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Abstract

The aim of this paper is to present, on the example of Karczew municipality, long term
financial forecasting as a component of strategic planning and to evaluate it as a tool for managing
the socio-economic development in a local self-government unit. The paper has two main parts.
In the first part, a theoretical background for strategic and financial management and forecasting
is presented and in the second part, a case study of financial forecasting for the Karczew munic-
ipality is described. The main conclusion of the paper is that financial forecasting and strategic
planning are important tools for the management of the municipal units if these are linked within
local present budgeting and are implemented in an integrated way. Analysis of the municipality
of Karczew shows that the current integrated strategies create a useful foundation for the effective
functioning of the municipal unit.

WIELOLETNIA PROGNOZA FINANSOWA JAKO ELEMENT PLANOWANIA
STRATEGICZNEGO W JEDNOSTKACH SAMORZADU TERYTORIALNEGO

Mieczystaw Adamowicz

Wydzial Nauk Ekonomicznych i Technicznych
Panstwowa Szkota Wyzsza im. Papieza Jana Pawta II w Biatej Podlaskiej

Stowa kluczowe: lokalne jednostki samorzadu, prognozowanie finansowe, planowanie stra-
tegiczne, gmina Karczew.
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Abstrakt

Celem pracy jest przedstawienie wieloletniej prognozy finansowej jako elementu planowania
strategicznego 1 dokonanie jej oceny jako narzedzia do zarzadzania podstawowa jednostka tery-
torialna, na przyktadzie gminy Karczew. Artykut jest podzielony na dwie gléwne czeéci. W pierw-
szej przedstawiono podstawy teoretyczne dlugofalowego planowania strategicznego 1 powigzanego
z nim planowania finansowego. W czesci drugiej przedstawiono analize przypadku gminy Karczew.
Glowna konkluzja jest stwierdzenie, ze dlugofalowe prognozowanie finansowe jest skutecznym
narzedziem zarzadzania gmina, jesli jest zintegrowane z jej strategia rozwoju spoleczno-gospodar-
czego. Przyklad gminy Karczew pokazuje, ze zintegrowane strategie stanowig uzyteczna podstawe
efektywnego funkcjonowania tej jednostki samorzadowe;j.

Introduction

The municipality as the primary unit of local government fulfils many func-
tions important for both the local community and the region in which it oper-
ates. Development directions and investment activities are subject to planning
and are incorporated into local strategies and development policies. The scar-
city of resources imposes the necessity of establishing one’s own, unique way
of hierarchizing the social needs in terms of the importance and urgency of their
fulfilment. Formulating a development strategy should serve this purpose which,
through an insightful analysis of the past and present situation of the community
and the potential for using the available factors, defines the course and sources
of its development in the future. The development strategy of the municipality
includes the mission and vision of the unit, defines strategic directions and areas
of development as well as realisation tasks. All these activities determine the
general shape of the municipality in a long-term perspective, which can be made
real by formulating a long-term financial perspective. The formulation of a long-
term financial perspective must be accompanied by an in-depth understanding
of the conditions, resources and factors, which allows for a rational definition
of development perspectives. The aim of this paper is to present, on a concrete
example from the Karczew municipality, the long-term financial forecasting as
a component of strategic planning and to evaluate it as a tool for managing a basic
territorial unit. Data collected in survey form from the Karczew municipality
constitutes the main empirical material of the study (MARCZAK 2016).

Strategic management and financial management
of the municipality

Managing a basic local government unit (LGU), that is a municipality,
is a complex issue due to a number of dependencies and links between the ac-
tivities of the decision-making and executive bodies, between the municipality
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and its immediate neighbours, between incomes and spending, etc. It is then
worthwhile in the municipality to clearly state the objectives, plan how they
will be achieved and think about the benefits resulting from the established
objectives. All these elements constitute a development strategy, which in turn
may become a document, on the basis of which the long-term financial forecasts
will be created (ZIOLKOWSKI 2000, p. 60, 61).

In connection with an increase in the demand for public goods, new methods
to acquire funds for LGU to deliver them began to arise. However, the munici-
pality, as the basic unit, is not able to satisfy all the needs that are reported by
its inhabitants. For this purpose, both decision-making and executive bodies in
the municipality seek objective methods to hierarchize their reported needs in
terms of their importance and urgency. This allows them to determine which
of them must be treated as priority issues. The limitation of resources means
that the authorities are able to address only the most urgent needs during the
budgetary year, while the remaining ones are planned for the next periods,
retaining the predefined hierarchy. Consequently, the allocation of financial
resources was no longer sufficient and the management of local government
units began to play an increasing role (WYREBEK 2010, p. 143). An important
component of the management process is strategic management and financial
management. The strategic management area of local government units is related
to the search for optimal usage of resources and opportunities for a dynamic
socio-economic development. Financial management is mainly directed at the
rational and efficient usage of available financial resources.

Efficient municipality management depends on adopting a good development
strategy, good organisation and efficient operation of the municipality office,
good internal and external communication and on the interest and positive
involvement of the entities and municipality inhabitants (ZAWICKI et al. 2004,
p. 14—22). The model of municipality management is associated with the scope
of territorial and functional decentralisation of the country. Within territori-
al decentralisation, it is possible to distinguish the financial field consisting
in distinguishing proprietary budgets and income generated from taxes, fees,
income from municipality budget units, income from the estates owned and
others (Ustawa z 13 listopada 2003 r. o dochodach jednostek samorzadu tery-
torialnego, Journal of Laws of 2003, no 203, item 1966). Functional decentral-
isation, also known as budget or asset decentralisation consists in delegating
to lower ranks of territorial units the management of specific types of affairs
and to allocate funds from the central or regional budget for these purposes.
The possibility of raising funds to finance the budget deficit (LUBINSKA et al.
2015, p. 317, 318) also plays an important role. In this area, it is crucial to
ensure the greatest possible accounting liquidity and flexibility in financial
management. The flexibility of the financial management of the municipality
consists of three groups of activities: long-term planning, usage of task budgets
and civic budgets (POSTULA, PERCZYNSKI 2010, p. 31, 32).
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Poland’s membership in the European Union, and in particular the possi-
bility of applying for European funds, has contributed to the popularisation
of long-term planning. Long-term planning allows for establishing forecasts
of the financial result thanks to which a given territorial unit can demonstrate
the rationality of application and management of public funds. This planning also
provides the opportunity to assess the effectiveness of the selected socio-economic,
financial and fiscal policy. The task budget is a relatively new tool for managing
public finances, which focuses on results possible to obtain if accompanied by
a specific level of available resources. A participatory budget allows the resi-
dents of a given territory to express their opinion on the distribution of the part
of budget funds. That fact might have an impact on improving the management
of available public funds.

In order to avoid acting randomly, a municipality introduces procedure based
on planning and strategic management, which generally proceeds through three
stages: strategic analysis, strategy planning and implementation of the strat-
egy (WEREWSKA et al. 2012, p. 87—-89). Strategic management, however, is not
intrinsically sufficient. In order for an entity to fund the realization of the
objectives in a chosen strategy, it must also focus on obtaining proper funds
(SIERAK 2013, p. 92). This can be ensured by financial management, which
includes the following activities: determining the scope of long-term financing
possibilities; setting up tasks for funding and measuring any costs necessary
for their realization; specifying annual and multiannual plans seen as specific
tasks; defining the links between objectives and means intended for the imple-
mentation of those objectives; data collection performed in order to monitor and
control the development and evaluate the level of their implementation (ZAWICKI
et al. 2004, p. 11).

The essence, preparation and implementation
of a multiannual financial forecast

Introduction of multiannual development planning and the use of modern
financial management forms have become the basis for adopting the policy
of obligatory enactment of multiannual financial forecasts. The possibility
of applying for European funds and certain commitments arising from the
proceedings linked with applying for and using these funds have contributed
significantly to this situation. Although the development of a financial forecast
generates costs and is not an easy task, benefits arising from the development
of such forecasts are acknowledged.

A fundamental condition for developing a good financial forecast is its integral
link with a given unit’s long-term development strategy. Long-term planning
is the process of aligning financial potential and long-term development goals
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of a given national region and the entire European community. The time-span
of a multiannual financial forecast may vary. In Poland, as well as in some
Scandinavian countries, financial forecasts are drawn up for a period of at
least one fiscal year and for three consecutive calendar years. In Belgium
and in Portugal, the financial forecast covers the entire term of a given unit’s
council, whereas in New Zealand financial planning covers an entire decade
(KACZURAK-KOZAK 2013). A multiannual financial forecast is formed on the
one hand by a municipality’s development strategy and on the other hand by
the actual budget of a given unit for the initial year. Initially, the components
of a multiannual financial forecast were defined on the basis of Public Finance —
Act PFA (Ustawa z 27 sierpnia 2009 r. o finansach publicznych, Journal of Laws
of 2009, no 157, item 1240). Pursuant to this Act, a multiannual financial forecast
of LGU should be realistic and should specify at least the following components
for each year covered by the forecast: the revenue and expenditure for the cur-
rent budget of a given unit, asset-related income, budget outcome, the sources
applied in order to cover the deficit or objectives the surplus will be allocated
to, income and expenditure of the local government budget, including current
and planned debts, the size of the debt, as well as the sources of its financing,
and the amount of current expenditure and assets.

