B indicates that in the countries of the A group spatial availability is
the main cause of unmet health needs, while in the countries of the B group—
financial barriers and waiting time seems to be more important (Table 6).

The results presented in above allow us for at least partial adoption of the H1
hypothesis. The study confirms that in countries where the health care financing
system more heavily relies on private health insurance the disparities in the level of
unmet needs are, on average, lower if they derive from financial barriers or long
waiting times. In countries where private insurance are less developed financial
barriers and waiting times are, on average, the more important cause of unmet health
needs while the providers’ network plays not so important role.
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At the level of the whole sample with increasing income the decline in the average
level of unmet medical needs caused by high costs can be observed. However at the
same time in the group with the highest income we confirm the greatest inequality,
particularly in countries with the greater role of private insurance.

Previous studies support a strong relationship between unmet health needs and
poverty, indicating that this effect is stronger in the case of private insurance
[9, 34]. A costsharing that is typically a part of private insurance can be a source
of this effect [35, 36]. At the same time, patients having the lowest income usually
wait longer for health benefits [37–39].

Table 3 Gini coefficient for the concentration of unmet needs for medical examination due to high
costs (ZQ1) in the years 2008–2016

2008 2009 2010 2011 2012 2013 2014 2015 2016

A

Q0_20 0.44 0.46 0.35 0.40 0.40 0.41 0.44 0.58 0.55

Q20_40 0.36 0.44 0.49 0.44 0.42 0.47 0.46 0.57 0.50

Q40_60 0.54 0.54 0.52 0.50 0.56 0.49 0.56 0.61 0.51

Q60_80 0.47 0.56 0.56 0.51 0.61 0.62 0.61 0.60 0.61

Q80_100 0.90 0.80 0.83 0.80 0.83 0.75 0.80 0.75 0.82

B

Q0_20 0.63 0.66 0.66 0.63 0.58 0.64 0.59 0.60 0.78

Q20_40 0.68 0.67 0.70 0.64 0.60 0.66 0.66 0.68 0.76

Q40_60 0.70 0.71 0.71 0.65 0.63 0.71 0.67 0.67 0.77

Q60_80 0.65 0.72 0.68 0.60 0.62 0.72 0.63 0.74 0.69

Q80_100 0.62 0.70 0.71 0.67 0.63 0.70 0.62 0.66 0.79

Table 4 Gini coefficient for the concentration of unmet needs for medical examination due to
spatial availability (ZQ2) in the years 2008–2016

2008 2009 2010 2011 2012 2013 2014 2015 2016

A

Q0_20 0.63 0.68 0.59 0.66 0.53 0.56 0.55 0.66 0.57

Q20_40 0.73 0.62 0.74 0.81 0.61 0.55 0.67 0.73 0.78

Q40_60 0.86 0.85 0.79 0.80 0.60 0.83 0.70 0.81 0.74

Q60_80 0.90 0.86 0.90 0.74 0.90 0.80 0.66 0.74 0.80

Q80_100 0.49 0.55 0.66 0.61 0.58 0.51 0.63 0.69 0.56

B

Q0_20 0.58 0.46 0.49 0.56 0.53 0.51 0.48 0.56 0.73

Q20_40 0.57 0.48 0.52 0.45 0.53 0.48 0.46 0.47 0.67

Q40_60 0.56 0.56 0.57 0.62 0.57 0.52 0.52 0.53 0.62

Q60_80 0.49 0.45 0.62 0.63 0.54 0.62 0.68 0.57 0.61

Q80_100 0.68 0.66 0.67 0.74 0.66 0.69 0.78 0.66 0.64
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Our study confirms that both higher income is related to lower financial barriers
and shorter waiting times but surprisingly this effect seems to be visible in the
countries where the health systems relies more on the private insurance. In this sense,
the results are consistent with research showing that in the case of outpatient care a
greater share of private funds improves system efficiency [40].

5 Conclusions

The presented results can be considered as a little but surprising. Usually it is
considered that a greater share of public funds improves access to health benefits,
particularly in the case of social groups characterised by higher health needs or
excluded due to income or education.

Although the results confirm a negative relationship between income and unmet
health needs, at the same time suggest that the level of unmet health needs is higher
in countries where health benefits are financed primarily from public funds. Studies
also indicate that activities which aim to improve access to health services should be

Table 5 Gini coefficient for the concentration of unmet needs for medical examination due to long
waiting times (ZQ3) in the years 2008–2016

2008 2009 2010 2011 2012 2013 2014 2015 2016

A

Q0_20 0.45 0.52 0.49 0.50 0.54 0.47 0.63 0.49 0.65

Q20_40 0.55 0.48 0.51 0.57 0.56 0.50 0.58 0.60 0.60

Q40_60 0.49 0.51 0.55 0.61 0.53 0.49 0.52 0.61 0.54

Q60_80 0.58 0.62 0.47 0.60 0.46 0.62 0.59 0.67 0.65

Q80_100 0.49 0.55 0.66 0.61 0.58 0.51 0.63 0.69 0.56

B

Q0_20 0.53 0.51 0.52 0.57 0.56 0.61 0.56 0.62 0.68

Q20_40 0.56 0.62 0.68 0.59 0.60 0.60 0.61 0.65 0.72

Q40_60 0.59 0.50 0.54 0.56 0.58 0.59 0.62 0.56 0.68

Q60_80 0.59 0.53 0.52 0.60 0.61 0.64 0.63 0.65 0.69

Q80_100 0.54 0.49 0.57 0.64 0.61 0.62 0.64 0.66 0.73

Table 6 Average values of
Gini coefficient for
concentration of unmet needs
for medical examination due
to high costs (ZQ1) in the
years 2008–2016

A B

ZQ1 0.57 0.67

ZQ2 0.69 0.58

ZQ3 0.56 0.60
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employed in all social groups, while the high-income groups face higher inequality
of unmet heath needs.

This research has several limitations—the more important is that the problem of
unmet health needs is limited to the ambulatory care.
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Can We Own the Energy Transition? From
Policy to Practice Within the Framework
of Psychological Ownership Theory

Bożena Ryszawska, Anna Haczkowska, and Piotr Szymański

1 Owning the Energy Transition: The Literature Review

The energy transition process grounded in building mass awareness about climate
change can be described as aimed to create a feeling of psychological ownership
towards the environment. On one hand, it may sound illogical because neither the
environment is an object that one can possess, nor such ownership can be referred to
legal or economic norms of possession. But in fact, the definition of psychological
ownership clearly highlights that to induce the feeling of ownership both these
intuitive requirements do not have to be met. As opposite to more formally defined
notions of possession, psychological ownership refers to the relationship that can be
established between an individual and an object, which can be explained as “the state
in which individuals feel as though the target of ownership or a piece of that target is
‘theirs’” [1, p. 86]. Although the word ‘object’ can naturally imply something
physical, the long history of academic researches proves, this specific relation can
be experienced in relation to something intangible, digital or even abstract. A variety
of contexts in which psychological ownership was investigated includes i.e. personal
data [2], digital technology [3], virtual goods [4], brands [5] or jobs [6]. Also, the
mechanisms leading to establish the feeling of ownership are confirmed within the
theories grounded in various social disciplines, starting from sociology, ending at
development psychology [7]. Regardless of the context, the mechanism is replicable
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although the role of key determinants may be different. As pictured below (Fig. 1),
the deep motives behind developing psychological ownership towards surrounding
objects or concepts are always related to the self of the owner and his/her personal
benefits. As a result, the initial needs such as to feel effective, define own identity,
feel ‘at home’ and seek stimulation are satisfied by specific motivational, attitudinal
and behavioral implications of this process. Also, the three ‘routes’ leading to
establishing this relation are constant. They are: through exercising control over
the object, getting to intimately know the object and making personal investments
into the object [1, 8, 9].

In contrast to the already mentioned aspects, the towards object proximity
become the most important contextual factor influencing to what extent the psycho-
logical ownership may develop and what the consequences might be. The psycho-
logical ownership framework was already identified as a potentially valuable tool to
analyse the barriers hindering the popularization of sustainable behaviors, such as
lack of perceived efficacy, responsibility, relevance and immediate benefits accom-
panied at the same time with the necessity to pay immediate costs [10]. Moreover, as
Suessenbach and Kamleitner point out that establishing the relation of ownership
between an individual and environment may tackle these barriers and help in
resolving the attitude-behavior gap. As the proximity issue was not yet discussed
in detail, in this article the conceptual framework of PO is used to analyze the energy
transition process in contrasting contexts of low proximity (on the mass, political and
international scale) and juxtaposed with a single case study analysis where high
proximity between objects and target may be observed. Analyzing the process of
transformation in this contrastive contexts provides deeper insights on how the three
interrelated routes to establish PO function and what are the key success factors of
PO theory in supporting change management.

Motives
-   Efficacy and
    effectance

Exercise of control Openness

Attractiveness

Target attributesCauses

Visibility Motivational
consequences

Attitudinal
consequences

Behavioral
consequences

Manipulability

AccessibilityAvailability

Proximity

Time

Psychological
ownership

Coming to know
intimately

Investment of the self

-   Self-identity
-   Having a place
-   Stimulation

Fig. 1 The theory of psychological ownership [7]
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1.1 Owning the Problem Once Knowledge Has Got the Public
Attention

It is hard to deny that for years the topics such as the greenhouse effect or energy
crisis were outside the public discourse. As long as the ecology issues were per-
ceived as distant and vague, raised by a very small and thus insignificant group of
activists and scientists, their impact on the everyday life of a typical human being
was rather low. The common goal of the initial steps taken in order to change it was
to get public attention by presenting incontrovertible proofs that human actions, such
as wasting natural resources and polluting the atmosphere, influence the environ-
ment negatively, which will backfire sooner and on a greater scale than one could
imagine. Over the next years of persistent actions, thousands of information cam-
paigns and scientific research, the topics such as global warming and air pollution
finally reached the breaking point and were introduced to mass awareness and
political decision-making process. Following the initial route to ‘own’ this prob-
lem—acquiring deeper and broader knowledge as well as disseminating it across the
globe took decades, but according to PO theory was an indispensable stage preced-
ing further actions. The years of increasing interest to assess our impact on the
environment and presenting its concerning results in the public discourse brought
not only the feeling of ownership towards the planet but concurrently the feeling of
responsibility.

When mentioned outside of the humans-planet context, intuitively the feeling of
responsibility rooted in owning something does not imply negative emotions—quite
the opposite “psychological ownership for a particular target may also promote
feelings of responsibility that include feelings of being protective, caring, and
nurturing, and the proactive assumption of responsibility for the target” [1]. But,
in this particular situation, this notion is apparently very close to “blame”, “fault”
and “guilt”. On this negative and scary media coverage outlining the already visible
and inevitable future loses and harms, the feeling of responsibility for the environ-
ment was supposed to grow on a mass scale. Once established, this responsible
attitude built on a variety of hard evidence confirming the gap between current and
necessary actions should motivate societies to create environmentally friendly solu-
tions and present sustainable behaviors. The basics of cognitive dissonance theory
[11], as well as many later theories explaining altruistic behavior [12], imply, that
when facing an important discrepancy (between two facts or our normative belief
and the situation) one feels an internal drive and motivation to resolve and/or erase
it. Although there are many internal and external factors influencing the final
decision, it is proven that the bigger the gap between desirable and actual situation
is, the bigger the motivation to resolve it. Consequently following through the
‘knowledge route’ and facing a growing number of information about negative
outcomes of pollution and wasting natural resources, it is expected to automatically
switch to ‘control route’ through taking quick and decisive actions taken to resolve
it. But it appears this motivation does not lead directly to making real changes in how
society and industry act in relation to the environment. Does it mean the process was
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not successful and after all these efforts we still do not feel the owners of the
problem? Not necessarily.

1.2 Owning the Solution Through Experiencing Control Over
Strategies, Budgets and Action Plans

Human beings felt ‘the owners’ of the planet along before the ecological topics were
discussed. Since centuries this feeling was grounded in the anthropocentric Cartesian
philosophy enforced with religious beliefs. The perception of ourselves as the most
developed species on the whole planet Earth was directly linked with the assumption
that we should get to know and learn how to control its resources in order to achieve
own goals and benefits [13]. As we can see on our own example in relation to the
environment, these positive motives resulting from ‘owning the problem’ and the
expected consequences to become protective, caring and nurturing may not appear
automatically and even if raised, may still not influence actual behavior.

Among many possible explanations mentioned in altruistic behavior and psycho-
logical ownership literature, the notions of competence seem crucial in the context of
sustainable behavior. It is because it connects both the aspect of knowledge about the
target and how to behave in relation to it and the aspect of perceived efficacy of these
actions: “If people feel efficacious and competent, they tend to develop psychological
ownership of the object being “influenced”” [1]. Considering the long history of
“blaming” discourse and a vast number of examples proving our damaging influence
on the environment, the consequences for our feeling of competence seems obvious:
we are highly effective in destroying and harming our planet, but not in taking care
of and protecting it. As a result, the initial positive motivation, that could be derived
from feeling responsible for environment, clashes with the perception of low com-
petence preventing us from taking actual actions. Apparently, the initial phase of
proving negative consequences has raised the overall awareness about climate
change high enough to prevent us from settle at this stage. Once spotted, the
evidence appeared to be substantially convincing and troubling to keep the motiva-
tion to find and implement solutions up and result in taking some major attempts to
take control over building new competencies and finding appropriate solutions.