The above figures must be accompanied by detailed explanations confirming
a verifiable situational picture of the given unit. In the case of forecasting debt,
it 1s indispensable to include the full repayment period as well as all planned
debts (WALCZAK 2014, p. 3—5). Under the PFA, also the inclusion of the infor-
mation on ventures undertaken in multiannual financial forecasts, i.e. name
and purpose, organizational unit responsible for execution, execution time, total
costs incurred, expenditure limits with regard to time periods, and the limit
of incurred liabilities, is required. All of these components are obligatorily re-
quired and any failure to adhere to them might cause a multiannual financial
forecast affected by a local government unit to be considered non-compliant
with applicable requirements, and thus a given forecast will not be considered
lawful. Currently, while drafting a multi-annual financial forecast, a model
adopted by the Minister of Finance by means of a regulation is obligatorily
applied (Rozporzadzenie Ministra Finanséw z 10 stycznia 2013 r.). Long-term
financial forecasts should be created carefully and in a rolling manner, which
means that the analysis of its implementation should be carried out annually.
The forecast should be realistic and yet flexible and should display sensitivity
towards forthcoming changes. This is the only way to obtain a reliable illustra-
tion of the financial situation in the local government unit and its most realistic
reflection in the future. By reliably construing a realistic picture of the future
situation in a unit, one may prevent many failures.

In the PFA, we can find information about the requirement of truthfulness,
which is to be met by the drafted forecast. Since the obligation to create a fore-
cast by a territorial self-government unit was introduced, controversies amongst



362 Mieczystaw Adamowicz

its authors have arisen, being caused by the fact that the obligations incurred
by a unit or launched investments force them to prepare forecasts for over
a decade. The realism of the forecast consists in the fact that it will be possi-
ble to verify its authenticity, by means of checking out a variety of documen-
tation, including the adopted strategy. The Ministry of Finance establishes
guidelines for the fulfilment of macroeconomic assumptions by means of basic
indicators. Failure of a forecast to comply with universally applicable indica-
tors requires a given unit to provide detailed explanations (Wskazniki do oceny
sytuacji finansowej 2014). However, there are also indications that make the
execution of multi-annual financial forecasts in a realistic manner questionable.
This is due to the fact that the figures included in them are often estimated
on the basis of macroeconomic (budgetary) indicators, rather than on the basis
of a bottom-up approach. Despite the difficulties arising from the realism im-
posed on the enacted forecast, it is one of the most important features of this
document, without which the forecast would lose credibility.

According to some authors (ARMSTRONG 2001, p. 2—40) a forecast should
contain the following elements, also serving as the stages of its creation: estab-
lishment of objectives, formulation of issues, identification of sources, collection
and preparation of data, selection of a development method, implementation
of the method, application of quantitative and qualitative methods, integration
of qualitative and quantitative forecasts, analysis of the method’s effectiveness,
sensitivity assessment, and the presentation of the forecast. Developing a mul-
ti-annual financial forecast must be preceded by an appropriate resolution,
serving as an act of will and a normative act, which regulates relations between
local government units, national institutions and other bodies of public life.

The legal bases of a financial forecast are defined in the Public Finance Act
(Ustawa z 27 sierpnia 2009 r. o finansach publicznych, Journal of Laws of 2009,
no 157, item 1240), which indicates the need to assess appropriate elements
of the resolution, a minimum period taken into consideration, authorities enacting
the resolution, relations between the budget and multi-annual financial forecast,
methods and deadlines of implementation and the manner of supervision. The Act
is supplemented by the Regulation of the Minister of Finance (Rozporzadzenie
Ministra Finanséw z 10 stycznia 2013), which specifies the model of the forecast,
the form and deadlines for passing the resolutions and the results of the opinions
on the forecast submitted to the Regional Accounting Chamber — RACh. Some
elements of the forecast overlap with the unit’s budget, but in some aspects
it goes beyond the range of the planned budget, making it a more complete and
credible document.

Enactment of the municipality’s multi-annual financial forecast rests main-
ly with the legislative body, that is the municipal council, whereas composing
the draft resolution falls into duties of the implementing body — the mayor
of a municipality, town or a city. The executive body decides whether to only
implement changes in the forecast enacted before, or to draft a new project
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in the consecutive year. The forecast project is submitted, similarly to the budget
project, on November 15 of the year preceding the financial year. By taking into
account the planned amount of debt, capability of financing the deficit and an
acceptable gauge of liability coverage, the RACh issues an opinion serving as
a basis for adopting or implementing amendments to the project.

The budget and the multi-annual financial forecast are interrelated in
a special way. Often the changes to one of the documents force one to implement
changes in the other one as well. It is often the budget that prompts changes to
the multi-annual financial forecast, for example due to the failure to execute the
budget or the reimbursement of funds from the European Union, which in turn
causes a change in the previously forecast amounts. Therefore, it can be said that
the current budget is the foundation of a multi-annual financial forecast, since
any change in the budget causes a change in the forecast, but not every change
in the forecast stipulates a mandatory change in the enacted budget. Compliance
with regard to the interrelation between the budget and the forecast should be
manifested in two areas. The first one is the compatibility of the adopted data
with the budget in relation to the data predicted in the multi-annual financial
forecast for a given financial year; the second one is the consistency of the effects
and consequences resulting from the adopted budget and the financial forecast
(WALCZAK 2014, p. 15). It should be noted that the budgetary inconsistency
represents a lesser threat to the territorial entity than the inconsistency in the
multi-annual financial forecast, which has long-term economic, social and image
implications for the local authorities and communities.

Income and expenditures in the Karczew municipality

Karczew is a municipality situated in Otwock County in the central part
of the Masovian Province, in close proximity to Warsaw. The municipality is in-
habited by almost 16 thousand people, with around 10 thousand living in the city
and 6 thousand in the rural areas surrounding it, forming 16 rural settlements.

Total revenue of the municipality budget per capita in 2015 was 2,728 PLN
and total expenditures 2,735 PLN. Karczew has mixed sources of revenue:
its own income, general subventions and designated subsidies from the state
budget. Proprietary income comes from tax revenues, non-tax revenues and other
sources. The level and structure of the municipality income during 2011-2014
is presented in Table 1.

The data contained in the table shows a strong current income ratio (95.8%
on average) and steady growth of income, especially for the current income.
Asset-related income is declining both in terms of volume and share of the
total income (from 6.36% in 2011 to 4.16 in 2014). The level and structure
of expenditures in Karczew municipality in 2011-2014 is presented in the Table 2.
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Table 1
The income structure of Karczew municipality during 2011-2014 in thousand PLN
Specification Year

2011 2012 2013 2014
Total revenue 39,5634 | 40,428 | 41,995 | 43,606
Asset-related income 2,616 | 1,331 | 1,298 | 1,696
Subsidies and funds for investments 1,485 | 1,065 874 591
Income from the sale of property 1,000 237 372 1,075
illrlxco()‘:’r;leei%rir;tggﬁfsnversion of perpetual usufruct rights 31 29 59 29
Current income 37,018 | 39,097 | 40,697 | 41,910
General subsidy 7,331 | 7,736 | 7,808 | 8,114
Cmplement to the general subsidy X 43 X X
Designated subsidies 4,893 | 5,057 | 5,498 | 5,497
Revenues from taxes and fees 11,793 | 11,595 | 12,5633 | 12,902
Shares of taxes constituting the revenue to the state budget | 10,582 | 11,440 | 12,551 | 14,147
Income from property 522 630 542 541
Other current revenues 1,897 | 2,597 | 1,765 709

Source: author’s own elaboration based on: Karczew municipality financial statements for 2011,
2012, 2013, 2014.

In the structure of expenditures, the current expenditure also dominates,
although the share of asset expenditure in the total sum of expenditures is
higher than the share of asset-related income in the total amount of income.
A particularly high level of asset expenditure was noted in 2012, when substan-
tial funds were invested in road network repair and development. The current
expenditure is relatively stable with a slight upward trend. More than half
of the current expenditure consists of salaries and remuneration derivatives in
the public sector.

An important element in the municipality’s finances is the state of receivables
and liabilities. A significant part of the municipality’s receivables are deposits
in bank accounts, cash in hand, receivables due, term deposits, receivables on
the basis of guarantees provided and other receivables. On the liabilities side,
the most common component is personnel remuneration and additional annual
remuneration, insurance premiums, contributions to the labour fund, purchase
of energy, materials and services, and investment expenditure. The liabilities
of the municipality during the years 2011-2014 increased more than fourfold.
It stems in particular from implementing investments and purchase of energy.
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Table 2
The structure of expenditures of Karczew municipality in 2011-2014 in thousand PLN
Specification Year
2011 2012 2013 2014
Total expenditure 39,047 47,148 45,832 43,704
Asset expenditure 4,273 9,502 7,749 5,664
Agriculture and hunting 226 458 X X
ggigrction and provision of electricity, gas and 15 355 97 6
Transport and communications 455 6,063 331 256
Tourism X X X 719
Housing management 123 122 407 11
Public administration 571 913 616 201
Public safety and fire protection 479 87 161 X
Education and upbringing 725 153 3,632 1,643
Health care 4 102 1,703 1,982
1\;[;11;]1;11):& isoe;rvices management and environmen- 529 820 784 694
Culture and protection of national heritage X 12 X 7,13
Physical culture 1,147 416 19 152
Current expenditure 34,774 37,647 | 38,082 | 38,041
s on o smidncand mmens ol g |0 |y | s
Other expenses 34,113 37,027 37,066 37,170

Source: author’s own elaboration based on: the financial statements of Karczew municipality for
years: 2011, 2012, 2013, 2014.