At the first UNFCCC Conference of the Parties (COP 1), which was held in
Berlin in 1995, the participants accepted the first common aims in order to take
international pro-climate action. The Kyoto Protocol established during COP 3, in
1997 in Japan, outlined the greenhouse gas emissions reduction commitments along
with the standards related to emissions trading, the clean development mechanism
and joint implementation, known as the Kyoto mechanisms. Transition to renewable
energy resources supports achieving the goals of a low-emission economy and
contributes to mitigation and adaptation to climate change, which is important in
the context of the Paris Agreement and Strategy Europe 2020. Sustainable growth
based on energy and resources efficiency accompanied by increased renewable
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energy production are the essence of the strategy. European countries have jointly
accepted the common goal stated in this energy policy: reaching 27% share of the
energy coming from renewable resources in the total energy consumption [14] and
are already planning to raise it to at least 32% in the nearest future [15]. In order to
achieve this goal, the member states face precisely defined milestones defined until
2020: 20% reduction of CO2 emissions, 20% increase of green energy production
and achieving 20% share of renewable energy in total energy consumption
(in relation to the 1990 base year). It is worth mentioning that the importance of
these priorities is still raising as our perception of efficacy grows—in new financial
perspective 2021–2027 the share of funds dedicated to climate and energy transition
across all EU programs in the total EU expenditures will be raised from 20% in
2014–2020 to at least 25%.

Achieving these ambitious goals will revolutionise the energy landscape as there
is no historical precedent for transforming energy systems at this scale and at this
speed [16]. On one hand, recent data confirm growing public approval towards the
energy transition: 82% of Europeans (and 78% of Poles) agree that more public
financial support should be allocated into switching on green energy resources [17,
p. 479], what may prove that these actions are generally evaluated as effective. On
the other, we can observe an attitude-behavior gap—the contradiction between
actual actions and beliefs or attitudes which appears often in the context of behaviors
perceived as socially desirable [18]. In this particular case, it is proved by increasing
acceptance and declared support for sustainability, which at the same time is not
reinforced by taking more sustainable actions on a daily basis.

Although important, popularization of new ways of thinking and introducing new
attitudes is still not enough and the two mutually supporting routes of disseminating
knowledge and building mechanisms of control are not sufficient to trigger societal
changes. As long as the change takes place only on declarative level—as commonly
repeated opinions and supportive attitudes—even if massive, it stays an empty
slogan. When seen through the lenses of responsible innovation, the energy transi-
tion cannot be limited simply to providing political frameworks, sharing information
and creating new business models. To increase the pace as well as the scale of
impact, it needs to be enforced with a social change through democratic governance
of innovation: “a transparent, interactive process by which societal actors and
innovators become mutually responsive to each other with a view to the (ethical)
acceptability, sustainability and societal desirability of the innovation process and
its marketable products (in order to allow a proper embedding of scientific and
technological advances in our society)” [19]. To achieve measurable effects these
declarations made on a political level have to actually influence the decision-making
process and find support in real actions and commitments. What else is necessary to
switch to the third route to establish psychological ownership and initiate commit-
ments, investments, and actual behavioral change? When translated into the local
context, are the above-mentioned public discourses, strategies, and funding mecha-
nisms a sufficient impetus of social change?
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2 Is Owning the Problem and the Solution Enough?

Despite the fact that the topic is highly present in public and political discourse, the
energy transition in Poland has not yet gained momentum comparable to Western
countries. Public opinion express the acceptance of renewable energy, but in prac-
tice, the transition is happening slowly. There is a contradiction between positive
attitudes towards the development of renewable energy and initiatives undertaken to
meet the commitments to limit emissions and increase the share of renewable energy
resources in energy production. The crucial question is no longer if we should
support energy transition with actions aimed at increasing social involvement, but
how to reduce this attitude-behavior gap to do it more effectively? A potentially
important support instruments are the public subsidies and co-financing programs
dedicated to renewable resources investments.

Unquestionably the EU financial programs offer unique opportunities to support
renewable energy transition and achieve defined energy efficiency standards in the
member states. Over 2014–2020, the financial support is available under the
European Structural and Investment Funds, where more than 23 billion euros was
voted only for the ‘Transition to a low-carbon economy’ objective, which includes
renewable energy resources’ popularization. As one of the members states Poland
receives funds programmed in the EU budget. The Partnership Agreement between
Poland and the EU states that Poland will receive 82.5 billion euros from the budget
of cohesion policy for 2014–2020, what makes European funds the most significant
source of financing the investments in energy transition and green economy sectors
in Poland.

In the Partnership Agreement, several Operational Programs and decentralized
Regional Operational Programmes (ROP) were designed to manage the process of
distributing the funds across the country and various groups of beneficiaries. The
Operational Program Infrastructure and Environment (the allocation of 27.41 billion
euros) is governed on the national level, whereas the ROPs (the allocation of
16 billion euros) have fully decentralized responsibility for the implementation of
development policy to the voivodeships and local governments.

Surprisingly, despite this massive financial support, Poland clearly is under-
achievers in terms of the pace of energy transition. As pictured below, the share of
energy from renewable resources in final gross energy consumption does not
increase significantly but actually has started to shrink (from 11.74% in 2015 to
10.97% in 2017, which was the lowest rate since 2013). Although the trend line is
rising, it also predicts that Poland will not be able to achieve (already less ambitious
than defined for the whole EU) goal of 15% share in 2020. It was confirmed by the
European Commission’s warning issued in 2015, stating that the jointly-agreed
goals for 2020 may not be met in Poland and Hungary. This warning was an
unprecedented situation because the other state members, as well as the EU in
total, seem to overrun the targets (with an average annual growth rate ca. 8% over
the last decade) [20].
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Moreover, the opinion of the Polish Supreme Audit Office, after analyzing Polish
energy policy and EU regulations implementation process was also negative
[21]. The audit has confirmed the inhibition of the energy transition process,
especially the stagnation in electric power sector growth. The crucial factors
identified as influencing the process negatively include the lack of consistent state
policy, delays in implementing European regulations, the unstable and unfavorable
legal environment, renewable energy investments evaluated as insecure and
unpredictable.

The Eurostat data indicate that in respect to the renewable sources share in final
energy consumption Poland finishes at the 21st place among 28 EU countries with
11.6% share. Most importantly, this ratio is significantly smaller than the average
value for the whole EU (17%). When compared with other countries in terms of the
pace of change, Poland is situated similarly low—on 23 positions with +63.8%
growth over 2004–2016 [22]. Apparently following the route of individual commit-
ments and investments is not triggered automatically, as, besides approving interna-
tional agreements “Poland is taking action and initiatives in the energy sector that
are not part of the EU energy policy and in many cases even hinder the achievement
of its key objectives. They are intended primarily to defend energy sovereignty and
keep energy prices at the lowest possible level” [23].

3 Establishing Psychological Ownership Through Local
Renewable Resources Initiatives: The Case Study

Although energy transition is a widely discussed topic and the public discourse, as
well as political decisions, are aimed at building the attitude that it is a common
problem which influences each human being, it is not obvious that small scale actors
and individuals actually ‘own’ this problem. Even though global warming and
pollution are scientifically investigated, the negative consequences proven, the
ambitious goals established and complemented with financial support, it still
seems not enough to kick-start the actions on the local and personal level, because
“People’s willingness to support and engage in climate solutions is likely to increase
if they can relate them to local experiences or if they see the relevance to their own
health and well-being” [24].

Referring to the routes to establish psychological ownership towards energy
transition goals, it seems that following the path of disseminating knowledge and
ensuring control on a mass scale does not translate automatically into local-scale
decisions and particular investments and the third route stays ‘inactive’. The analysis
of the transition within the framework of PO leads to the conclusion that although it
appears successful in resolving the lack of perceived efficacy, responsibility, rele-
vance and immediate benefits accompanied at the same time with the necessity to
pay immediate costs mentioned by Suessenbach and Kamleitner, the attitude-
behavior gap persists and the missing route might be responsible for that. Therefore
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the initial question of how does this process flows on local-scale initiatives and how
it differs from the political level appears crucial. To answer this question we discuss
the success story of the biggest in Poland (and Europe!) distributed solar power
plant, installed on 35 high residential buildings situated in the center of Wrocław. As
a framework to this analysis, the crucial barriers in taking sustainable actions
identified by Suessenbach & Kamleitner are juxtaposed with the description of
specific actions and decisions leading to this success in relation to psychological
ownership theory.

3.1 Methodology

Our methodological approach is qualitative, based on a case study, and it combines a
theory-driven approach together with an empirically based approach in the discus-
sion and conclusions stages. The case study is the Housing Cooperative Wroclaw
(HCW). During the research, two methods were used to gather the information:
semi-structured interviews, participatory observation and documents’ analysis were
used to gather the information. A total number of nine semi-structured interviews
were conducted with key actors, including two interviews with Management Board
and Project Team members and seven interviews with inhabitants and other partners.
Research covered seven internal stakeholders: one cooperative management board
member—vice Chairman of the Board, one cooperative supervisor board member—
Chairman of the Board and one CEO and four cooperative members as well as
external two stakeholders: one CEO from Voivodeship Fund for Environmental
Protection, one CEO of Talo Energy company—Photovoltaic system provider. The
projects’ documentation, administrative and official papers and press releases were
analyzed and the. the participatory observation was carried out between December
2018 and May 2019.

3.2 With Knowledge Comes the Responsibility for Change:
Case Analysis

HCWmanages 10,500 flats in 102 buildings where about 35,000 inhabitants live. At
the beginning of twenty-first century, the HCW management board initiated the
process of buildings insulation and heat energy monitoring and management.
Thanks to this first project HWC reduced heat energy consumption by 40% and
significantly decreased heating bills of the housing cooperative members.

Both the modernized installations themselves as well as the consumption-
tracking solutions have caused significant financial savings. Beside ensuring envi-
ronmental benefits related to total heat consumption reduction, these initiatives were
beneficial both for the HC (reduction of maintenance costs) and the residents
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(improved technical parameters and thus decreased individual consumption, more
accurate costs predictions and consequently significantly lower payments).

But these initial investments brought additional advantages which—although are
not easily measurable—played a crucial role in the upcoming decisions. First of all,
the actors had a chance to feel a personal responsibility for their resources consump-
tion. Over the years the residents were passive and dependent, cursed with lump-sum
payments and continuous raises. But suddenly, after these investments and
launching precise consumption tracking analysis, they finally got an opportunity to
actually observe and influence their expenditures. Through making better decisions
concerning heating and water usage in their private households and experiencing the
results of general technical improvements, they could make sure that rational
resources management is not only feasible but also beneficial.

Secondly, these initial actions brought an important shift in HC Management
Board perception of its role and long term goals. Housing cooperatives are not
formally obliged or forced to invest in cost-cutting energy solutions—from their
point of view, such initiatives may be perceived as imposing unnecessary financial
risk, demanding additional workload and technical competences. Instead of being
proactive, it could easily hold such decisions over, wait until the technical conditions
or pressure from the residents’ side triggers some actions. Even when facing such
external pressure, the management could still try to keep the scale of investments at
the lowest possible level and do only what seems inevitable, to avoid risk and the
necessity of adapting to changes. This attitude resembles the former situation of
residents, being prone and reactive in relation to the uncontrolled external pressures,
lacking the feeling of real impact on future events or responsibility. But taking these
bold decisions HC Management Board was reassured that the strategy of invest-
ments and improvements is far more beneficial than only protecting the status quo
and that long-term residents satisfaction can be achieved only with a proactive and
sustainable resources management plan. Moreover, these initial projects have helped
to win residents’ trust and revealed the potential (or even directly expressed expec-
tation) to consider subsequent cost-cutting initiatives.

It seems that the entry level the barriers of sustainable behaviors identified by
Suessenbach and Kamleitner were significantly decreased by the small-scale steps
taken before the analyzed project was even planned. The detailed knowledge,
followed by the already established feeling of personal and joint responsibility for
resources consumption was enriched with the experience related to monetary and
non-monetary benefits resulting from sustainable investments. At this stage, both the
HC and the residents have already acquired knowledge, gained control and proven
some efficacy in implementing eco-friendly solutions to their closest surrounding.
But tracking and decreasing consumption are just the first steps towards actual
sustainability, necessary, but not sufficient. Getting back to the psychological
ownership theory, this stage may be seen as ‘owning the problem’—building a
common understanding among HC authorities and residents that the strategic,
international and national pro-ecologic goals can be translated onto local, small-
scale decisions. But once the problem is ‘owned’, is the motivation to search, find
and actually ‘own the solution’ naturally triggered?

Can We Own the Energy Transition? From Policy to Practice Within the. . . 311



3.3 Responsibility May Not Imply Efficacy

The social pressure of residents demanding further cost-cutting initiatives, enforced
with more and more unstable energy prices on the market drawn HC’s attention to
green energy solutions and photovoltaic (PVC) in particular. At that time, PVC
technology was slowly getting the public attention as an alternative to wind energy
solutions—more financially accessible and less interfering with local surrounding,
but rarely used in a bigger scale energy production initiatives. Available
end-customer funding mechanisms and technical solutions established the image
of PVC as an appropriate choice for individual house owners living in rural areas,
who want to decrease the energy costs and become less reliant on power suppliers.

It appeared to be the first important barrier the HC representatives faced when
analyzing the available technologies and assessing the specific requirements. Not
only the scale of investment but also the technical conditions turned out to be highly
demanding to potential suppliers. Finding a company who already has the necessary
experience proven with the successful implementation of similar projects was
uneasy and really time-consuming. Overbroad research and consultations with
suppliers eager to take up this challenge, two aspects appeared to be crucial to this
choice: ensuring installation security and stable, continuous exploitation over time.
Although both these expectations seem equally important when choosing the pro-
vider of solutions dedicated to individual households, in this particular situation both
requirements were tightened up. Searching and analyzing the solutions that fit these
needs made the HC Management Board aware that the external funding is necessary
to cover the total costs and that the financial indicators must be estimated for at least
10 years period of time.

But actually, for years there was no financing mechanism dedicated to group
initiatives or public entities eager to implement PVC technology on co-owned or
shared, as well as communal or public buildings. Moreover, there was no legislation
concerning the possibility to sell the energy surplus what made the financial aspects
and possible returns on such investments less encouraging. But, in 2015, after wide
consultation and quite hectic legislation process, the situation has finally changed.

Once new legislative solutions were implemented on the national level, the
entities such as housing cooperatives were finally included as beneficiaries of new
funding mechanisms and could have considered implementing renewable energy
sources used to both produce energy for own needs and sell it back to the energy
market. As a result, when such preferential loans and subsidies became available, not
only the individual but group initiatives became feasible and the HC welcomed this
opportunity to implement the already considered project of installing PVC on
residential buildings’ roofs. In this particular situation, launching the PROSUMENT
program made it possible to move forward from ‘owning the problem’ to ‘owning
the solution’ phase. As long as the estimated costs of the considered investment in
PVC were perceived as overwhelming by the Management Board, the project was
postponed—although legitimate, it appeared to impose too high level of financial
risk. As long as there were no available refund mechanisms, this financial entry
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barrier was used as a justification to delay the actual actions. But the financial
support offered in PROSUMENT became a useful tool for the HC Management
Board to finally overcome the attitude-behavior gap. After re-assessing the necessary
costs and possible returns on investments with the refund included, the entry barrier
appeared to decrease substantially. Defensive strategy of denying responsibility was
no longer applicable and all the declarations, knowledge and feeling of responsibility
could have finally been put into practice, through launching the actual actions aimed
not only at reasonable resources consumption but also sustainable energy
production.

3.4 Even if Shared or Illusionary, the Feeling of Control
Triggers Acceptance

After analyzing the legal conditions of PROSUMENT program and making sure that
the already prepared project meets all the requirements. The Management Board has
decided to share the idea with residents and ask for their opinion and approval. It is
worth mentioning that legally HC was not obliged to run a wide information
campaign and consultation process with residents before presenting the project on
the Annual General Assembly. Their formal approval expressed through final voting
would have been sufficient in terms of Polish legislation referring to decision making
processes in housing cooperatives. Although HC has already earned residents’ trust
through previous investments, highly innovative nature of this project raised con-
cerns about how this idea will be welcomed by predominantly older and not familiar
with green energy production issues residents. Moreover, discussing the technical,
financial and exploitation details on this stage could have been a valuable opportu-
nity to identify potential incoherence, challenges, and obstacles in order to take
adequate precautions. For these reasons, a two-steps informative campaign was
undertaken.

Firstly the HC has selected the change agents—influential and trusted opinion
leaders in every 35 buildings—and presented them with a detailed project descrip-
tion during face-to-face meetings, answered their questions and asked for approval.
Although the change agents welcomed the project with a high level of trust and
enthusiasm, HCManagement Board was still very anxious about the other residents’
opinions. The main reason behind this uncertainty was that all the previously
realized infrastructural investments were not linked with using such innovative
technology. In comparison to the insulation or wiring replacements projects, which
were widely taken by many housing cooperatives, this idea seemed revolutionary.
There was no other example to present, no already realized the project of similar
scale, implemented in the city, including installing solar panels on buildings of this
height. Even for a small group of highly pro-ecologic, affluent and open to innova-
tions people, this conditions could have had presented a significant threat and raised
reluctance, let alone for a community of 15,000 mainly elderly and indigent people
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who probably did not know much about energy efficiency and PVC installations. For
that reason, during the second phase except the informal actions taken by change
agents, the information booklets were distributed and group meetings with Manage-
ment Board’s and technology provider’s representatives organized in each block of
flats. According to the opinions given during individual interviews, the residents
were impressed by both the detailed presentation of financial calculations and the
possibility to know more about considered installation and operating solutions. To
HC’s representative’s surprise, the most frequently asked questions did not relate to
‘why or what for’ types of concerns (which could prove that the residents do not
perceive the initiative as reasonable and potentially beneficial), but addressed the
long term utilization aspects and safety issues. Finally, when the idea was presented
on the Annual General Assembly meeting, an impressive number of 100% of
participating residents voted on installing PVC on the 35 selected buildings.

This strong support enabled the HCW management board to introduce a pilot
project. The pilot project was financed by the Voivodeship Fund for Environmental
Protection. For pilot project purposes the HCW management board has chosen
buildings where residents were the most enthusiastic and where HCW estate man-
ager was engaged. On this preliminary stage, some technical problems emerged.
Lack of experience in the scope of photovoltaic panel fixing system on roofs over
30 m in height made that this fixing system was changed two times.

When seen through the lenses of psychological ownership theory, these actions
may be described as disseminating deep knowledge and creating the opportunity to
exercise control over the project in order to empower residents and establish stronger
ownership relation towards this initiative. This intuitive strategy was widely inves-
tigated in the fields such as motivation theory [25] and consumer behavior [26],
proving that the possibility to experience control through participation in decision
making and influencing the outcome significantly increases the feeling of ownership,
which in result may enhance positive emotions and favorable behaviors.

It is worth mentioning that in this particular situation, the level of participation
and control offered to the residents was not actually high. Although the initiative
would have not to be realized without their approval, the residents did not have a
chance to influence the crucial aspects of the project. The HC Management Board
took the responsibility for calculating and scheduling the actions, applying for funds,
choosing the specific buildings and technology solutions, sourcing the installation
provider and finalizing all formal agreements. Once all these issues were thought
over and the conditions specified, the final project was presented to the public for
yes-or-no voting. As a matter of fact, neither an extended information campaign
about the ecological value of PVC installation nor deepened the technical compar-
ative analysis of several solutions available on the market was necessary to make the
final decision. Nevertheless, the residents voluntarily took the risk related to taking a
long-term preferential loan secured with a mortgage and agreed to continue with
paying previously raised exploitation costs.

This aspect clearly differentiates the initiatives realized by group or public entities
from those realized by private households. As the project owner—here HC Man-
agement Board—was responsible for the organizational and financial aspects as well
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as sourcing the appropriate technical solution and providers, final beneficiaries were
not overwhelmed by the numerous decisions and activities necessary to plan, prepare
and realize such an investment. This intermediary agent took the heat off the
residents through acquiring broader technology-related knowledge, assessing tech-
nical conditions, calculating costs and resources and scheduling all the actions. At
the same time, this division of responsibilities did not influence the fact, that the
installation as well as the results present value directly to the residents. Using the
notions grounded in PO theory one may say that the intimate knowledge gained over
the consultation process did not have to relate to the ecological value of this
particular technology, but only to the project-specific aspects. Similarly, the oppor-
tunity to exercise control did not have to be extended to joint decision making on all
preparatory stages of the project and discussing all the choices made before finally
setting up the actions. Although limited to final approval, asking residents for
permission and eagerness to hear their opinion was enough to create the feeling of
cooperation in order to achieve a common goal. Through openness and knowledge
sharing attitude, HC was able to reassure the residents that the best solutions were
chosen and that the estimated benefits are worth the risk. At the same time, the
monetary and awareness-related results of previously realized infrastructural invest-
ments such as mutual trust, perceived efficacy, and responsibility on both HC and
residents’ side have ensured the smooth realization of this consultation process.

In relation to the barriers hindering sustainable behaviors defined by Suessenbach
and Kamleitner, there is another significant difference between jointly-decided
versus individual households’ investments of this kind—perceived relevance.
Concerning many types of sustainable behaviors, the perception of scale and real,
significant influence on the environment becomes most widely spread obstacle to
convincing individual people (and households) to change their routines and habits.
As far as the topic of green energy consumption and production is concerned, this
process seems even more difficult. One may easily question own responsibility and
efficacy to start a change, thinking that any decrease in individual consumption of
heat, water or energy (which are either way produced and distributed on such a mass
scale) would be invisible and totally irrelevant. Although it can prevent many
individual households from the action, collectives, such as housing cooperatives,
can overcome this obstacle much easier. On one hand, the decision to approve the
HC Management Board project was an individual choice made by each household
separately and independently. On the other hand, it was perfectly clear to each voter,
that the whole community will be influenced by the final result, the total number of
these individual choices. When related to estimated financial and ecological results
of the whole project, this simple act of voting became a really powerful tool to
achieve visible and significant results. In fact, the residents did not vote to make any
personal commitments that could be perceived as irrelevant when evaluated on the
scale of a whole city or country energy-efficient behaviors. They were voting to
launch a large-scale initiative described in impressing numbers of over 2771 solar
panels of 0.5 ha total surface and 739 kWp of total power, 633 tonnes of CO2
emission reduced annually and 15,000 inhabitants directly benefiting from the
implemented solutions. Even the malcontents could not deny the relevance and
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significant ‘impact factor’ of this initiative. Through this collective effort, the barrier
of perceived low relevance and efficacy of individual decisions towards energy
transition simply diminished.

3.5 How the ‘Sustainability Calculus’ Unlocks the Potential
of Taking Actual Actions

But when it comes to making final and actionable decisions, all the already men-
tioned aspects related to the feelings of responsibility, efficacy, and relevance are just
one side of the coin. As proven with the analysis of strategic international and
national energy transition process, even when successfully established, these declar-
ative attitudes may result in refraining from real action and the attitude-behavior gap.
According to PO theory, one more route to build the feeling of ownership is still
absent on this stage—the personal investment with the ‘owned’ object. The PO
concept states that to develop the feeling of ownership, the subject decides to ‘invest’
own resources of various types into the relation with the object.

Behind each such investment, there is a—more or less conscious—calculus of
potential costs and benefits. Through making multiple decisions on the type of
involvement, its duration, intensity and bearing necessary costs, the subject shapes
own relation with the object and get access to all the benefits the feeling of ownership
brings. As mentioned by Suessenbach and Kamleitner, when analyzed in relation to
sustainable behaviors, the costs/benefits calculus becomes a crucial and most chal-
lenging aspect behind making the everyday choices more sustainable. They pointed
out that the majority of such choices can be characterized as decision making in a
situation of high risk and contradictory time perspectives one needs to consider. In
the cost/benefit calculus, the costs must be paid immediately. When making a
decision, the individual needs to be aware and agree to pay both the psychological
costs of changing routines, breaking habits and learning new behavioral scripts, as
well as time and sometimes to make significant monetary investments, which are
necessary to switch into completely new technologies or buy appropriate tools and
devices. At the same time, the majority of analyzed benefits—no matter if intangible
or monetary—is much vaguer, seem postponed and unsure, as does not appear
immediately, but is expected to appear in the future. As a result, the immediate
investments of own resources have to be juxtaposed the potential benefits that might
happen with some, often hard to precise measure, probability and in more (or less)
close future. To make this calculus even more complicated, the individual has to face
not only the different time perspectives but also various agents involved. Both the
costs and the benefits can be considered on a personal level as well as in relation to
the surrounding. Including the additional wide-scale benefits of own sustainable
behaviors seems encouraging and the feeling of actual influence on other people,
animals, and whole environment well-being seems rewarding. On the other hand,
these positive consequences appear to be clearly ‘psychological’ and distant—
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intangible, impossible to measure or observe personally. The costs, however, are not
only easier to calculate and define, but also are focused directly and personally on the
individual—cannot be shared with or shifted on other entities. To sum up, we can
generalize the most common ‘sustainability calculus’ as a competition between
immediate, substantial and personal costs one has to pay both actually and psycho-
logically in order to achieve future, vague and often intangible benefits of often
highly unpredictable ‘rewarding value’. But is this generalization always true? Is it
possible to redefine the perception of costs and benefits and change the overall
evaluation, so that the benefits would overweight the costs?