The development strategy of Karczew municipality
as the basis of the multi-annual financial forecast

The overall picture of the development strategy of Karczew municipality
consists of socioeconomic diagnosis, SWOT analysis, mission, vision, strategic
goals and tasks, as well as the monitoring system and evaluation of the strategy.
The socio-economic diagnosis includes basic information about the municipality,
it shows the socio-economic, environmental and organizational and institutional
profile. The whole picture is an approximation of the conditions of the munici-
pality on its various levels, which is the basis for the further formulation of the
strategy. In the later stage, the mission, vision, objectives, strategic areas and
implementation tasks were defined to direct the activities of the municipality.
At the final stage, the unit systematically checks to what extent the actions
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taken are cost effective and whether the same effects can be achieved with
a lower input of human and financial resources.

The basic assumption when developing the development strategy is to base
it on the concept of sustainable development and considerations for the close
vicinity of the capital city of Warsaw. Of key importance is also the location of
the municipality in the Vistula river valley and highlighting the Warsaw-Ot-
wock forest, the urbanised Otwock zone and agricultural production areas in its
spatial structure. The municipality is dominated by agricultural lands, whose
share in the area reaches 90%. Forests constitute 6% and the remaining ter-
rain types cover 4% of the area. There were 1,576 economic entities registered
in the municipality, of which 12 can be classified as large ones and represent
pharmaceutical, meat and packaging industries. Among the population of the
municipality numbering 16 thousand, women hold a slight numerical advantage.

While determining the organisational and institutional profile, attention
should be paid to the diversity of the municipality area with separate consid-
erations for towns and rural areas. Table 3 shows the functions assigned to
the town and rural areas; this division takes account of retaining hierarchy
of functions from the most important to the least important. Some features
apply to both urban and rural areas.

Table 3
Functions of the town and rural areas of Karczew

Town Rural areas
Production function agricultural function
Housing function housing function
Service function service function

Technical support function |the function that includes other aspects of the service activities

Agricultural function recreational and tourist function

Source: author’s own elaboration based on: Strategia..., online, p. 32, 33.

In the town, production functions have the greatest importance, covering
the range of local industry and small-scale production, as do the housing and
service functions in the field of services for residents and manufacturers and
the technical support of densely populated areas. A small role in the city is also
played by the agricultural function. In the case of rural areas, the following
functions were distinguished: agricultural, the most important one in view
of the favourable natural conditions, housing and service of a similar extent
as in the city. Less important is the function covering other aspects of the ser-
vice activities linked for example with agritourism and tourism and recreation.

Karczew municipality takes into account the following tasks in its mission
(Strategy..., online, p. 35—49): establishing a local economic development centre;
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development of entrepreneurship; development of tourism; development of ed-
ucation; the maximum use of geographic potential; as well as the development
of social and economic opportunities. The above elements contribute to the mu-
nicipality’s launch of long-term ventures, which serve as the basis for economic
and social activities of local authorities, as well as actions promoting the mu-
nicipality in Poland and abroad. The formulation of the mission is supposed to
lead the municipality to acquire the expected image in which the municipality
of Karczew distinguishes such features as security, modernity, investment pro-
motion, local culture promotion, recreational attractiveness, serving residents
in everyday life. The achievement of these features by the municipality is ex-
pected to bring about an influx of inhabitants and investors and foster further
dynamic development, allowing Karczew municipality to adapt the local pace
and way of life and development to the requirements posed by its location in
the vicinity of Warsaw.

Karczew municipality, formulating the mission and vision, has set the di-
rection of development in four strategic areas, including specific goals that the
municipality will strive to attain in the near future, and which in fact will lead
to the realisation of a specific vision (Fig. 1).

STRATEGIC AREAS

economic development A// \\A ’ tourism and culture

’ technical infrastructure

social infrastructure

Fig. 1. Strategic areas of Karczew municipality
Source: author’s own elaboration based on: Strategia..., online, p. 49, 50.

Each of these areas contains a specific set of features. Economic develop-
ment: creating favourable conditions for investments and expanding local en-
trepreneurship, attracting new investors, working with local communities for
the sake of economic development, maximising the potential of the location
and the environment. Technical infrastructure: development of communication
in the local range and beyond the municipality borders, establishment of infor-
mation society, development of the environment, improvement of waste man-
agement and water and sewage management. Social infrastructure: improving
the living standard of the local population, improving the local labour market,
reducing the migration of its inhabitants, boosting economic aspirations of res-
idents, revitalising the housing situation. Tourism and culture: revitalisation
of the tourism sector and development of infrastructure, turning the municipality
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into a kind of leisure centre, which would attract weekend visitors from Warsaw
and from the vicinity, development of gastronomy and accommodation as well
as sport and leisure facilities, and cultural development.

The next step in building a strategy for sustainable development in the
municipality of Karczew consists of assigning, to each strategic area, imple-
mentation tasks, which are a list of key tasks for the implementation of the
development strategy (Tab. 4).

Summing up all the tasks selected by the municipality, the main goals are:
improving the living conditions of the inhabitants, attracting new investors,
creating favourable living conditions for the disabled, taking care of the natural

Table 4
Implementation tasks of the municipality of Karczew

Economic development

Technical
infrastructure

Social infrastructure

Tourism and culture

Creating a development
plan

improving the condi-
tion of local roads

building strategies of
social problem solving

improving hotel and
gastronomy facilities

Creating the planning
documentation

creation of public
transport between
the municipality and
Warsaw

supporting non-govern-
ment organisations for
public welfare

purification and
adaptation of water
reservoirs

Providing utility
infrastructure

improving the condi-
tion of bicycle paths

building new nurs-
ery schools and
kindergartens

using the potential
of the local
vegetation

Consolidation of dis-
persed land ownership

creating broadband
Internet access

providing better educa-
tion and development
for the inhabitants

building new pave-
ments and bicycle
paths

Construction of conven-
ient means of transport
between Karczew and
Warsaw

improving the munic-
ipal waste disposal
system

supporting childcare
facilities

adaptation of fishing
sites

Implementing provi-
sions of tax relief for
entrepreneurs

developing the water
and sewage system

creating new social
economy entities

improving the pro-
gramme of cultural
and promotional
events

Popularisation of
farming

improving the flood
control system

renovating the sport
leisure and cultural
facilities

implementation
of the Monument
Care Programme

Using the renewable
energy sources

improving the cultural
offer of the municipality

building a conference
centre

Attracting the green
business investors

improving housing
construction

creating a tourist
information point

Creating logistics
infrastructure

support for the disabled
and handicapped
persons

Source: author’s own elaboration based on: Strategia..., online, p. 49—60.
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environment, and opening up to the development of tourism. The directions
of activities in the municipality are a result of specifying all the tasks with
considerations for each area of activity. They are the main point of the strategy
indicating the path that the municipality is supposed to follow in the near future.

Assessment of the municipality’s financial situation

The assessment of the municipality’s financial situation can be carried out
based on the following rates: share of operating surplus in the total income, share
of asset-related expenditure in total expenditure, share of operating surplus
in asset-related expenditure, operating surplus per capita, share of liabilities
in the total income, and total debt ratio (Wskazniki do oceny sytuacji finansowej
2014, p. 6, 7).

The share of operating surplus in total income in the years 2012-2014
increased from 3.6% in 2012, through 6.2% in 2013, to 8.9% in 2014. Such
an upward trend is promising for industry and investment. Nevertheless, the
asset-related expenditure rate in total expenditure shows a downward trend.
In the years 2012—2014, these rates decreased from 20.2% to 13.0%. This means
that the municipality is allocating a decreasing share of its expenditure to in-
vestments. The operating surplus per capita steadily increased from 90.4 PLN
in 2012 to 163.2 PLN in 2013 and 242.7 PLN in 2014. This demonstrates
a rational and successful development of the unit. Despite a considerable debt
growth, which reached 17.8% of total revenue in 2014, the share of liabilities is
many times lower than the maximum allowable debt, set at 60% of the income
(rates for 2014 assessments). In the years 2012—-2013, the share of liabilities
in total income did not exceed 4%. The total debt ratio was 1.5% in 2012, 2.4%
in 2013 and 2.0% in 2014. Therefore, the debt service was not a significant
financial burden for the municipal budget.

Forecast and the actual financial situation
of the municipality

The long-term financial forecast in the municipality of Karczew, due to its
financial commitments, spreads over a period of 15 years from 2012 to 2026.
The extrapolation method of statistical series linked with the long-term devel-
opment strategy was used. This is a result of the requirement that imposes
on units the obligation to spread the forecast over a period necessary to repay
public debt. The analysis of the discrepancy between the forecast and the actu-
al situation will be based on its selected elements: total income, asset-related
income, current income, total expenditure, asset-related expenditure, current
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expenditure, operating surplus, amount of debt, and debt service expenditure.
These discrepancies are often a result of unexpected external factors related
to the changes at the national level and to the influence of the immediate envi-
ronment on the municipality.

The long-term financial forecast conducted by the municipality of Karczew
contains detailed analyses of given elements that take into account anticipated
changes resulting from complex draft resolutions, a change of the economic
situation in the country, economic outlook and its impact on the situation of the
municipality. The community forecasts current revenues by adding tax revenues
as part of the state budget, revenues from budgetary units, general subventions,
targeted state subventions, operating programs, and taxes and fees. In turn, the
forecast of asset-related income is income from the sale of property and other
asset-related income.

Figure 2, representing the forecasted total revenue and total expenditure,
at the beginning of the forecast period shows a significant preponderance
of revenue over expenditure. This difference is due to the significant invest-
ments in infrastructure. Between 2014—-2016 revenue and expenditure reaches
similar values of approximately 43—45 million. In the years to come, there is
a noticeable upward tendency for both parameters while preserving the overall
income advantage over total expenditure.