There is no need for scientific proofs to imagine that this calculus is highly
individual and thus flexible and that its results depend on many internal and
situational characteristics, cultural norms and beliefs, as well as the ability (and
willingness) to analyze various perspectives and contexts. But, if so, how was it
possible that in the analyzed case study this impressive proportion of 100% of
residents—obviously representing diverse normative backgrounds, economic situa-
tions, and pro-ecologic attitudes—voted ‘yes’ launch the PVC installation invest-
ment? How was their individual calculus influenced or was there anything common
behind the method they have used to weigh all the pros and cons?

The HC Management Board put a lot of effort to precisely count and present the
benefits resulting from implementing the project to all residents. Besides meeting the
requirements relating to calculating the project’s ecological impact phrased by the
PROSUMENT coordinating institution, the specific financial aspects were discussed
in detail during the consultation process. As a matter of fact, this detailed assessment
of what costs have to be paid, when and by whom revealed that actually there is no
‘personal investment’ on the side of individual households. How was that possible?
With regard to the non-monetary costs such as time and effort to acquire knowledge,
choose technological solutions and the provider, apply for funds and coordinate the
initiative in a timely and cost-efficient manner, the role of residents was decreased to
the necessary minimum. After taking part in the consultation process and approving
the already prepared project’s framework, each individual household was not
expected to make any other commitments. Throughout the whole implementation
phase as well as later, during the initial exploitation period, the residents were
influenced by neither executive nor coordination tasks. Also, the barrier of anxiety
related to investing own property or resources was significantly decreased in com-
parison to individual household PVC installation process. Firstly, the infrastructural
circumstances were substantially different—no devices nor wiring was installed in
private flats, only the common space (roofs, basements, staircases) was necessary.
Secondly and most importantly, no personal financial commitment was necessary to
capitalize on this investment. The HC could benefit from both the aspects of the
PROSUMENT founding mechanisms—obtain a significant cost refund as well as
get access to preferential, long-term bank loan secured with a mortgage. From a
financial point of view, the only commitments appearing on the residents’ side were
to accept the mortgage conditions and to continue paying an—already increased
before—renovation fund dues. Apparently, all the entry costs and potential risks
were either totally moved from residents to HC or shared among the community as a
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whole so that each individual household could focus on presented benefits instead of
barriers and obstacles. The unique opportunity to include housing cooperative as an
intermediary agent and apply for financial support from PROSUMENT program
appeared to totally change the cost-benefit calculus and decrease the perceived
immediate costs.

And what about the other part of the calculus—the benefits? Obviously, both the
HC Management Board as well as the residents can experience various
non-monetary benefits. On one hand, participating in such an innovative project
may influence their ‘personal’ image by experiencing pride, efficacy, independence,
and pro-activity. Other positive feelings may also appear when thinking about the
long term ecological impact on local surrounding, environment, future generations,
etc. But the benefits are not limited to these intangible aspects—the project was
supposed to prove its economic value and present significant savings to the flats’
owners. As stated in the project’s budget and financial forecasts, with the given
production power, energy prices and exploitation costs, the monetary savings were
expected to repay the bank loan over the first 10 years. After that, the total return on
investment is going to be shared equally among all residents and will result in
substantial decreases in energy payments as well as renovation fund dues. With
regard to the barriers usually appearing in ‘sustainable calculus’, the crucial issue
with benefits—the fact that they are delayed in time—is still present. At the same
time, the other aspects are clearly different: as a result of detailed planning, the
financial returns are precisely calculated and most importantly, they are explicit and
will be experienced by each individual household. Moreover, it is important to
mention that the forecasts and estimates needed on the application stage were highly
conservative and cautious, as they did not consider significant changes in external
factors such as energy prices. Now, after the first year of exploitation and analyzing
the available production-consumption data in detail, the HC Management Board has
revised the initial forecasts. The updated calculation including both the higher than
expected production efficiency as well as general increases of energy prices on the
market estimate that the first returns on investment can be expected earlier than
planned (after 8–9, not 10 years).

4 Conclusions and Recommendations

The psychological ownership theory framework has been implemented to analyze
and evaluate an example of successfully realized energy transition innovative project
in HC Wroclaw. The three routes to establish the feeling of ownership, which were
first described on a social and political level, were then translated onto a local-scale
PVC investment. The analysis shows that the road to PO including acquiring and
disseminating knowledge, experiencing control and making personal investments
towards the target is very similar for both societies and the individual and group
agents. The crucial differences seem to be related to the fact how the object of
ownership is defined on each level of analysis and—as a consequence—which route-
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specific actions play a crucial role. As the presented case study proves, when moving
down from international to a local perspective, the funding mechanisms and their
reasonable distribution are crucial to activating local agents of change. When
equipped with appropriate and available financial support, they are highly motivated
to take the lead: acquire the necessary knowledge, take responsibility and coordinate
even technically demanding long-term infrastructure investments. Subsequently,
when moving from this intermediary stage of collective agents onto the level of
individual households’ decisions, the energy transition issues need to be translated
onto cost-benefits language and the ‘sustainability calculus’ has to be carefully
managed. To influence and ensure social approval in similar consultation processes
the managing institutions should focus on creating a feeling that the necessary entry
costs and risks are shared (co-owned by numerous agents), so that they could be
personally evaluated as low and insignificant and at the same time the potential
benefits—even if postponed—are carefully calculated (or even precautionary
underestimated) and precisely communicated.

Analysis of the case of Housing Cooperative Wroclaw-South led us to the
conclusion that future strategy and priorities to finance renewable energy initiatives
in order to reach the 15% target in Poland should be dedicated in more proportion to
legal entities like housing cooperatives and municipal housing communities. On one
hand, such entities seem more effective in applying for funds, are capable to prepare
and coordinate projects smoothly, are highly motivated to source high-quality
contractors and supervise the technical and infrastructural aspects of investments.
On the other, when realized on a community level, such projects achieve a large
scale influence: include unquestionably bigger groups of beneficiaries (also those,
who could not afford participation in private-households investments), ensure effec-
tive cost management (when negotiating with banks, suppliers, etc.) in relation to
final ecological value. Acting as an intermediary agent, such entities contribute to
achieving social effects through establishing the relations of trust, responsibility,
confidence, and efficacy between community members and simultaneously, improve
own positive image in the local surrounding. Moreover, addressing the financial
support to collective agents may improve the distribution and achieving more
substantial results because, as compared with individual investments, in such
projects:

• it is easier to obtain social acceptance because the final individual beneficiaries
are deciding on the common resources’ involvement. Their risk of territorial/
defensive behaviors towards the infrastructure is decreased and distributed
equally among many agents and not focused on individual resources;

• “institutional” agents have several concurrent interests in joining such initiatives
(financial, social, related to image creation), while single households are more
financially motivated;

• large-scale of effects are significant—when management and coordination costs
are compared with ecological effects per capita, both the savings and environ-
mental impact are substantial as compared with individual investments;

• the social awareness impact seems bigger—when the individual household
investments in energy transition initiative may encourage only the limited number
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of closest neighbors to follow the example, collective entities can influence other
members as well as similar intermediary agents in the city and accelerate resem-
blant actions of various external parties;

• the impact on local/regional government and thus influencing the rules of funds’
distribution may be achieved—the decision-makers at the regional level may
investigate and benefit from similar practices to launch new financing methods,
improve the funds’ availability and effectiveness.

The psychological ownership theory should not be neglected in planning and
implementation the energy transition initiatives. Taking into consideration the con-
cept of “ownership”, we should, therefore, care for such initiatives that build a sense
of shared and co-owned costs and risks, and at the same time providing personally
visible profits and benefits. The public system should empower projects and funding
methods which are aimed at reducing initial cost and risk for final beneficiaries and
maximizing profits occurring at many levels, for many entities at the same time. We
believe that when the number of such projects increases, globally it will enable
Poland to achieve climate goals faster and more efficiently.
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Eco-labeling as a Tool to Implement
the Concept of Corporate Social
Responsibility: The Results of a Pilot Study

Dorota Teneta-Skwiercz

1 Introduction

Corporate social responsibility is a management concept that assumes that compa-
nies will build long-term positive relationships with stakeholders. It is running a
business in a way that minimizes its negative impact on social and natural environ-
ment. The growing importance of CSR from year to year results from the fact that
this concept is increasingly perceived as an effective tool for risk management,
image improvement, cost reduction, and generation of income growth. In the
literature studies of the subject, one can often find that the concept not only
stimulates the processes of organizational learning and innovation of enterprises,
but also, by enabling effective implementation of social and environmental goals,
contributes to strengthening the brand as responsible company and improving its
competitive position. The CSR concept can be implemented using various tools. In
addition to ethics programs, social marketing, socially engaged marketing, philan-
thropy, socially responsible investments, it can also be employee volunteering,
responsible management of supply chains, and finally eco-labeling. This study
focuses on identifying the role that eco-labeling plays in the process of implementing
the CSR concept. The first part of the article contains considerations regarding the
essence and basic functions of eco-labels. In the second part, a literature review was
conducted to show the role of ecological markings in the process of communicating
corporate social responsibility. The third part contains the results of own research,
the main objective of which was to identify the impact of CSR implementation, and
in particular the influencing of eco-labelling by enterprises on purchasing decisions
of respondents. Using the syllogistic reasoning in the process of analyzing the results
of the aforementioned research, the authors also tried to answer the question: Can
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eco-labelling be an effective tool for implementing CSR? The application of research
methods is the analysis of literature, surveys. The terms eco-labeling, ecological
designations, eco-labels, ecological labels will be used interchangeably.

2 The Essence and Functions of Eco-markers

It is increasingly common to find in the literature today that enterprises should use
economic instruments that stimulate the efficient use of resources and protect the
ecosystem from degradation [1]. One of such instruments is the eco-marking, which
the ISO 14020 standard defines as giving the environmental label in the form of a
symbol, a graphic sign or a statement placed on the product or a special sticker
visible on the packaging, in technical guides or in advertising and digital or elec-
tronic media such as the Internet. The purpose of awarding environmental labels is to
provide verifiable, precise and reliable information on the ecological properties of
the manufactured products. It is required that products with an environmental label
contribute to environmental pollution to a lesser extent than products without a
label [2].

Ecolabelling entered the mainstream of environmental policy in 1977, when the
German government set up the Blue Angel program. Since then, eco-labels have
become one of the more well-known market tools to achieve social and environ-
mental goals. Sources of growth in the popularity of eco-labels can be sought in the
growing concern of governments, enterprises and the global community for envi-
ronmental protection. For enterprises, using this type of markings may prove to be a
source of market advantage. Such messages as “recycling”, “eco-friendly”, “low
energy” and “recycled materials”may attract consumers who are looking for ways to
reduce their carbon footprint. Therefore, it is not surprising that the commercial
sector is involved in the process of ecological product labeling. Ecological labels are
awarded to products or services considered to be more environmentally friendly,
human health than other goods within a given product or service category.

Eco-labels are usually awarded by standardization organizations of countries
(government agencies) or non-governmental organizations, but also by business
associations or individual companies. The International Organization for Standard-
ization (ISO) has distinguished three major categories of eco-labels [3]: Type I—
awarded by independent entities after appropriate tests and controls; confirm the
fulfillment of environmental criteria; voluntary, based on many criteria, a program
under which the third party grants a license authorizing the use of environmental
labels on products that are environmentally friendly throughout their life cycle; Type
II—are attached by companies (manufacturers, importers, distributors, etc.) to the
offered goods based on their own ecological standards related to the selected aspect
of products, e.g. the possibility of their recycling; they are a type of informational
internal environmental declarations; Type III—are declarations of compliance with
environmental requirements approved by independent entities; these are voluntary
programs that provide quantified environmental data about the product, according to
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established parameter categories, set by a qualified third party. They are based on the
life cycle assessment. They are issued by national standardization organizations
(government agencies) or non-governmental organizations, but also by business
associations or individual companies.

The eco-labels can be assigned with three basic types of functions: environmen-
tal, social and commercial (Table 1). Considering their impact on the natural
environment, it should be noted that such indications are indicators of the company’s
greening, helping consumers to assess the friendliness of products to the environ-
ment and thus making socially responsible, sustainable purchasing decisions.
Eko-labels encourages the effective management of renewable resources, encour-
ages the re-use and recycling of industrial, commercial and consumer waste, and
thus can contribute to the protection of ecosystems and species diversity.
Eco-labeling schemes can also serve to raise consumer awareness of environmental
issues and the effects of their purchasing decisions. Research by Kuna-Marszałek
and Misiak shows that social and ecological labels are a tool to promote social
progress and protect the natural environment by inducing changes in users’ behavior
[4]. In general, eco-labels are indicators of the environmental performance of an
enterprise. They can be a tool for communicating to the public pro-social business
engagement, encouraging environment-friendly innovations. By offering products
that reduce the negative impact on the environment, companies can establish or
strengthen market niches, build a positive image among consumers, thus obtaining a
competitive advantage [5]. Eco-labels can be a tool for risk management and
improvement of the perception of products offered by a given company.

Table 1 Features of ecological labels

Environmental functions Social functions Commercial functions

– Enterprise environmental
indicators
– A tool to protect the envi-
ronment as part of public and
corporate environmental pol-
icy
– An instrument to improve
the efficiency of the use of
natural resources

– A tool to inform consumers
about the impact of their pur-
chasing decisions on the envi-
ronment
– A tool to increase consumers’
environmental awareness
– A tool to promote social
progress

– A way to differentiate
yourself from the competi-
tion
– The “ecological marketing”
tool (ethical marketing and
the so-called greenwashing)
– Reputation risk manage-
ment tool, image improve-
ment
– A tool to improve product
perception
– Mechanism for rewarding
enterprises for their social
and/or environmental
involvement (increase in rev-
enues from sales)

Source: Own study

Eco-labeling as a Tool to Implement the Concept of Corporate Social. . . 325



3 The Importance of Eco-marking in the Process
of Communicating About Corporate Social
Responsibility: A Review of Literature

The use of environmental labels and declarations is an important activity in the field
of ecological marketing, which in today’s world can bring numerous benefits to
producers [6]. Most empirical studies indicate a strong negative impact of irrespon-
sible company activities (e.g. child labor, human rights violations, air and water
pollution) on attitudes towards the company [7, 8], as well as intentions of purchase
[7]. Consumers expect companies to be ethical to their stakeholders and are willing
to pay higher prices for products made in an ethical manner [9]. Thogersen points out
that, especially in the food sector, communicating about CSR through eco-labels can
be an effective tool to positively influence consumer reactions [10]. Rashid’s
research shows that eco-labels are attractive instruments for informing consumers
about the impact of their purchasing decisions on the environment [11]. In turn,
Sorqvist et al. they noticed that environmentally friendly, organic products are
idealized and receive more positive ratings than less environmentally friendly
alternatives. For example, people may prefer the taste of coffee marked as environ-
mentally friendly instead of the taste of another, not having an eco-friendly alterna-
tive, even if the coffee is actually identical [12]. According to the United Nations
Environment Program—UNDP, eco-labeling remains one of the most accepted
ways in which a company can communicate environmental data. Enterprises use
eco-labels as part of their competitive strategy, which makes it easier for them to
distinguish themselves from competitors in the eyes of consumers, government
agencies, investors, employees and other stakeholders [13].

4 Problems Related to the Dissemination of Eco-labels

The final choice of tools for implementing the concept of corporate social respon-
sibility should be preceded by an analysis of the effectiveness of their application.
This efficiency—in the case of eco-labeling—will be influenced by such factors as
the recognition of eco-labels, the trust and recognition of consumers for labels and
the demand for labeled products. Meanwhile, due to the ever-growing number of
eco-labels, based on their own statements of companies or statements made by an
external third party, consumers will encounter difficulties in identifying truly respon-
sible companies, which in turn may imply lower effectiveness of CSR initiatives.
Some authors claim that often ecologists do not meet the requirements of copyright
and the trademark law, as well as have nothing to do with the ecological character of
production [14]. Three main eco-labels have been developed in Poland: Ecoland
(organic food production), Eco-sign (organic production) and Green Lungs
(regional). In the opinion of the World Bank, none of them has been successful on
a large scale, because it focuses only on consumers whose knowledge about these
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characters is very low. As a result, they do not provide a visible financial return for
companies that use them. Moreover, labeling initiatives have a limited scope and
potential impact because they are limited to specific niches in the retail market and
often only apply to imported products [3].

In 1999 and 2002, the University of Economics in Krakow conducted research in
the field of knowledge of selected ecological characters and the impact of signs on
consumer purchasing decisions. Studies have shown that the general knowledge and
recognition of ecological marks is very poor. Respondents when buying goods were
guided primarily by: quality of goods, price, name of the manufacturer and fourth
place safety for the environment [15]. A team of scientists from the University of
Zielona Gora and the University of Kiel came to similar conclusions. Based on
jointly carried out in 2011 comparative research on the knowledge of the problem of
eco-labeling and the criteria of consumer choices used by the students of these two
universities formulated the conclusion that respondents do not show interest in
purchasing products with an eco-label and know poorly ecological marks [16].

5 Results of Pilot Studies

In Poland, the subject of pro-social and pro-ecological attitudes of buyers, in
particular students, is relatively poorly explored. The analysis of previous studies
shows that their authors usually focused on two aspects of attitude: the emotional
aspect (positive affection for environmental issues) and cognitive (knowledge and
beliefs about the environment), and less frequently their research is related to the
behavioral aspects. The existence of a research gap in this area may be noticed and
assumed then.

The following research problem was formulated for the need of the own survey:
How does the socially responsible activity of the company, and in particular the
eco-labeling, affect purchasers’ purchasing decisions? The main objective of the
research was to determine the significance of eco-labels in the context of the
implementation of the CSR concept. The research tried to answer the following
research questions:

1. How does the information about the social responsibility of a given company
translate into purchasing decisions of buyers? Does this information influence
equally women’s and men’s purchasing decisions?

2. Does the product’s social or ecological designation constitute an incentive to buy
such a good? Are there differences between men and women in this area?

3. What is the level of knowledge of eco-labels among women and men?
4. Can eco-labelling be an effective tool for implementing CSR?

To answer the above questions a pilot survey was conducted, direct from primary
sources. As part of the targeted selection, three faculties of the Wroclaw University
of Economics were selected. In November 2017, the University signed the
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Declaration of Social Responsibility1 and thus officially committed to taking into
account and applying the principles of social responsibility in all areas of its activity
and disseminating these principles among its stakeholders, including students.

The method of data collection was an audience survey. A questionnaire was used
as a measurement tool. The study was attended by people who, due to previously
completed courses such as: Management and understood the essence of the concept
of sustainable development and corporate social responsibility. The respondents
assessed their attitudes and behaviors using the five-point intensity scale described
verbally (I disagree, rather disagree, hard to say, rather agree, agree). The study was
conducted in January 2018. The sample size was 410 students (410 questionnaires
were distributed, all surveys were correctly filled out). The majority of respondents
were students of the Faculty of Economic Sciences (70.3%). Women prevailed in
each of the studied faculties (Table 2).

Both men and women aged 18–24 were dominant (93%). The second largest
group were people aged 25–30 (4.9%). None of the respondents exceeded 50 years
of age (Table 3).

The research was conducted among students of full-time and extramural studies,
the vast majority being full-time students (78%). In the first question, the respon-
dents were asked to respond to the statement: “When I find out about the social
responsibility of the company, I decide to buy the company’s products”. In response,
40.6% of women agreed with this statement (the sum of the answers “I agree rather”
and “I agree”). 18.1% answered in the negative (the sum of the answers “I disagree”
and “I rather disagree”). In the case of men, this was respectively: 31% of affirmative

Table 2 Characteristics of the research sample by gender and the Faculty (N ¼ 410)

The Faculty

Gender

In totalWomen Men

The Faculty of Economic Sciences 209 79 288

The Faculty of Management, Information Systems and Finance 49 22 71

The Faculty of Engineering and Economics 42 9 51

Source: Own study

Table 3 Characteristics of
the test sample due to age
(N ¼ 410)

Age Women Men In total

18–24 282 99 381

25–30 13 7 20

31–40 4 3 7

41–50 1 1 2

>50 0 0 0

Source: Own study

1A national initiative addressed to all higher education institutions in Poland to enable dissemina-
tion of the idea of sustainable development and social responsibility.
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answers and 34.5% of the negative answer. The neutral variant of the answer (“hard
to say”) was chosen by 41.3% of women and 34.5% of men (Fig. 1).

The next question concerned the significance when making decisions regarding
the purchase of a given product, having a social or ecological label. 29.6% of women
and 17.2% of men said that shopping is guided by the fact that the product has a
given designation. 39.7% of women and 66.4% of men declared that ecologists do
not affect their purchasing decisions. 30.7% of women and 16.4% of men could not
express a clear position on this issue (Fig. 2).

During the study, the knowledge of 26 examples of social eco-labels/signs were
also checked, serving both product designations and organizations actively
supporting the dissemination of pro-social and pro-environmental practices. The
numbers and logos included in the Eco-label survey are given in Table 4.

For the needs of the study, five intervals were adopted to assess the level of
knowledge of eco-markers, related to the percentage of respondents declaring
knowledge of a given eco-label. A very low, low, medium, high and very high
knowledge of the eco-symbol were distinguished (Table 5).
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Fig. 1 The ratio of respondents to the statement: “When I find out about the social responsibility of
the company, I decide to buy products of this company”. Source: own study
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Fig. 2 Respondents’ attitude to the statement: “When shopping, I am guided by the fact that the
product has a social or ecological designation”. Source: Own study

Eco-labeling as a Tool to Implement the Concept of Corporate Social. . . 329



Respondents were asked to mark all the eco-labels they knew. Among the five
characters enjoying the highest recognition in the group of women were: Green
Point, Euro-leaf, Non-testing n animals, Energy Star, Ecological Mark EKO. In turn,
in men in the group of five best-known characters, four out of five indicated by
women appeared, albeit in a slightly different order. And so, the first place was
occupied by the Green Point, the next Energy star, Ecological Mark, ECO, Euro-leaf
and Fairtrade. Demeter was used to identify natural cosmetics as well as food and

Table 4 Numbers and logos included in the survey of eco-labels

No Logos No Logos No Logos No Logos

1 8 14 21

2 9 15 22

3 10 16 23

4 11 17 24

5 12 18 25

6 13 19 26

7 20

Source: Own study

Table 5 The intervals for the assessment of knowledge of eco-labels

The percentage of respondents declaring knowledge of a given
eco-label

The degree of knowledge of
eco-label

Up 20% inclusive Very low

Ebove 20–40% Low

Ebove 40–60% Medium

Ebove 60–80% High

Ebove 80–100% Very high

Source: Own study
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products made of wool and cotton from crops without the use of chemical fertilizers
and chemical plant protection agents in both groups (Fig. 3).

The research shows that among women, a very low level of familiarity with marks
was noted in the case of 15 determinations, among men—20 (Table 6). The low level
of recognition in the group of women concerned 9 characters, among men—4.
Knowledge of only one eco-label with the number 23 (Green Point) was at a very
high level in both groups of respondents.

The conducted research shows that messages on the social responsibility of a
given company arouse consumers’ desire to purchase products of a responsible
entity. The percentage of women deciding to buy the goods of a socially responsible
company was greater than the percentage of men. The vast majority of respon-
dents—regardless of gender—stated that the product’s social or ecological label
does not affect their purchasing decisions. Studies have exposed the very low level
of knowledge of eco-markers among respondents, while the level of ignorance of
men in this area was greater than that of women. The conclusions formulated above
coincide with the results of research conducted in 1999 and 2002 at the Cracow
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70.0%

80.0%

90.0%
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Women Men

Fig. 3 Recognition of eco-labels by respondents in%. Source: Own study

Table 6 The level of recognition of eco-labels among women and men

The degree of knowledge of
eco-label

Number of eco-labels known
to women

The number of eco-labels
known to men

Very low 15 20

Low 9 4

Medium 1 0

High 0 1

Very high 1 1

Source: Own study
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University of Economics, and in 2011 by a team of researchers from the University
of Zielona Gora and the University of Kiel.

A low level of knowledge of eco-labels on the one hand, combined with the
treatment of eco-labels as the inferior criterion of purchase decisions, questions the
efficiency of eco-labeling as a tool for the implementation of the CSR concept.
However, it should be emphasized that a reliable assessment of the effectiveness of
the eco-labeling will require an examination of the recognition of eco-labels and the
demand for products bearing them among wider groups of buyers, both individual
students who are not students of Wrocław University of Economics and Business, as
well as institutional and corporate buyers.

6 Summary

In order to benefit from socially responsible activities consisting in offering products
with an ecological designation, effective and transparent CSR communication, a
high level of eco-label recognition and consumer demand for products with an
eco-label are important. Meanwhile, both own research and studies conducted by
other scientific centers have not confirmed the existence of conditions conducive to
the effective use of eco-labels in the process of implementing the CSR concept. It
turns out that the knowledge of the fact that a given company undertakes socially
responsible activities, in particular, participates in the eco-labeling program, does not
guarantee a decision to purchase products of that company.

Finally, the limitations of the tests carried out, should be mentioned. The
research—due to the selection and size of the sample—was not representative, so
the conclusions can only be applied to the respondents. There were some restrictions
of the identification of behaviors in specific situations (the descriptive nature of
research) without penetrating the causes of observed phenomena. It seems necessary
to broaden the research perspective, both in the subjective and objective sense. For
example, what should be examined: what are the reasons for poor recognition of
eco-labels in Poland? Why do buyers who know the mark do not decide to buy the
product with it?
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Corporate Social Responsibility Activities
and The Firm’s Value: The Case
of Containers and Packaging Industry
Sector

Tomasz Słoński and Goksin Ilbasmis

1 Introduction

For some decades, there have been an increasing attention by business publications
and academia about the CSR programs, performances and implications of companies
in almost all sectors and industries. There is already a large research domain and
extent literature which proves that CSR activities can play an important role to
increase the firms’ value. We asked the question whether the CSR activities lead to
be a competitive advantage and another value creator element for container and
packaging companies.