The forecasted operating surplus stems from the advantage of planned reve-
nues over current expenditure and indicates systematic growth. The debt service
of the municipality is paid from the operating surplus, and the forecast includes
a time necessary to repay the debt. Over time, it may turn out that there will be
an increase in debt repayment in the municipality, thus the projected surplus
may be lower. Table 5 shows the ratio of forecasts to actual figures for income
and expenditure.

60.00
55.00

50.00

45.00

value [mln PLN]

40.00 \C -
35.00

30.00
2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025 2026

total expenditure

w—— total income

Fig. 2. Forecast of total income and total expenditure for 2012—-2026 in mln PLN
Source: author’s own elaboration based on: Multi-annual Financial Forecast of the Karczew
community for years 2012-2026.
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Both in the case of asset-related income and asset-related expenditures,
the forecast turns out to be of little accuracy. The real value in relation to the
forecasted value in the case of asset-related income is only 17.4%, and in the
case of property expenditure is 55.2%. Thus, there has been a considerable
overestimation of the forecast. The other categories turn out to be much better.
The average share of the real state to be projected in total income is 91.3% and in
total expenditure 89.7%. The average share of this indicator for current income
1s 110.2% and for current expenses 105.2%. Definitely the largest divergence

60.00 1

50.00 -+~

40.00 ¢ - .
30.00 —— —38 — — ~ . - e e
20.00
10.00
0.00 -+ T t ' ' : : : : . ' . y . .

2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025 2026

1

value [mln PLN]

M current income [ current expenditure

Fig. 3. Forecast of operating surplus for the period 2012—-2026
Source: author’s own elaboration based on: Multi-annual Financial Forecast of the Karczew
municipality for years 2012-2026.

Table 5
Forecasted and real levels of incomes and expenditures in thousand PLN
Revenues and 2012 2013 2014
expenditures forecast real forecast real forecast real
Total revenue 47,442 40,428 48,061 41,995 43,022 43,606
Asset-related 11,020 1,331 11,015 1,298 6,016 1,696
income
Current income 36,422 39,097 37,045 40,697 37,006 41,910
Total expenditure 53,734 47,148 56,800 45,832 43,439 43,712
Asset-related 17,312 9,501 20,741 7,749 7,748 5,671
expenditures
Current 36,422 37,647 36,059 38,082 35,691 38,041
expenditure
Operating surplus 0.00 1,451 986 2,615 1,315 3,869

Source: author’s own elaboration based on: Long-term financial forecast for the Karczew municipality
for the years 2012-2026 from 28 December 2011 and Financial Statements for 2012, 2013
and 2014.



372 Mieczystaw Adamowicz

between the actual and predicted values was observed for operating surplus,
which was underestimated by almost 280%. By balancing values for total reve-
nue and expenditure, it can be said that the forecast is most reflected in reality.

The municipality is planning to pay off the current debt by 2026, with the
repayment of a larger portion planned for 2012—-2019. WIBOR, which reached
a value of 4.75 at the beginning of 2011, is of great importance for debt servicing,
and its further development is related to a boom that is expected to improve.
The forecasted debt amounts to a maximum of more than 25 million PLN
in 2013 and will fluctuate around that amount until 2016. In the coming years,
a continuous decrease in this amount is planned. On the other hand, the cost
of servicing public debt reached its highest value in 2014.

Table 6
Statement of the debt forecast with real state 2012—2014, thousand PLN
2012 2013 2014
Debt

forecast real forecast real forecast real
Total debt 17,186 19,73 25,553 22,448 25,543 21,830
Public debt service 707 620 929 1,016 1,290 870
Percentage of debt 3.95 3.01 3.72 4.33 4.81 3.83
repaid [%]

Source: author’s own elaboration based on: Long-term financial forecast of Karczew municipality
for the years 2012-2026 from 28 December 2011 and Financial Statements of 2012, 2013
and 2014.

The data in table 6 shows that the reality is rather different than the forecast.
That is why there is a need to verify the correctness of the forecast. Observations
of the extent of the forecast is reflected in reality during the three years: 2012,
2013 and 2014. It turned out that in each of the analysed years the forecasts
were revalued — by 81%, 99% and 30%, respectively. A rather large error in
the first two years of forecasts was due to the significant revaluation of asset-re-
lated income. The municipality planned to sell part of the property, but did not
find the right investor. It can be expected that in the following years the forecast
done in Karczew municipality will be closer to real values.

To determine whether the annual financial forecast made by the municipality
is reliable and useful in three financial years 2012—2014, the relationship between
the current income and current expenditures permits the reduction of the debt.

Comparing the current income level together with proceeds from the sale
of assets for the years 2012—2014 with current expenditure in these years,
shows the growing surplus from 2,526 ths PLN in 2012 to 4,106 ths PLN
in 2014. The surplus can be used for repayment of the debt. The coefficient
resulted from comparing this surplus with total revenue over a three year
period was 0.076, and it increased from 0.062 in 2012 to 0.094 in 2014.



Long-Term Financial Forecasting as a Part of Strategic Planning in Local... 373

A comparison of this indicator to the indicator calculated from the ratio between
the expenses associated with public debt and budgetary revenues, confirms, the
soundness of the forecasting process.

The dependence of calculated indicators testifies to the correctness
of the forecast and to the fact that if the municipality of Karczew in subsequent
years obtains indicators similar to those covered by the calculation, in proportion
to the period which will be subject to the calculation of the maximum amount
of instalments per year, to repay the financial year in question, in accordance
with the rules of the Act on public finances, the municipality should not have
future problems with the budget and the debt repayment in subsequent years.
This indicates the rationality of credits and liabilities taken in the munici-
pality and to its solvency. To make this actually happen, the measures taken
by the municipality must be characterised by effectiveness, efficiency, utility
and sustainability. Therefore, the implementation of the development strategy
of the municipality should be confronted with financial forecasts through
the use of periodic evaluation. The currently implemented strategy is valid only
from 2012 and only three years have been evaluated. Therefore, the implemen-
tation of both the development strategy and the financial forecast should be
monitored and confronted constantly.

Conclusions

Forecasting and strategic management is a useful tool to shape the devel-
opment of the local government units. Accuracy and effectiveness of strategic
management can be enhanced by developing, in addition to a long-term devel-
opment strategy, a multi-year financial forecast. In this way, you can assemble
and link the long-term development goals to the territorial together with its
financial potential. This combination of the two types of strategic planning with
the realistic budget of the unit from the initial year provides the opportunity
for greater effectiveness of forecasting. Realistic financial forecasting linked
to macroeconomic indicators by means of periodic evaluation and updating
of long-term development programming can become a useful tool in the discretion
of local government and the Board of Directors of each municipality.

On the basis of the analysis of the indicators of the financial situation
of the municipality of Karczew, it can be concluded that the current strategy is
the foundation for the effective functioning of the unit. The municipality devel-
ops dynamically while maintaining a financial balance. The initially formu-
lated multi-annual financial forecast was significantly overestimated because
of the mismatched revenue from the sale of assets, but over time, the forecast
has become credible. The required relation between the obtained relationship
in terms of the amount of the debt, the interest and the income budget for
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the next three years, fared successfully. One can therefore conclude that at
the maximum usage of resources and capabilities, a municipality can implement
a development strategy successfully.

Proofreading by Michael Thoene
Accepted for print 5.11.2018
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This article discusses the theoretical aspects of regional economic systems. Particular
attention was paid to the nature of the development of border regions and coastal regions under
new geopolitical circumstances. The special aspects of the functioning of those territorial units in
the Russian Federation and the Commonwealth of Independent States (CIS) were illustrated.

The author has highlighted the role of the border effect which is closely related to border
infrastructure (border crossings, border inspection and customs posts, communication, service,
and logistics) as well as the possibility of exploiting the potential resources (land, forest, wa-
ter, and leisure) extensively on both sides of the border. Great emphasis was put on the forms
of international cooperation between inhabitants of border regions, institutions and organisations.
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Abstrakt

W artykule oméwiono teoretyczne aspekty regionalnych systeméw ekonomicznych. Szczegdlna,
uwage zwrdcono na specyfike 1 warunki rozwoju regionéw przygranicznych i nadmorskich w nowych
warunkach geopolitycznych. Przedstawiono szczegdlne aspekty funkcjonowania tych jednostek
terytorialnych w Federacji Rosyjskiej 1 Wsp6lnocie Panstw Niepodlegtych (WNP).

Podkreslono role efektu przygranicznoéci $ciéle zwiazanego z takimi elementami, jak: przejécia
graniczne, posterunki kontroli granicznej i celnej, taczno§é, serwis i logistyka. Zwrécono takze
uwage na mozliwosci wykorzystania zasobéw gruntowych, leénych, wodnych i rekreacyjnych po obu
stronach granicy. Szczegdlng uwage poswiecono formom wspdtpracy miedzynarodowej mieszkancéw
terendw przygranicznych oraz instytucji i organizacji tam dziatajacych.

Theoretical aspects of the classification of regions

The development of border regions is closely linked to limology. Limology (from
limes which in Latin means a border) is a science that studies social phenomena
integrally related to border processes; it literally translates as “border studies”.
Limology not only analyses state borders, but also studies map delimitation and
demarcation for all the existing national boundaries.

The development of coastal border regions entails the participation of the
Russian Federation’s economy in the global economy where of utmost importance
1s an international division of labour. Globalisation, integration of the Russian
market with the global market, and the accession of Russia to the World Trade
Organisation make economic operators ponder their competitiveness and “sur-
vivability” due to the development of an innovative economy, the introduction
of the finest goods and services to the market and ensuring the economic security
of a country in the face of economic crises and turmoil. Under such circumstances,
the significance of coastal border regions is on the increase. New challenges and
changes in the development of the economy render it necessary to think of a new
way of perceiving circumstances for the development of coastal border regions.