“These activities may involve all stakeholders of these companies. like: con-
sumers, customers, co-workers, suppliers, business groups, industry bodies, inves-
tors, governments, regulators, communities and the environment itself. Some of
these activities are such that: (1) Environmental Activities: GHG (Greenhouse Gas)
Emission and lowering energy consumption, operational and post-consumer waste,
and pollution, then increasing air quality, (2) Sustainability Activities: Sustainable
Material Management, (3) Social Activities: Public Policy and Education, Ethics &
integrity, Employee Attraction and Engagement” [1]. Other container and packaging
industry giants [2, 3] follow similar trend.

The customers of these companies also have CSR activities. Especially big
corporates are planning and implementing CSR Programs which may have direct
effect on the prosperity of people in many countries and may have powerful impact
to shape society’s future formation in some ways. As an example, “Mondelez
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International launched Cocoa Live Program in 2012 investing USD400 million by
2022 to empower minimum 200,000 cocoa farmers and reach more than 1,000,000
community members. Program includes six countries: Ghana, India, Cote d’Ivoire,
The Dominican Republic, Indonesia and Brazil. The main activities are to help
farmers learn how to farm better, gain knowledge and skills to improve livelihoods,
strengthen their communities and inspire support next generation of cocoa farmers.
There are basically five focus areas to transform: Farming, Community, Youth,
Livelihoods, Environment”.

Our research objective is to identify and validate the link between the CSR
actions of container and packaging industry global players and their financial
performance with respect to the country of their origin. The design of our study is
structured as following: we initially set out in detail what is the context of CSR and
how CSR projects can help a firm to create value and then develop four hypotheses
for three strategic dimensions, (environmental, social and corporate governance),
that seem to have an impact. After that we analyze the valuation of a firm, why and
how the valuation is exercised. We then discuss about the Research Methodology.
Finally, Findings, Data Description and Analysis will be the subject of the next
section. The last section planned for Discussion and Conclusions. In the end, we
conclude with suggestions for a future research.

2 Literature Review on CSR

2.1 Definition of CSR

There have been many disputes for a clear and unbiased definition of CSR Activities.
The companies who are looking for a formal approach, can use internationally
recognized principle and guidelines.

1. “Organization for Economic Co-operation and Development (OECD) Guidelines
for Multinational Enterprises, especially for large companies” [4]: “The respon-
sibility of enterprises for their impacts on society; respect for applicable legisla-
tion, and for collective agreements between social partners, is a prerequisite for
meeting that responsibility. To fully meet their CSR, enterprises should have in
place a process to integrate social, environmental, ethical, human rights and
consumer concerns into their business operations and core strategy in close
collaboration with their stakeholders, with the aim of, maximizing the creation
of shared value for their owners and for their other stakeholders, identifying,
preventing and mitigating their possible adverse impacts”. Brussels, “25.10.2011
COM (2011) 681 final”

2. United Nations Global Compact 10 Principles: platform for business and
non-business actors to engage in discussions around transnational policy issues
such as global warming, human rights and anti-corruption [5].
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3. ISO 26000 Guidance Standard: “Social Responsibility is the responsibility of an
organization for the impacts of its decisions and activities on society and the
environment through transparent and ethical behavior that contributes to sustain-
able development, including the health and welfare of society, takes into account
the expectations of stakeholders, is in compliance with applicable law and
consistent with international norms of behavior, and integrated throughout the
organization and practiced in its relationships. Sustainable development is about
meeting the needs of society while living within the planet’s ecological limits and
without jeopardizing the ability of future generations to meet their needs” [6].

There are seven core subjects and issues pertaining to social responsibility:
(1) organizational governance, (2) human rights, (3) labor practices, (4) environment,
(5) fair operating practices, (6) consumer issues, and (7) community involvement
and development. The top management of the companies are also aiming to integrate
socially responsible behavior into their organization.

2.2 The Classification of CSR Theories

After the Second World War, the companies, organizations and governments had a
lot of debates about the definition, measures and implementation of CSR activities.
The book “Social Responsibilities of the Business” [7] discusses the terminology
and the aspects in general. “Since then the field has grown significantly and
nowadays contains a great proliferation of theories, definitions. approaches and
terminologies. Some of the descriptions are like Society and business, Social Issues
Management, Corporate Accountability, Public Policy and Business, Stakeholder
Management. Some scholars compared the recent concepts with the classic notion of
CSR, corporate sustainability” [8] and “Corporate Citizenship” [9].

Some theories combine different approaches and use same terminology with
different meanings. Carroll, who is one of the most prestigious scholars in this
discipline, characterized the situation as “an electric field with loose boundaries,
multiple memberships and differing training and perspectives, broadly rather than
focused, multidisciplinary, wide breadth, brings in a wider range of literature and
interdisciplinary” [10].

There have been some attempts made to address the deficiency. Frederick [11]
outlined a classification based on a conceptual transition from the ethical–philosoph-
ical concept of CSR (what he calls CSR1), to the action-oriented managerial concept
of social responsiveness (CSR2). He then included a normative element based on
ethics and values (CSR3) and finally he introduced the cosmos as the basic norma-
tive reference for social issues in management and considered the role of science and
religion in these issues (CSR4). In a more systematic way, Heald [12] and Carroll
[13] have offered a historical sequence of the main developments in how the
responsibilities of business in society have been understood.
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Other classifications have been suggested based on matters related to CSR, such
as Issues Management [14, 15] or the concept of Corporate Citizenship [16]. An
alternative approach is presented by Brummer [17] who proposes a classification in
four groups of theories based on six criteria: motive, relation to profits, group
affected by decisions, type of act, type of effect, expressed or ideal interest. Garriga
and Mele present the most relevant theories on CSR and related matters, trying to
prove that they are all focused on at least one of the aspects namely [18]: instru-
mental, political, integrative, ethical.

2.3 The Value Enhancing Capabilities of CSR: Scope,
Concept and Measurement

We can describe the value of a firm as an economic measure that reflect the value of
entire business to be allocated to the shareholders and debtors. That is the ratio
between equity market value and equity book value. This value can be calculated by
using different methods of measures like, net book value (Total Assets minus total
liabilities), Market Value of all its outstanding shares, Relative Valuation etc. These
methods will be analyzed in detail in the next section. CSR can also be a function of
firm’s behavior against its different stakeholders as shown in Table 1 [19]. CSR
benefits may influence firm value directly or indirectly in different forms. Figure 2,
[19], shows the most common areas, where companies usually practice and gain
benefits when employing these specific initiatives.

2.4 CSR and Firm Financial Performance

Abbott and Monsen’s [20] research is one of the early studies that designed a
corporate social involvement disclosure scale based upon content analysis of annual
reports and an investigation of the effects of CSR disclosures on firm profitability.
“Some research show that there is a negative association or no clear association at all
between CSR and a firm’s financial performance. However, some research demon-
strates that CSR and firm performance are positively associated” [21]. “In line with
other contingency based perspectives of CSR’s impact on CFP we see no theoretical
reason to justify the a priori assumption that there is one type of relationship between
CSP and CFP across industries and other analytical contexts” [22].

Some researches use different accounting measures like Return on Investment
(ROI), Return on Assets (ROA) and Return on Sales (ROS).

To reduce the accounting illusion effect [23] we incorporated, simplified Tobin’s
Q (the book value of assets approximate replacement costs) [24] and PE ratio, in the
research, as a proxy of transitory effect of the current earnings change. It is important
to know how CSR disbursements are recognized in accounting system. If capitalized
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it will be recognized in Tobin’s Q as a change in book value of assets. If expensed it
will affect firm’s earnings and therefore impacts PE ratio. It gives the additional
reason of using Tobin’s Q and PE ratio. The financial performance is reflected in
market value of company and is operationalized by two measures that complement
each other.

We can identify some causes of inconsistent associations between CSR and firm
performance like, stakeholder influence capacity and misspecification of economet-
ric models. Endogeneity has been identified as an important problem. Al-Tuwaijri
[25] used 2 stage model and demonstrated positive association between CSR
(environmental) performance and Corporate economic performance. However,
Aupperle et al. [26] failed to demonstrate a positive relation. “Varying Levels of
Social Orientation were not related with firms’ economic performance differences.
The discussions on definition of CSR activities and different measuring tools are
main causes for inconsistent findings. Overall the literature accepts that superior
quality of CSR activities results increase in firm economic performance” [27].

Table 1 Typical CSR activities and theirs value enhancing capabilities

Stakeholder Firms typical CSR activities
Sources of value enhancing capabilities of
CSR

Customers – Differentiate Products
– Offer Better Customer Care
– Improve Brand Equity

– Create Brand Value
– Expand Customer Loyalty
– Increase Sales Revenues

Suppliers –Ensured Secure Work Environ-
ment
– Support Diversity and Minority
– Pay Decent Price

– Reduce Supplier-Buyer Cost
– Promote Diversity
– Build Corporate Reputation

Employee – Meeting Labor Demand
– Giving Better Health Care
– Training and Improvement
– Offering Higher Wages

– Improve Productivity
– Build Employer Reputation
– Attract Better Personnel

Investors – Improve Reporting Quality
– Ensure Better Governance
– Promote Corporate Ethics

– Increase Market Return
– Reduce Risk and Cost of Capital
– Reduce Information Asymmetry
– Improve Operating Performance

Regulators – Contribution to Political Parties
– Reduce Corruption and Contro-
versy
– Comply Regulatory Requirement

– Receive Favorable Treatment
– Influence Policy Development
– Reduce Litigation Risk

Community – Increase Corporate Charity
– Contributing Disaster Relief
– Giving NGO Support

– Build Corporate Branding
– Get favorable Media Coverage
– Convey Positive Managerial

Environment – Saving Water and Energy Cost
– Reduce Carbon Emission
– Reduce Hazardous Disposal
– Green Building and Plantation

– Reduce Regulatory Fines
– Signal Managerial Skills
– Build Corporate Reputation

Source: Based on [19]
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3 Data Description, Research Design and Methodology

Professional financial Institutes like Thomson Reuters, Morgan Stanley Capital
International (MSCI), Kinder, Lydenberg and Domini (KLD), Risk Metrics,
Bloomberg, Dow Jones and Pearson are collecting and publishing listed companies’
data including indexes of CSR activities. For the empirical analysis, we took the
companies’ CSR and financial data from Thomson Reuters datastream ASSET4
database about publicly traded companies from the container and packaging sector.
We assumed that 19 companies’ data would be enough to represent the sample
group, in following 5 years-time perspective from 2012 to 2016. All the local
currencies are converted to USD as of December 31st of the year.

In this study the main topic we will be looking for is to understand whether CSR
Activities influence the firm value either positive, negative, or neutral? So, we can set
our hypothesis as below:

Hypothesis: Do Corporate Environmental, Social and Governance Activities have
a significant influence on Corporate Financial Performance by region of container
and packaging industry?

To analyze our hypothesis, we will be looking for two dependent variables,
(Tobin’s Q) value and (PER) value. The region, where the companies are located
added as a categorical variable (control parameter, C1) for the regional perspective,
mainly Europe, North America and Asia. Relationships between X1, X2, X3, C1,
and Y1 or Y2 variables are tested using the MiniTab Statistical Software for multiple
regression analysis [28]. Where:

X1 is Environmental Score, X2 is Social Score, X3 is Governance Score, Y1 is
Tobin’s Q value, Y2 is PER (Price to Earnings Ratio) value, C1 is Region as a
control variable.

When we collect data, we can randomly sample items and then record their X
values or we can only sample items with predetermined X values that we set
beforehand. Collect a random sample of items that are representative of the process.

We estimated two regression models, both as the dependent variables: simplified
Tobin’s Q, model(1) and PER, model(2). Following Guenster et al. [24]. The
mathematical notation of the model is as follows:

Valuei ¼ α0 þ α1Environmental Scorei þ α2Social Scorei

þ α3Governance Scorei þ
X3

j¼1

βjRegioni,j þ εi ð1Þ

where:

Valuei, valuation proxy for a company i;
Environmentali, Social Scorei, Governancei as well as Economici—are the scores

(ranging from 0 to 100) for particular pillars of the Reuters ASSET4 CSR ranking;
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Regioni,j, 3 dummy variables, distinguishing the country of registration of the
company between North America, Europe and Asia;

Additionally, we use trimmed (the procedure ensures a limited effect of outliers)
dependent variables in logs. The trimming procedure eliminates potential outliers in
the extreme left and right 0.5% of the distribution.

4 Findings and Analysis

Hypothesis is tested with 79 data points, using Tobin’s Q Mark as Output Y with
3 variables X1, X2, and X3 namely Environmental Score, Social Score and Gover-
nance Score respectively, if there is a significant relationship between Y and X
variables (with “region” used as a categorical X variable).

Tobin’s Q Mark’s Multiple Regression Analysis Figure 1 shows the Model
Equation and Fig. 2 shows a strong relationship with R2 Correlation Coefficient of
86.45% between three variables, namely, X1—Environmental Score, X2—Social
Score, and X3—Governance Score. Due to strong linear correlation results of the
statistical analysis, a prediction model or multiple regression model equation can be
used to derive future Tobin’s Q variable if three variables X1 (Environmental Score),
X2 (Social Score), and X3 (Governance Score) are available, vice versa by region
(Asia, Europe and North America).