There are various methods of classifying, including topological classifica-
tion, regions in the literature on the subject. Similar papers have been written
about border regions as well. Despite this, rules and criteria for highlighting
border regions, especially coastal border regions, have not been adequately set
forth yet. Geographers, for instance, study border areas — and it is completely
the right thing to do — taking into account their own criteria as they identify,
e.g. border areas with a distance up to 100 km or a time between 1.5 h and 2 h
to the border of a state. Those areas as natural objects have their own natural
characteristics, distinctive features and landscape; thus they may be studied.

Economists find such an approach to that quite problematic. According to most
economists, a region is an area characterised by specific methods of management
and governance, correlations between individual industries and companies with
close internal relations, and having its own local state authority. This is usually
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a district, a country, or a republic. Obviously, in this case, it is not possible to
apply the criterion of a distance up to 100 km to the border. In other words,
a border region would need to be divided into parts. Therefore, in the literature
of economics, border regions are areas within the administrative boundaries
of the Russian Federation. Naturally, there are economists who prefer different
methods and different approaches, but usually they employ their own original set
of formulas and determinants of regional development. Thus, a “border region”
means a region within the boundaries of the Russian Federation.

There are over 100 ways to define the concept of “region” which are similar in
terms of meaning, but also in terms of methodology and research methods used
to establish what it denotes in a more or less reasonable and logical manner.
However, there are significant discrepancies in the typology and classification
of border regions as to how to identify border regions and cross-border regions.

Therefore, a border region is an area located in the immediate vicinity
of the state border and characterised by distinctive additional potential in terms
of development and international cooperation; it is an area affected by its bound-
aries and the border effect.

A border effect consists of the following: geographical location of a border
region; developed border infrastructure (border crossings; border inspection and
customs posts; communications, logistics, services and other infrastructure);
the possibility to extensively exploit the potential resources (land, forest, water,
and leisure) on either side of the border; the possibility to engage a large group
of inhabitants of a given region and various institutions and organisations oper-
ating there in international cooperation; development of international business
cooperation; the active exchange of goods and services among territorial units
which are situated at the border, etc (BILCHAK et al. 2018).

What is particularly important is that border regions include areas of stra-
tegic and defensive significance for the country. Such areas may be specifically
restricted as far as the flow of people and goods is concerned as well as when
it comes to land ownership. For example, in Resolution No. 26 dated 9 January
2001, the President of the Russian Federation approved a list of 380 admin-
istrative units where foreign nationals may not own land (Resolution... 2011).
Evidently, in this case the border effect is limited. However, it is an exception
to the rule. Normally, border regions can use the experience, potential and
resources available on both sides of the border.

Development of border regions under
new geopolitical circumstances

Coastal border regions are understood as a relatively self-dependent part
of a greater area characterised by a complete cycle of reproduction, special
forms of manifestation of reproduction stages, characteristic social and economic
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processes, as well as by a special manner of achieving national objectives,
the performance of tasks at the sea-coast, on internal waters, on the territorial
sea, in the exclusive economic zone and on the continental shelf of the Russian
Federation. The literature on the subject offers various interpretations of the
concept of “border region”. For instance, border regions are regions adjacent to
the land border, border waters or territorial waters, across which runs the line
marking the territory of a country; a border region also includes a fragment
of the border zone.

A border region is a potential region with its own distinct geography, history,
ecology, ethnic groups and economic opportunities which is developed as an area
functioning under bilateral economic and social relations.

Border regions are defined in the context of various determinants that de-
scribe the nature of their development. They are “regions adjacent to the land
border, border waters or territorial waters, across which runs the line marking
the territory of a country; a border region includes also a fragment of a bor-
der zone” (WARDOMSKI et al. 2002). One of the most important determinants
of borders is the identification of their type. Thus, scholars distinguish two types
of borders — old and new. Old borders are associated with border regions that
bordered nations before the breakup of the Soviet Union.

New borders were established after the breakup of the Soviet Union and
they are borders that previously had functioned as internal administrative
boundaries among the Republics of the Soviet Union. It should be especially
noted that with the advent of new boundaries, Russia needed to make a tremen-
dous organisational and legal effort to ensure infrastructure at those borders.
Currently, Russia has a uniform system of state border infrastructure man-
agement. Such a system consists of border inspection, customs, immigration,
sanitation, quarantine, veterinary, phytosanitation and quarantine of plants.

In addition, other authorities are also present at border crossings and en-
sure the safety and the efficient functioning of crossings. Table 1 is a general
description of border regions with new borders.

Additionally, in certain publications there prevails a strictly academic ap-
proach to the notion of “border”. In accordance with the foregoing, the following
types are identified: geometric, or more precisely, morphometric; physical and
geographical; economic and geographical; anthropogenic; genetic; and evolu-
tionary. In the contemporary typological classification of border regions, each
of these types is used as a separate criterion or as related to border effects.
Therefore, most methods provide for two approaches: the first approach involves
the border effect and the second approach involves the peripheral nature of all
the border regions.

The border effect is said to include features of an individual border, where
a border is considered to be a barrier, a contact, and a diffusion entity. In this
case, a functional feature is the openness or restrictiveness of a border and
the effects include cooperation and integration or isolation and lack of contact.
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Table 1
Characteristics of border regions with their old and new borders
Population
Specification Year of Area (thousand) Neighbouring country,
P establishment| [km?] |(as at 1 January aquatory
2016)
1 2 3 4 5
Border regions with old borders
Republic of Karelia 08.06.1920 180.5 629.9 Finland
Arkhangelsk Oblast (without | o4 g 1947 | 4931 1,130.2  |Arctic Ocean
the autonomous district)
Kaliningrad Oblast 07.04.1946 15.1 976.4 Poland, Lithuania
Leningrad Oblast 01.08.1927 83.9 1,778.8 Finland, Estonia
Murmansk Oblast 28.05.1938 144.9 762.2 Norway, Finland
Yamalo-Nenets Autonomous |1 15 1930 | 769.3 534.1 Arctic Ocean
Okrug
Altai Republic 01.06.1922 | 92.9 215.2 Kazakhstan, China,
Mongolia
Republic of Buryatia 30.05.1923 3561.3 982.3
Tyva Republic 11.10.1944 168.6 315.6 Mongolia
Zabaykalsky Krai 01.03.2008 | 431.9 1,083.0
Krasnoyarsk Krai 07.12.1934 |2,366.8 2,866.5 .
- - Arctic Ocean
Sakha (Yakutia) Republic 27.04.1922 |3,083.5 959.7
Kamchatka Krai 20.10.1932 464.3 316.1
Primorsky Krai 20.10.1938 164.7 1,929.0
Khabarovsk Krai 20.10.1938 | 787.6 13345 |Japan (sea borders),
Pacific Ocean
Magadan Oblast 03.12.1953 | 462.5 146.4
Sakhalin Oblast 20.10.1932 87.1 487.3
Amur Oblast 20.10.1930 | 361.9 805.7 .
p China
Jewish Autonomous Oblast 07.05.1934 36.3 166.1
USA (sea borders),
Chukotka Autonomous 10.12.1930 | 721.5 50.2 Pacific Ocean, Arctic

Okrug

Ocean

Border regions with new borders

Bryansk Oblast 05.07.1944 34.9 1,225.8 Belarus, Ukraine
Belgorod Oblast 06.01.1954 27.1 1,5650.1

Voronezh Oblast 13.06.1934 52.2 2,333.5 Ukraine

Kursk Oblast 13.06.1934 30.0 1,120.0

Smolensk Oblast 27.09.1937 49.8 958.6 Belarus

Pskov Oblast 23.08.1944 55.4 646.4 Estonia, Latvia
Republic of Kalmykia 04.11.1920 74.7 278.8 Caspian Sea
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cont. Table 1

1 2 3 4 5
. Ukraine, including Sea
Krasnodar Krai 30.09.1927 75.5 5,513.8 of Azov and Black Sea
Astrakhan Oblast 2712.1943 | 49.0 10186 | sakhstan, Caspian
Volgograd Oblast 05.12.1936 112.9 2,545.9 Kazakhstan
Ukraine, including Sea
Rostov Oblast 13.09.1937 101.0 4,236.0 of Azov and Black Sea
Republic of Dagestan 20.01.1921 | 50.3 3,015.7 Georgia, Azerbaijan,
Caspian Sea
Republic of Ingushetia 1924 3.6 472.8
Kabardino-Balkaria Republic 1922 12.5 862.2
Karachay-Cherkess Republic | 12.01.1922 14.3 467.8 .
: Georgia

Republic of North 01.07.1924 | 8.0 703.7
Ossetia-Alania
Chechen Republic 1922 15.6 1,394.2
Orenburg Oblast 07.12.1934 123.7 1,994.7
Samara Oblast 14.05.1928 53.6 3,206.0
Saratov Oblast 10.01.1934 101.2 2,487.5
Kurgan Oblast 06.02.1943 71.5 861.9
Tyumen Oblast (without 14.08.1944 | 160.1 1454.6 Kazakhstan
the autonomous districts)
Chelyabinsk Oblast 17.01.1934 88.5 3,500.7
Altai Krai 28.09.1937 168.0 2,376.7
Novosibirsk Oblast 28.09.1937 177.8 2,762.2
Omsk Oblast 07.12.1934 141.1 1,978.5

Remark: The Kaliningrad Oblast, Leningrad Oblast, and Altai Republic have both old and new
borders.
Source: own research.

In the literature on the subject, peripherality entails the peripheral location
of border regions and distancing from growth centres.

Thus, economically speaking, border regions are points of contact and thanks
to the seaports of coastal regions they constitute centres for economic coopera-
tion with foreign countries and peripheral parts of a given country (MIEZEWICZ
2011). Based on that, two ways of typological classification of border regions in
the literature on the subject can be identified.

The first method of typological classification involves the identification
of the core typological feature that allows one to specify the nature of correlations
between regions located on both sides of the border. According to the foregoing,
there are four types of border regions (VAN DER VELDE et al. 1997):
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— isolated border regions — lack of border contact caused by warfare, political
disputes, strong nationalist trends, ideological or religious hostility, cultural
differences or ethnic competition;

— co-existing border regions — there is some economic and cultural cooperation;

— interrelated border regions — economic, cultural and social cooperation is
as developed as possible for existing borders;

— integrated border regions — integration to a maximum possible extent,
free flow of people, commodities, funds and ideas. Border regions evolve from
isolated regions to integrated regions, which is important for their socio-economic
development.

The second approach involves the combined application of two criteria: type
of state border and the characteristics of regions located at that border.

The following types of state borders are identified: isolating borders, trans-
lucent borders, connecting borders, and integrating borders. The core features
of regions located at the state border include: political relations between states;
the economic situation in border regions; the cultural situation in border regions;
and the internal policy on border regions (KOLOSOV et al. 2005).

Characteristics and features of the development
of coastal regions

When discussing border regions, one should particularly distinguish coastal
regions due to their nature and aspects of development. Coastal regions are
closely related to the national maritime policy implemented using coastal and
marine resources of the state and society, constituting the marine potential
of Russia. At the root of that potential there are: sea transport; Navy; fishing
fleet; R&D and specialist infrastructure, including facilities and resources for
searching for and prospecting fuel, energy, and mineral deposits; the shipbuilding
industry; and infrastructure required for the operation and development of the
above-mentioned facilities (Tab. 2).

Obviously, besides being involved in economic and social policies, coastal
regions are often engaged in the creation and implementation of the national
maritime policy through local governments, business environments, social
organisations, and other associations as per the Constitution and legislation
of the Russian Federation.

Pursuant to the laws and regulations of Russia, border authorities are respon-
sible for coastal land and sea boundaries which are divided into the following
types: internal water boundaries, territorial sea boundaries, exclusive economic
zone boundaries, continental shelf boundaries and natural resource area bound-
aries. The aforementioned types of boundaries have their own characteristics
and features; that is why they are described in detail below.
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Table 2
Characteristics of coastal regions in the basins of the Russian Federation
Y. Area Population
Basin of es tabﬁ?slilmen ¢ (thousands (thousands)
of km?) (as of 1. January 2016)
Arctic Basin
Murmansk Oblast 28.05.1938 144.9 762.2
Republic of Karelia 08.06.1920 180.5 629.9
Nenets Autonomous Okrug 15.06.1929 176.8 43.9
Yamalo-Nenets Autonomous Okrug 10.12.1930 769.3 534.1
Krasnodar Krai 07.12.1934 2,366.8 2,866.5
Sakha (Yakutia) Republic 27.04.1922 3,083.5 959.7
Baltic Basin
Kaliningrad Oblast 07.04.1946 15.1 976.4
Leningrad Oblast 01.08.1927 83.9 1,778.8
City of Saint Petersburg 1703 1.4 5,225.7
Far Eastern Basin
Chukotka Autonomous Okrug 10.12.1930 721.5 50.2
Kamchatka Krai 20.10.1932 464.3 316.1
Magadan Oblast 03.12.1953 462.5 146.4
Khabarovsk Krai 20.10.1938 787.6 1,334.5
Sakhalin Oblast 20.10.1932 87.1 487.3
Primorsky Krai 20.10.1938 164.7 1,929.0
Caspian Basin
Republic of Dagestan 20.01.1921 50.3 3,015.7
Republic of Kalmykia 04.11.1920 74.7 278.8
Astrakhan Oblast 27.12.1943 49.0 1,018.6
Azov-Black Sea Basin

Rostov Oblast 13.09.1937 101.0 4,236.0
Krasnodar Krai 30.09.1927 75.5 5,513.8

Source: own research.

The internal water boundaries and the territorial sea boundaries have been
identified in the Federal Law of 31 July 1998 No. 155 — FZ “On internal waters,
territorial sea, and contiguous zone of the Russian Federation”. Internal waters
are on the side of the coast behind the line establishing the breadth of the terri-
torial sea of the Russian Federation. They include aquatories whose boundaries
are marked by the points of aquatic engineering and related structures located
farthest seaward as well as lagoons, bays and ports whose shores belong solely
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to the Russian Federation, up to the straight line running from shore to shore
in the place of the maximum low tide, where from the sea side for the first
time one or a few passages appear if the width of each of them does not exceed
24 nautical miles. In this case, the territorial sea of the Russian Federation
adjacent to the land or the internal waters is a 12 nautical mile wide strip
of sea measured from the baseline.

There are five types of baselines from which the breadth of the territorial
sea 1s measured.

The first type is a line of the maximum low tide along the shore marked on
the official, published nautical maps.

The second type is a straight baseline connecting the points of islands, reefs,
and rocks located farthest seaward in places where the shoreline is especially
wavy or where along and in close proximity to the shore there is a chain of islands.

The third type is a straight line drawn across a river estuary, between the
points on the river banks farthest seaward at the maximum low tide.

The fourth type is a straight line not exceeding 24 nautical miles, connecting
the points of the maximum low tide, the points of the outlet of a lagoon or a bay
between islands or between an island and a continent, whose shores belong to
the Russian Federation.

The fifth type is an arrangement of straight (more than 24 nautical miles
long) baselines that connect the points of the outlet of a lagoon or a bay between
islands or between an island and land historically belonging to the Russian
Federation (Federal Law On internal waters, territorial sea and contiguous
zone of the Russian Federation).

Of particular interest appears to be the typology of boundaries within the
Russian exclusive economic zone. The exclusive economic zone is a sea area
located outside the territorial sea and adjacent thereto, with a special legal
status defined by the Russian Federation, pursuant to the international agree-
ments signed by Russia, and in compliance with the norms of international
law. The exclusive economic zone has inner and outer boundaries. The inner
boundary is the territorial sea boundary and the outer boundary is a distance
of 200 nautical miles from the baseline from which the breadth of the territorial
sea 1s measured as long as the international agreements signed by Russia do
not provide otherwise.

Exclusive economic zones are of great importance for the development
of economic operators in coastal and other regions due to deposits of natural
resources covering the bottom of the sea and lying underneath it. Aquatic bio-
logical resources, including fish, aquatic mammals, seaweed and other aquatic
fauna and flora account for the potential resources of a coastal region. Of consid-
erable significance are also inanimate resources of an exclusive economic zone.
These are mineral resources at the bottom of the sea, including chemical elements
and their compounds in the seawater; energy from tides, currents, and wind;



384 Wasyl Bilczak, Michal Bilezak

as well as other types of inanimate resources (Federal Law On the exclusive
economic zone of the Russian Federation).

It should also be emphasised that coastal regions have the right to operate
a business in an exclusive economic zone. This and related rights are defined in
the federal case-law, for instance, in the Federal Laws On deposits, On fisheries
and conservation of aquatic biodiversity resources, and others.

In addition, apart from the foregoing typologies of internal water boundaries,
territorial sea boundaries and exclusive economic zone boundaries, of relevance
is the typology of the Russian continental shelf boundaries. By definition, conti-
nental shelf boundaries include the sea bottom and underwater deposits beyond
the boundaries of the territorial sea for the entire length of the natural continu-
ation of its land up to the outer boundary of underwater edges of the continent.
The underwater edge of the continent is a further portion of the continental
massif covering the area and deposits of the continental shelf.

The inner boundary of the continental shelf is the outer boundary of the
territorial sea, and the outer boundary is located at a distance of 200 nautical
miles from the baselines from which the breadth of the territorial sea is meas-
ured, provided that the outer boundary of the underwater edge of the continent
is not situated at a distance exceeding 200 nautical miles. In particular, it needs
to be noted that the identification of continental shelf boundaries is of strategic
importance both for the entire state and unquestionably for coastal regions.

Presently, the continental shelf is rich in strategically important natural
resources, including natural hydrocarbons, and perhaps that is why the identi-
fication of inner and outer boundaries is particularly important for every nation
with access to the sea.

The typology of inner boundaries of sea waters, the territorial sea, exclusive
economic zones, and the continental shelf is of the utmost importance for coastal
regions from the perspective of a national economy. The next chapter contains
a scientific analysis in order to classify the aspects of the socio-economic devel-
opment of the coastal regions of Russia.

Conclusions

Typology has a special place in research projects. This is because the Russian
Federation has numerous models of regional development where the character-
istics of individual regions, as well as geopolitical circumstances, are taken into
consideration. Russia is the only country in which there is such a great variety
of geographic, economic, cultural and political determinants influencing territorial
units, which means that often enough there are material differences observed
between them, also resulting from the vast sizes and large distances between
Russian territorial units. Thus, typological classification of regions is not only
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of great relevance, but it also provides for the classification of regions into separate
groups, taking into account the similarities of features and the socio-economic
development (inhabitants’ standard of living, resources and potential, invest-
ments and innovations). Generally, relations between groups of regions with
similar features are defined based on a statistical analysis (cluster analysis).

The research results suggest that the level of socio-economic development
of coastal regions and border regions is ascribed not only to internal charac-
teristics and development aspects, but also to particular links to analogous
determinants and the characteristics of neighbouring regions and nations. For
example, stable cross-border relations foster a high level of development of border
areas, whereas tensions and unstable relations lead to a low level of development.