Figure 3 shows the interaction of Effects of the X Variables against Y—Tobin’s
Q Value output. The Environment Score has common effect in all three regions,
where increasing environmental scores from 0 to 60, may decrease the Tobin’s Q
value and later after reaching score of 70, environmental score, tend to increase and
gives a positive effect in the company’s Tobin’s Q Value. This is mainly due to the
fact, that 0–60 environmental score is perceived as start up or a poor score, therefore
has decreasing tendency.

We observe that the trends are different between the three regions. For example,
Europe’s Tobin’s Q score has positive trend-effect, towards increasing Social
Scores, but for Asia and North America it is completely opposite effect.

Asia Tobin q Market = 2.525 - 0.06855 X1 - 0.00451 X2 + 0.03651 X3 + 0.000491 X1^2 - 0.000253 X2*X3

Europe Tobin q Market = 2.581 - 0.07451 X1 + 0.02047 X2 + 0.01064 X3 + 0.000491 X1^2 - 0.000253 X2*X3

North America Tobin q Market = 1.463 - 0.05650 X1 + 0.00326 X2 + 0.02387 X3 + 0.000491 X1^2 - 0.000253 X2*X3

Region

X1: ENVIRONMENTA X2: SOCIAL SCORE X3: GOVERNANCE S X4: Region

Final Equations

Multiple Regression for Tobin q Mark
Model Equations Report

Fig. 1 Multiple regression model report for Tobin’s Q (Source: Own preparation)
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On the other hand, increasing Governance Score in Asia and North America has
increasing positive effect in Tobin’s Q Value. Unlike Europe, increased governance
score may decrease or reduce the Tobin’s Q Mark of the company.

Governance Scores per each region, overlaps between points 32, 49 and 62—
meaning if we are within this area, we are in the equilibrium within the other one to
three regions.

The chart of the effects of each variable simply shows that for Governance and
Social Scores, Asia and North America behaves the same but is opposite versus the
Europe region. Nevertheless, results show that when it comes to Environmental
Score, all regions show the same pattern and similar trends hence Environmental
Score has the largest influence or incremental impact on the Tobin’s Q Value. Base
on the above statistical multiple regression analysis report, environmental has the
most contributing factor into the model as it has direct impact as well in the increased
correlationships versus other variables.

Price Earning Ratio (PER) Multiple Regression Analysis There is also signifi-
cant difference but the correlation coefficient is not as strong as established in using
Tobin’s Q Value. The P value is less than <0.01 hence significant relationship
between X variables and Y (PER). While R2 is 39.6%, we are not able to use the
prediction model to predict what will be the potential Y output if we have all three X
variables available (Figs. 4 and 5).

5 Summary and Future Recommendations

Strategic Managers can prioritize which of the ESG (Environment, Social, and
Governance) factors will have an influence in the firm value. They can firstly
prioritize environment related activities, which has generally positive effects in
firm value in all regions provided that minimum environmental requirements are
met due to increasing focus on circular economy for packaging Industries and

Asia PER = 10.64  +  0.0472 X2

Europe PER = 12.60  +  0.0472 X2

North America PER = 18.05  +  0.0472 X2

Region

X1: ENVIRONMENTA X2: SOCIAL SCORE X3: GOVERNANCE S X4: Region

Final Equations

Multiple Regression for PER
Model Equations Report

Fig. 4 Multiple regression model equation report for PER (Source: Own preparation)
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increasing regulatory requirements. This is followed by Social (region like Europe)
and Governance related activities. It is also critical that container and packaging
companies take into account the regions where the company is based, as regions is
also having a significant relationship in achieving better Tobin’s Q results. More-
over, none of the ESG variables should be ignored or excluded as a result of the
multiple regression model where the three components have significant influence
and are all interrelated in improving financial perfomance on each region. With our
multiple regression model, it is possible to estimate potential effect in Tobin’s Q
value actual R2 result is equal to 86.45% and P value less than 0.001.

For future research, it is recommended that a different statistical modelling be
explored when building relationship of each variables—ESG versus Price to Earn-
ings Ratio (PER) specially the multiple regression R2 correlation coefficient is less
than 80% and understand the reasons behind the sample points which have high
residuals.
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Corporate Social Performance
in Construction Industry: In the Search
for Added Value

Karolina Daszyńska-Żygadło, Svetlana Mjakuškina, and Anna Dziadkowiec

1 Introduction

Construction industry has an impact on countries’ national economy. The develop-
ment of the construction industry plays an import socio-economic role in every
nation. The construction industry is responsible for creating, modifying and improv-
ing the living environment of humanity. On the other hand, construction and
buildings have considerable environmental impact. Buildings construction and
operation are accounted for 36% of global final energy use.

Today the quality has become one of the most important criteria for evaluation of
successful services as well as social responsibility and sustainability under the
influence of globalization processes [1].

The theoretical framework of the role of sustainability in construction industry is
analysed based on comparison and analysis of literature and views published by
various researches. Case study analysis is conducted in order to compare how most
recognized and sustainability oriented construction industry company—Skanska—
reports activities that match the views presented in the literature. On the top of that
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we propose corresponding financial statements items to investigated the scope of
impact of sustainability activities on particular company financial performance.

The aim of this paper is to investigate up-to-date findings in literature in the scope
of sustainability of construction industry and application of sustainability activities
on different levels of construction process in order to develop a framework for
measuring and monetizing sustainability activities undertaken by construction com-
panies. This will serve as intermediary goal towards measuring the value added as a
result of sustainability performance of construction industry companies. It will also
act as a base for improvement of the construction supervision process.

The paper is constructed as follows. In Sect. 2, the authors provide literature
review for determining and defining the theoretical framework of sustainability in
construction industry and the link between corporate social performance and corpo-
rate financial performance; Sect. 3 in order to address the research questions presents
a case study analysis on how a company from construction industry assesses its
duties towards sustainability. After a case study analysis, the authors provide a
qualitative content analysis of the literature review to confront the practice with
scientific findings. Sect. 4 offers the authors’ conclusions.

2 Literature Review

2.1 Significance of Construction Industry

The construction industry plays a significant role in every national economy. It has
an impact on countries’ economic growth. The construction industry is responsible
for creating, modifying and improving the living environment of humanity. On the
other hand, construction and buildings have considerable environmental impact.

Environmental Impact

Buildings play a dominant role in the clean energy transition. Buildings construction
and operation are accounted for 36% of global final energy use and nearly 40% of
energy-related carbon dioxide (CO2) emissions in 2017 [2]. The construction indus-
try uses a lot of raw materials. Approximately 65% of total aggregates (sand, gravel
and crushed rock) and approximately 20% of total metals are used by the construc-
tion sector. The EU27 consumed between 1200 and 1800 million tonnes of con-
struction materials per annum for new buildings and refurbishment between 2003
and 2011. Construction and demolition (C&D) waste is estimated to make up 33% of
total waste generated annually in the EU [3]. In the EU27, approximately 850 million
tonnes of C&D waste are generated per annum [4]. The construction industry has a
major impact on environment. The environmental impact of the construction indus-
try in the developing countries is more serious than that in the developed countries
[5, 6].
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Action Taken

Within the existing circumstances the construction sector started to recognize the
impact of their activities on sustainable development. The businesses understand the
purpose of process improvement and its positive influence [7–9] Nowadays the
“green building” concept is incorporated into regulations of different countries.
The built environment is in the centre of worldwide strategies and measures towards
a more sustainable future. Many assessment methods, tools such as BREEAM in
UK, LEED in USA, SB Tool in Canada, HQE in France, BEE in Finland, and other
have been developed in order to evaluate the sustainable performance and to develop
the “sustainable construction” [10, 11]. Large construction companies draw more
attention to the integration of sustainability and environmental awareness in the
corporate processes [8, 9, 12]. Majority of construction companies adopted proactive
environmental strategies such as waste reduction and prevention of pollutants at
source [13, 14]. 90% of top 20 international construction companies have adopted
sustainability reporting practices where 58% of them release standalone sustainabil-
ity reporting annually [15].

2.2 Theoretical Framework of Sustainability in Construction
Industry

The development of the construction sector, draws social and economic changes
because it creates the new wealth for society [16, 17]. Sustainability is recognized by
definition provided by the World Commission on Environment and Development
“development that meets the needs of the present without compromising the ability
of future generations to meet their own needs” [18]. Sustainable construction is a
creation of a healthy built environment using efficient, ecologically based principals
[19–21]. There is no common definition that covers all aspects of the sustainable
construction. Most of the authors are highlighting the main three aspects: environ-
mental, social and economic [13, 22]. The sustainable construction has been
described as a result of collaboration and common efforts of the participants in the
construction processes and society [17, 23, 24]. This is a collaboration between
various elements such as changes in the legislation, implementation of new technol-
ogies, enhancement of awareness and understanding of the principles not only from
the side of the participants of the construction projects, but also from the society. The
activities within the sustainable construction cover a full building lifecycle, starting
from the mining of raw materials, followed by construction products until the end of
life of the building i.e. its demolition [25, 26]. Through literature review the authors
have found that there exists a large number of research papers with analysis of
various aspects of the sustainable construction in different phases of the building
lifecycle. This implies additional efforts to integrate sustainable processes in differ-
ent activities of construction projects. In order to identify sustainable activities at the
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different levels of construction process, there is a need to identify all the activities
within the sustainable construction. The authors performed literature overview in
order to identify activities that are included in the scope of sustainable construction.

2.3 Corporate Social Performance: Corporate Financial
Performance Link

Companies’ sustainability-oriented activities might not only improve natural envi-
ronment and human well-being but also foster companies’ financial performance.
There is a number of studies that seek to measure the relationship between corporate
social performance (CSP) and corporate financial performance (CFP). Their authors
aim at validating the related scientific theories [27] as well as finding implications of
the research for practitioners, including companies’ managers, investors and market
regulators. Even though the topic has been under researchers’ scrutiny for several
decades, the results on the relationship are mixed. However, in the research based on
a meta-analysis of more than 2000 studies on the CSP-CFP relationship [28], a large
number of the studies shows a positive impact of CSP on CFP.

The existing research also reveals that the impact of CSP on CFP differs across
industries [29–31]. In our study, we focus exclusively on construction industry and
therefore the following literature relates only to this. Some studies for the industry
were carried out on international samples. Wang et al. [32] conducted a research on
the sample of 30 construction firms from all around the world in the period of
2007–2013. The authors measured CFP both with accounting-based measures,
including return on assets (ROA) and earnings per share (EPS), and with market–
based ratios, i.e. price per earnings (P/E) and stock returns. Corporate social perfor-
mance in this research was expressed with Environmental, Social and Governance
Intangible Value Assessment index. The results reveal that the relationship for ROA
and EPS is curvilinear. This means that companies from construction sectors do not
benefit from low levels of CSR efforts, but positive financial impact unfolds only
after the company’s CSR activities reach a certain level. At the same time, according
to this research, at some point it does not pay off to increase CSR spending as it does
not bring any further improvements of company’s financial indicators. Authors’
conclusions stay in line with the findings of other research focused on different
economic sectors [33, 34].

In contrast, Liao et al. [35] found a negative relationship between CSP and CFP in
the study conducted on a sample of international contractors from the years
2009–2014. Though, the authors measured the effect of CSR-related activities on
firms’ profitability with the use of a content analysis of CSR reports. Whereas the
above studies focus on international datasets, some authors investigate the CSP-CFP
relationship in construction industry exclusively on a country-specific data, like
China [36].
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Based on the results described above, there is no straightforward answer to the
question what exactly is the relationship between corporate social performance on
corporate financial performance in construction industry. A limited number of
studies related to social performance and its impact on financial performance in
constructions industry calls for further research on the topic. It is worth noting that
identification of material issues and sustainability-oriented impacts on specific
financial measures within the construction industry could serve as an important
reference for practitioners that are interested in creating value from the
sustainability-oriented decisions. Therefore, we formulate two research questions
(RQ) in our study.

RQ1 Which sustainability-oriented activities are material for construction
companies?

RQ2 Is there a relationship between corporate social performance and
corporate financial performance?

3 Methodology and Results

In order to address the research questions, we performed a case study analysis and
literature review.

3.1 Business Case Approach

In the first step, we have examined how a company from construction industry
assesses its duties towards sustainability. We analysed the Annual and Sustainability
Report 2018 published by Skanska [37]. We believe this supplements the answer to
our research questions as it adds a business case approach.

Skanska, headquartered in Sweden, is one of the world’s leading construction and
project development companies, focused on selected home markets in the Nordic
region, Europe and USA. The company positions itself as a sustainability leader and
strongly highlights this aspect of the business when it describes itself as an invest-
ment target. The company’s motto is ‘We build for a better society’. Skanska also
underlines its sustainability-oriented approach in the company’s values, including
Care for Life, Act Ethically and Transparently, Be Better Together and Commit to
Customers. The company was rewarded with the following sustainability-oriented
rewards in 2018: OMX Stockholm 30 ESG Responsible Index, MSCI AAA and
CDP Climate Change A. We can therefore conclude that the company sees
sustainability-related activities as the key competitive advantage that enhances the
value for shareholders and stakeholders.