In the Russian Federation, this is particularly manifested, e.g. in the develop-
ment of regions bordering with Kazakhstan and Belarus characterised by active
cross-border exchange and a strong border effect. On the other hand, long-term
domestic and international instability in the Caucasus hinders development and
results in leaving such border areas poorly developed.

Unfortunately, scholars have yet to agree on a uniform system of typological
classification of regions. Simultaneously, there are noteworthy research results
for individual regional development trends which have already been sufficiently
classified. Therefore, with regard to the foregoing, it is imperative to carry out
further detailed, even interdisciplinary research on this subject.
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Abstract

This article is devoted to a comprehensive study of toxic assets, which are on the balance
sheets of professional securities market participants, in order to calculate the real value of capital.
The authors have developed a method similar to a formalized algorithm for identifying toxic assets
of liquidating or liquidated companies and assets in credit institutions with a revoked license, for
subsequently adjusting the value of equity (net assets), and analyzing for compliance with the
Bank of Russia supervisory requirements. The method is described by the authors in accordance
with BPMN notation. The authors determined the information base of the method, which includes
only mandatory reporting and open information resources, which makes it simple and transparent
for users. Prospective users of the method may be the Bank of Russia, current and future coun-
terparties of professional participants in the securities market, DBMS developers and scientific
employees of economic specialties. The method was tested by the authors on the basis of a real-life
brokerage company.
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Alexander Borodin, Vadim Shamin, Irina Shamina

Katedra Zarzadzania Finansami
Wydziat Finanséw
Rosyjski Uniwersytet Ekonomiczny im. G.W. Plechanowa w Moskwie

Stowa kluczowe: aktywa toksyczne (destrukcyjne), raporty profesjonalnych uczestnikéw
rynku papieréw warto$ciowych, realna warto§é kapitatu wlasnego, nad-
z6r nad Centralnym Bankiem Rosji.

Abstrakt

Publikacja jest poéwiecona kompleksowej analizie toksycznych aktywéw znajdujacych sie
w bilansach profesjonalnych uczestnikéw rynku papieréw wartoéciowych. Celem byto obliczenie
rzeczywistej wartosci kapitatu. Autorzy opracowali metode w postaci sformalizowanego algorytmu
identyfikujacego toksyczne aktywa likwidujacych sie lub likwidowanych spétek i aktywa w instytu-
cjach kredytowych z cofnieta licencja, do pézniejszej korekty wartosci kapitatu wtasnego (aktywow
netto) i analizowania zgodnoéci z wymaganiami pod nadzorem Centralnego Banku Rosji. Metoda
ta jest opisana przez autoréw zgodnie z notacja BPMN. Autorzy okre§lili podstawe informacyjna
metody, ktéra obejmuje tylko obowiazkowe raportowanie i otwarte zasoby informacyjne, co czyni
ja prosta 1 przejrzysta dla uzytkownikéw. Potencjalnymi jej uzytkownikami moze byé¢ Centralny
Bank Rosji, a takze obecni i przyszli kontrahenci profesjonalnych uczestnikéw rynku papieréw
warto$ciowych, deweloperzy DBMS oraz pracownicy naukowi o specjalnoéciach ekonomicznych.
Metode autorzy przetestowali na podstawie danych z istniejacej firmy brokerskie;j.

Introduction

Currently the number of bankruptcies of companies in the Russian economy
has reached a maximum historical value. According to the results of the third
quarter of 2017, their number amounted to 1,127 bankrupt companies (RYBALKA
et al. 2017, p. 2—4). In addition, due to the ongoing policy of the Bank of Rus-
sia the mass recall of bank licenses from unscrupulous or ineffective banks is
continuing, the results of the third quarter of 2017 showed that 15 licenses
of credit institutions have been revoked. Accordingly, the subject of this research
1s relevant at the moment, because liquidated or liquidating companies, as well
as credit institutions with a revoked license may be counterparties to operating
companies, which forms toxic assets on the latters’ balance sheets (bad accounts
receivable, impaired securities, sunken financial resources on bank accounts).
However, operating companies do not create provisions for these toxic assets in
order to prevent a decline in financial performance, to maintain its attractive-
ness, and to prevent violations of regulatory standards.
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This problem, first of all, relates to non-credit financial organizations, which
is explained on the one hand by the peculiarities of their activities, according
to which the largest part of used money is borrowed (from individuals and com-
panies) and the main share of the balance comes from financial investments.
On the other hand, it is explained by the regulation and supervision of the Bank
of Russia, which, unlike credit organizations, are obsolete in terms of volume
and quality of the gathered information, and their methods; as well as the ad hoc
and spontaneous character of processing it, which do not comply with modern
requirements.

The solution to this problem on the basis of the current mandatory reporting
is proposed to be considered by the example of the professional securities market
participants (hereinafter abbreviated to PSMP) and is presented as a method.
In accordance with the Federal Law of the Russian Federation No. 39-FZ of
April 22, 1996 On the Securities Market a PSMP 1is:

— brokerage activity;

— dealer activity, including a forex dealer;

— securities management;

— depositary activity;

— activities to maintain the register;

— organization of transactions in the securities market.

The method, which is proposed in the article, includes, in general terms, the
search for assets of liquidated or liquidating companies and for assets, which
are held in credit institutions with revoked licenses, the adjustment of equity
(net assets) and the analysis of compliance with supervisory requirements, which
is established by the Bank of Russia (for PSMP, it is the fulfillment of the con-
ditions imposed on capital).

Within the framework of the developed method, it is advised to use two sourc-
es of information on the activities of the PSMP and its counterparties, which
include borrowers and debtors of the PSMP, companies, whose securities were

acquired as property, and companies, whose promissory notes were discounted
by the PSMP, etc.

Research methodology

Indicators of certain forms of PSMP reports, which were prepared in ac-
cordance with the Instructive Regulation of the Bank of Russia No. 3533-U
of January 15, 2015 On the Terms and Procedure for Compiling and Submitting
Reporting Forms by Professional Securities Market Participants to the Central
Bank of the Russian Federation (Instructive Regulation of the Bank of Russia
of January 15, 2015 No. 3533-U On the Terms and Procedure for Compiling and
Submitting Reporting Forms by Professional Securities Market Participants to
the Central Bank of the Russian Federation).
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Data of information resources SPARK or Kontur and the Federal Tax Service
of Russia, on the basis of which the user conducts:

— a search for liquidated or liquidating companies among counterparties
of the PSMP (using the Unified State Register of Legal Entities);

— an analysis of the PSMP counterparties with signs of “one-day” firms, such
as the address of a company’s registration being the address of a mass registra-
tion; the chief executive officer, chief accountant officer and founder are one and
the same person; the absence of the organization at the place of registration etc.

The proposed method for identifying toxic assets in the reporting
of the PSMP includes 5 stages:

Phase 1: Determination of the book value of the PSMP equity, which is
based on the form 0420413 Calculation of the amount of equity, the value of the
minimum amount of equity and the capital-adequacy ratio in accordance with
the Instructive Regulation of the Bank of Russia No. 4373-U of 11 May, 2017
About requirements to equity of professional participants of the security market
(Instructive Regulation of the Bank of Russia of 11 May, 2017 No. 4373-U About
requirements to equity of professional participants of the security market) by the
equation:

MAE =X-AC 1)
where:
MAE — minimum amount of equity,
X — a constant value, which equals 2 million rubles (excluding depositories),

AC - additional coefficient, which is set by point 3 of the Instructive Reg-
ulation No. 4373-U (Instructive Regulation of the Bank of Russia
of 11 May, 2017 No. 4373-U About requirements to equity of profes-
sional participants of the security market).

For depositories, the value of X is calculated in accordance with the equation
and requirements reflected in the Instructive Regulation No. 4373-U.

Phase 2: Identification of liquidated or liquidating companies and companies
with signs of being “one-day” firms among PSMP counterparties. The analysis
of counterparties is undertaken on the basis of the forms: 0420412 Information
on the largest debtors and creditors; 0420414 Information on loans and credits;
0420415 Report of a professional participant of the securities market. The next
test includes a check of all counterparties for the presence of the above charac-
teristics in the Federal Tax Service of Russia or information resources, such as
SPARK and Kontur. The presence of such companies among the counterparties of
the PSMP, in our opinion, may indicate toxic assets on the balance sheets. More-
over, it is important to note that these assets are characterized by a long period
of stay on the balance sheet within the same amount for different reporting dates.

Phase 3: Identification of credit institutions, whose licenses have been re-
voked, among counterparties of the PSMP. Analysis of the PSMP accounts in
credit institutions is implemented on the basis of the form 0420409 Information
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on bank accounts. Detection of monetary funds that have been placed in
a credit institution with a revoked license is evidence that this type of asset has
a problematic nature.

Phase 4: The assessment of the size of toxic assets and created provisions for
toxic assets. In identifying such toxic assets in reports of the PSMP and in the
absence of created provisions for these assets (for each of these counterparties),
it is necessary to calculate the additional size of the PSMP provisions. For assets
of liquidated or liquidating counterpart companies and assets of companies with
signs of being “one-day” firms, the amount of the additional provision needs
to be 100% because of the low probability of the counterparty’s performance
of its liabilities and of the inability to collect these assets. For assets (monetary
funds) in credit institutions with revoked licenses, the amount of the addition-
al provision equals the difference between the maximum provision value and
the average satisfaction value of claims of creditor companies at the beginning
of the reporting year. In accordance with the Methodology for establishing cred-
itors’ claims and keeping a registry of claims of creditors of a liquidated credit
institution, which was approved by the decision of the Board of the state cor-
poration Deposit Insurance Agency dated on 07.09.2006 and documented by
No. 54, when a credit organization is liquidated, a turn of creditors is formed,
in which companies are creditors of the third (last) turn (The methodology
of the state corporation Deposit Insurance Agency of September 07, 2006 Es-
tablishment of creditors’ claims and maintenance of the register of claims of
creditors of the liquidated credit organization). At the beginning of 2017, the
average percentage of satisfaction of creditor claims of the third line of credit
organizations was 7.5% (Central Bank of the Russian Federation 2017).