In the first step we analysed the company’s materiality assessment in the context
of sustainability (Fig. 1).
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We see that the three most crucial aspects include bribery and corruption, safe and
healthy work environment as well as anti-competitive behaviour, which means that
ethics remains the company’s priority. Environment-related issues are material as
well, with the highest importance attributed to impact on climate change, energy
efficiency, sustainable materials, and waste management. Less important, both from
the perspective of Skanska’s stakeholders and the company itself, is water manage-
ment and impact on biodiversity, along with some aspects related to social condi-
tions and personnel, including training of employees and contributions to society.

Besides a broad qualitative assessment of subsequent sustainability aspects,
Skanska also reports sustainability measures, which increases transparency and
improves comparability of the impact of the company’s business activities to other
companies from the construction business. In the Table 1 we present sustainability-
oriented measures reported by the company along with our interpretation of their
potential impact on financial performance.

3.2 Scientific Literature Analysis Approach

After a case study analysis, we have performed a comprehensive literature review
process to confront the practice with scientific findings. In the literature review
process, our research object was sustainable construction, whereas research sub-
ject—activities of sustainable construction.

The review consisted of several steps performed in four stages. In the first step,
we determined sources for study selection. Nowadays the digital libraries are the
most commonly used source of academic articles. In the performed study the
following sources were used:

• Science Direct
• SCOPUS
• EBSCOhost
• Web of Science
• IEEE Xplore Digital Library

The selected digital libraries publish wide range of scientific academic articles
related to the topic of interest of the performed research. The identified sources of
studies support the advanced search of their database. The next stage was to identify
keywords that were used to search for papers. In order to constrain the scope of the
research, the following terms were used “sustainable construction”, “Sustainable
building”, “Sustainability AND construction”. The identified keywords were used to
select studies in previously identified digital libraries. As a result, 238,056 studies
collected became a subject to an inclusion and an exclusion criterion to filter out the
studies deemed not relevant to our literature overview. This stage of the research was
critical in order to ensure that relevant and sizable number of the studies were
selected.
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Table 1 Sustainability-oriented measures—Skanska

Measure Definition

Sustainability
aspect according to
GRI Standarda

Measurable impact
on financial
performance

Non-
measurable
impact on
financial
performance

Legal pro-
ceedings
related to
corruption
allegations

Assets pledged,
contingent liabilities
and contingent
assets

Anti-corruption
(Social)

Non-recurring
items (costs/profit),
(Profit&Loss)

Reputation
impacting
stock prices

Lost Time
Accident
Rate

Number of
employees lost-time
accidents multiplied
by 1m hours divided
by total labour hours

Safe and healthy
work environment
(Social)

Additional costs
for replacement
staff (Profit&Loss)

Delays in
realising the
contracts

Fatalities Number of fatalities
on Skanska project
sites

Safe and healthy
work environment
(Social)

Additional costs
for replacement
staff, higher insur-
ance costs due to
higher risk assess-
ment (Profit&Loss)

Reputation
impacting
stock prices,
delays in
realising the
contracts

Green
revenue

% of total construc-
tion revenue that is
green and deep
green, according to
the Skanska Color
Paletteb

Sustainable indus-
try (Environmental
and Economic)

Revenues
(Profit&Loss)

Reputation
impacting
stock prices

Green mar-
ket value

% of commercial
property develop-
ment market value
from green and deep
green projects

Sustainable indus-
try (Environmental
and Economic)

Revenues
(Profit&Loss)

Reputation
impacting
stock prices

Total energy
usage and
energy
intensity

MWh values with
subdivision into
non-renewable and
renewable sources

Energy efficiency
(Environmental
and Economic)

No direct impact Potential rep-
utation
impact

Direct and
indirect
emissions

Tonnes of CO2 e Energy efficiency
(Environmental)

No direct impact Potential rep-
utation
impact

Self-gener-
ated waste to
landfill

As per the mea-
sure’s name

Waste management
(Environmental)

Operating costs
(Pofit&Loss)

Potential rep-
utation
impact

Green
financing

% of total central
debt that is Green
according to the
Skanska Green
Bond Framework or
other investor green
demands

N/A (Environmen-
tal and Economic)

Cost of financ-
ing—cost of inter-
est (Pofit&Loss)

Reputation
impacting
stock prices

(continued)
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Inclusion criteria:
• The study is written in English
• The study available in full text, open access
• The study published in scientific journal
• Review articles

Exclusion criteria:

• The title or abstract provides evidence to indicate that the study is not relevant to
the areas of sustainable construction practices.

The total of 68 papers, published between 2006 and 2018, were selected for a full
text analyses. As a result of the detailed analysis of the selected papers, 34 key papers
were identified. Figure 2 presents an overview on this exclusion process.

Through the literature overview the authors found that the sustainable construc-
tion includes wide range of different activities such as planning and integration of
sustainable construction principles into construction activities. Project management
that ensures the balance between protecting the environment and effective project
development as well takes into the account the needs and demands of people for
equity, prosperity and quality of life. The most popular activities that influence the
environmental aspects of sustainable construction are efficient use of natural
resources and reduction of resources (heat, electricity, water) consumption. In
addition, healthy environment management is created through efficient land use,
enhancement of resource reuse, use of renewable or recyclable resources, decreased
waste, emissions and pollution. Activities to increase the knowledge and enhance
social awareness of environmental concerns and community involvement in the
process of achieving sustainable construction. Use of low impact materials, reduc-
tion of material use, optimization of construction techniques and implementation of
new technologies, smart and green building designs. Reduction of maintenance and
operational cost, optimization of building lifespan and optimization of end-of-life
process. Changes in the legislation, as well as, involvement of multiple stakeholders
and their activities are all part of the activities in sustainable construction.

Table 1 (continued)

Measure Definition

Sustainability
aspect according to
GRI Standarda

Measurable impact
on financial
performance

Non-
measurable
impact on
financial
performance

Employees
by gender

As per the mea-
sure’s name with
subdivision into
category

Diversity, Inclu-
siveness and
non-discrimination
(Social)

No direct impact Gender bal-
ance might
positively
impact work
efficiency

Source: Authors’ work based on Skanska Annual and Sustainability Report 2018, pp. 70–91
aIn parenthesis our classification of the issues; GRI stands for Global Reporting Initiative
bColour Palette defines Skanska’s classification of Green and Deep Green projects according to four
areas: energy, carbon, materials and water
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Table 2 provides a comprehensive summary of the main activities included in the
sustainable construction based on our literature review process and case study
analysis.

Based on the analysis we conclude that the main part of the activities within the
sustainable construction influence the environmental aspect of sustainability. At the
same time most of the activities influence more than one aspect of sustainability.

Upon collection and analysis of information on the activities within the sustain-
able construction, we also conclude that it is the role of a constructor to integrate all

Keyword (s)

Web of Science,
Science Direct,
IEEE Xplore,
EBSCO host,
SCOPUS

Primary Studies

n = 238056

Inclusion criteria

Web of Science,
Science Direct,
IEEE Xplore,
EBSCO host,
SCOPUS

Studies for full text
analysis

n = 68

Number of studies after
application of Inclusion criteria
n = 415

Exclusion criteria

Fig. 2 Overview of the flow of research results (PRISMA flow diagram)
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Table 2 Activities within the sustainable construction

Key
references

Activities of sustainable
construction Environmental Social Economic

Addressed
by Skanskaa

[26, 38] Use of low impact materials X Yes
(qualitative)

[13] Use of energy-efficient
equipment and appliances/
use of energy efficient
appliances with timing
devices

X X Yes (qualita-
tive,
initiatives)

[26] Reuse water onsite X Yes
(qualitative)

[25, 39,
40]

Reduce consumption of raw
materials

X X Yes
(qualitative)

[20, 25,
38, 39,
41–43]

Efficient use of resources X X Yes
(qualitative)

[16, 20,
21]

Creation of a healthy
environment

X Yes (qualita-
tive,
initiatives)

[23] Balance between protecting
the environment and effec-
tive project development

X X Yes

[16] Enhancing the social health
of the community

X Yes (qualita-
tive,
initiatives)

[16] Enhancing the economic
development of the
community

X X Yes (qualita-
tive,
initiatives)

[24–26] Efficient land use X No

[24, 26,
39]

Reduce water consumption X X Yes (qualita-
tive,
initiatives)

[24, 38,
44–46]

Minimizing construction
and demolition waste

X X Yes
(quantitative)

[13, 24,
41]

Promote/ use of renewable
resources

X Yes
(qualitative)

[24] Promote/ use of alternative
energy systems

X Yes
(quantitative)

[24, 41,
47]

Scientific and technological
innovation

X Yes (qualita-
tive,
initiatives)

[24, 26,
38, 44]

Construction practices that
reduce pollution emissions

X Yes
(quantitative)

[24] Impact evaluation of the
construction project on the
environment during project
planning, construction and
operation stages;

X Yes
(qualitative)

(continued)
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the identified activities within the processes in the organization to ensure a sustain-
able construction.

Analysis in reference to comparison with case study results show that majority of
activities included in literature related to sustainable construction where included in
the report of Skanska. The analysis also shows that 16 out of 28 aspects were
reported in qualitative way, out of which only 8 indicated some initiatives. Only
two were not reported. Seven were reported in quantitative way and the remaining
three give positive answer to yes/no categories. That indicates that dominant major-
ity of sustainability-oriented activities presented in literature are material for
Skanska, the leading construction industry representative.

Table 2 (continued)

Key
references

Activities of sustainable
construction Environmental Social Economic

Addressed
by Skanskaa

[24, 40] Establishment and improve-
ment of corporate environ-
mental management system;

X Yes

[24–26] Appropriate waste disposal
and recycling processes.

X X Yes
(quantitative)

[24, 45,
47]

Adoption and compliance
with environmental laws
and regulations

X Yes

[24, 41–
43, 46]

Corporation engages in
R&D of building designs
that improve the energy
efficiency

X Yes (qualita-
tive,
initiatives)

[24, 41–
43, 46]

Corporation engages in
appropriate R&D that
encourages green construc-
tion (e.g. green building
design, green materials, new
construction methods)

X Yes (qualita-
tive,
initiatives)

[46, 48] Involvement of multiple
stakeholders

X Yes
(qualitative)

[49] Occupational Health and
Safety of employees

X Yes
(quantitative)

[43] Reduced maintenance and
operational costs

X Yes
(quantitative)

[38, 43] Extended lifespan of builder X No

[40, 47,
50]

Raising the level of knowl-
edge/public awareness

X X X Yes
(qualitative)

[40, 42] Financing sustainable con-
struction projects

X Yes
(quantitative)

Source: Authors’ own work
aIn parenthesis we indicate if the aspect was reported in (1) only qualitative, (2) qualitative and
showing initiatives, (3) including the former and also quantitative measures
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4 Conclusions

The construction industry plays an important role in every national economy. The
construction industry is responsible for creating, modifying and improving the living
environment of humanity. At the same time construction and buildings have con-
siderable environmental impact. The construction industry in the past years has
focused more attention on decreasing its impact on environmental and ecological
aspects. The concept of sustainability and sustainable construction is becoming more
and more popular within the industry. The concept of sustainable construction
entails activities aiming to create healthy construction environment using efficient,
ecologically based principals. There is no common definition that covers all aspects
of the sustainable construction. Most of the authors are highlighting the main three
aspects: environmental, social and economic. Through literature review the authors
have found that there is a significant number of research papers that focus on the
analysis of various aspects of sustainable construction in different phases of building
lifecycle. Through the review the authors have found that the sustainable construc-
tion includes wide range of different activities such as planning and integration of
sustainable construction principles into construction activities. The activities within
the sustainable construction cover a full building lifecycle, starting from the mining
of raw materials, construction products until the end of life of the building i.e. its
demolition. Based on the analysis of the survey results it can be concluded that the
main part of the activities within the sustainable construction influence the environ-
mental aspect of sustainability. At the same time most of the activities influence
more than one aspect of sustainability.

Our literature research and case study analysis allowed us to select sustainability-
oriented activities that are material for construction industry companies. Initial list
was created based on literature review and then it was verified with the activities
listed and described in the biggest construction company sustainability report
(Skanska). Therefore, research question number 1 (RQ1) was verified positively.

Respectively, the case study analysis of Skanska has shown that majority of
investigated sustainability activities interact with financial results, either in positive
or negative way, creating additional costs or benefits for the company. Analysed
sustainability activities could have both positive and negative impact on financial
results, mainly impacting profit and loss statement directly. Indirectly, in a
non-measurable impact of financial performance, it exemplifies in impact on repu-
tation that could be reflected in increase/decrease of stock price i.e. market value.
Therefore, we could conclude that a relationship between sustainability activities and
corporate financial performance exists. This part of the study provided answer for
research question number 2 (RQ2) in a qualitative way.

Conclusions based on this research create room for further investigation whether
sustainability activities serve as value adding or value destroying ones.

Future research will focus on identifying sustainability drivers of value added for
construction companies, including types of activities at the various levels of con-
struction companies’ processes.
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