Phase 5: Analysis of PSMP compliance with the supervisory requirements,
which is established by the Bank of Russia. Based on the results of the assess-
ment of the amount of toxic assets in the reports of the PSMP and on the calcu-
lation of additional provisions for these types of assets, the value of its equity
(net assets) needs to be adjusted, after which the obtained value is compared
with the supervisory requirement, namely, with the minimum amount of equity
in accordance with the Instructive Regulation of the Bank of Russia of 11 May,
2017 No. 4373-U. If the adjusted capital is below the minimum amount of equity,
the Bank of Russia should send a request to the PSMP for adding provisions
for problematic debts and for increasing its equity.

A detailed description of the method for identifying toxic assets in the re-
porting of the PSMP and for assessing compliance with the requirements of the
Bank of Russia is presented in Figure 1.

The proposed method can be expanded in terms of increasing the num-
ber of sources of analyzed information in the identification of toxic assets
of the PSMP, in particular additional data of the Federal Tax Service of Rus-
sia, such as Companies that have not submitted tax reports for more than
a year, Companies, which are in collection of tax debts by the bailiffs and other
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(not credit institutions) using the reporting and data of the Federal Tax Service of Russia
Source: own elaboration.

information. In addition, it should be noted that this method can be automated
both by the Bank of Russia and by other companies (credit organizations, soft-
ware developers and others), because it is a formalized algorithm.

Analyze the reporting of the PSMP, which carries out brokerage, fiduciary
management and financial consulting, in accordance with the proposed method
for identifying toxic assets.
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At the first stage, the value of the minimum amount of equity was calculated
as the multiplication of the value of X (2 million rubles) and the capital-adequa-
¢y ratio (17.5), which corresponded to the Instructive Regulation of the Bank
of Russia of 11 May, 2017 No. 4373-U. The value of this indicator is 35 million
rubles. Furthermore, the value of the equity of the PSMP was determined as
the difference between the total amount of assets and liabilities, which amount-
ed to 136.05 million rubles. Accordingly, the PSMP fulfilled the supervisory
requirements of the Bank of Russia in terms of the minimum amount of equity.
The calculation of the value of PSMP equity is presented in Table 1.

Table 1
Equity calculation of a professional participant of the securities market
Indicator Cost, thous. RUR
Assets
Real estate, vehicles and computer facilities 38,834.78
Computer programs and the cost of their acquisition 195.62
Accounts receivable 30,244.60
Securities and financial contracts 456,586.81
Monetary funds 211,768.57
Total value of assets 737,630.39
Liabilities
Short-term credit and loans 466.44
Accounts payable (including overdue) 598,989.87
Provisions for future expenses and payments and provisions for doubtful
debts 2,121.79
Total value of liabilities 601,578.11
Total value of equity 136,052.28

Source: own elaboration.

At the second stage, after checking the PSMP counterparties on the website
of the Federal Tax Service of Russia, both liquidated and liquidating companies
were identified. On the basis of the form 0420412, large PSMP debtors having
debts over 90 days, which amounted to 18.08 million rubles, were found and are
reflected in Table 2. The provisions for these debts were not created.

On the basis of section 1 subsection 1.4 of the form 0420415, ordinary
shares of the liquidated company were found on the balance sheet of the PSMP.
The total amount of investments is 3.74 million rubles, which is reflected
in Table 3. The provisions for these securities were not created.
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Table 2

Liquidated or liquidating large debtors of a professional participant of the securities market

The amount Total
, . The amount
Name TIN Company’s status in of debt up to of debt over | amount of
the USRLE by TIN 90 davs 90 days, |debt, thous.
Y% | thous. RUR | RUR
LLC “Mitprof” |7721756029 | excluded from the usrle 0 13,665.14 13,665,14
on the basis of p. 2 art.
21.1 of the federal
law of 08.08.2001 No.
129-FZ
RLLC 7714706450 in the stage of 0 4,411.42 4,411.42
“Agrostroy- liquidation
Service”
Source: own elaboration.
Table 3

The securities book value of liquidated or liquidating companies which belongs to a professional
participant of the securities market on the basis of ownership and taken to accounting as
financial investments

Name of the Issuer’s status | Country |Security The volume
issuer TIN in the USRLE code type of investments in
by TIN of the issuer| code securities, thous. RUR
SVYAZSTROY-5|7451003871| liquidated for 643 SHS3 3,739.00
bankruptcy

Source: own elaboration.

At the third stage, the analysis of accounts of the PSMP in credit institutions
with the subsequent verification of them was made on the basis of the form
0420409 and on the basis of the websites of the Federal Tax Service of Russia
and the Bank of Russia. As a result, monetary funds, which were located in
a credit institution with a revoked license, were found. The amount of monetary
funds on the account at the end of the reporting period in the PJSC Bank Yugra
was 27.5 million rubles. It is reflected in Table 4. The provisions for these placed
monetary funds were not created.

At the fourth stage, the value of toxic assets was estimated and amounted
to 49,315.56 thousand rubles (13,665.14 thousand rubles + 4,411.42 thousand
rubles + 3,739.00 thousand rubles + 27,500.00 thousand rubles). At the same
time, there were no provisions for the devaluation of these analyzed assets.
In accordance with the proposed method, the value of the additional provisions
should be 100% for assets in liquidated or liquidating counterparty companies
and should be as a difference between the value of maximum provision and
the average satisfaction value of the claims of creditors at the beginning of the
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Table 4

Information on bank accounts of a professional participant of the securities market in liquidated
or liquidating credit institutions or in credit institutions with a revoked license

The amount of monetary

Abbreviated Bank’s status in A t fund th t at
name of the credit| ~ TIN the USRLE by ceoun s el 8
orsanization TIN currency code | the end of the reporting
period, thous. RUR

PJSC Bank Yugra| 8605000586 | not excluded, the 643 27,500.00
bank of russia
disclaimed a
license

Source: own elaboration.

reporting year for assets (monetary funds) in credit institutions with revoked
licenses. Therefore, the amount of additional provisions will be 47,253.06 thou-
sand rubles [13,665.14 thousand rubles + 4,411.42 thousand rubles + 3,739.00
thousand rubles + (27,500.00 thousand rubles — 27,500.00 thousand rubles x
7.5% : 100)].

At the fifth stage, the real value of equity (net assets) was calculated and
amounted to 88,799.22 thousand rubles (136,052.28 thousand rubles — 47,253.06
thousand rubles), which indicated an overestimation of the real value of PSMP
equity at 53.2%.

Therefore, the PSMP needs to complete the provisions for the toxic as-
sets, but doesn’t need to increase its equity, because the real size of the PSMP
equity is higher than the supervisory requirement of the Bank of Russia
(35,000 thousand rubles).

Summary

The presented method for identifying toxic assets of the PSMP on the ba-
sis of mandatory reporting has shown its efficiency in the example of the real
PSMP and can be applied both by the Bank of Russia for supervisory functions
and by the counterparties of PSMP for assessing their real financial condition.
It should be noted that this method can be extended and applied to other partic-
ipants in the financial market (insurance companies, management companies
of investment funds, mutual funds and non-state pension funds).

The following results, which have scientific novelty, have been obtained in the
article. This new method for identifying the toxic assets of PSMP on the basis
of mandatory reporting has been developed and it does not have any current
practical analogues. The advantage of this method is its implementation on the
basis of current PSMP mandatory reporting, the simplicity and transparency
of analysis and calculations, and the possibility of automation with subsequent
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implementation in the DBMS, since this method is a formalized algorithm.
Moreover, the proposed method has the potential for further development, such
as an increase in the number of resources of analyzing information and an
expansion in the number of analyzing participants in the financial market and
their counterparties, thereby making further in-depth cross-sectoral analysis.
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Abstract

In March 2010, the European Commission announced a 10-year strategic plan called ‘Europe
2020 — A strategy for smart, sustainable and inclusive growth’. At the same time, the Polish author-
ities approved several strategic documents connected with the Lisbon Agenda and the new Europe
2020 Strategy, intended to support the development of RER and the reduction of emissions, mainly
of greenhouse gases. The objective of this study has been to assess the indicators of sustainable
growth for Poland against the backdrop of these indicators for the European Union. The analysis
included indicators related to gas emission and energy consumption in the years 2004, 2010 and
2015. For each indicator, a so-called demonstration assessment value was calculated, which shows
by what percentage the value of a given indicator achieved in Poland is better or worse than the
average value of this indicator for the European Union member states The study showed positive
changes in the individual indicators in 2004-2015.

OCENA REALIZACJI CELOW SRODOWISKOWYCH ZROWNOWAZONEGO ROZWOJU
W ZAKRESIE EMISJI GAZOW I WYKORZYSTANIA ENERGIT PODJETYCH
DLA POLSKI W STRATEGIT EUROPA 2020
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Abstrakt

W marcu 2010 r. Komisja Europejska ogtosita dziesiecioletni plan strategiczny zatytutowany
Europa 2020. Strategia na rzecz inteligentnego i zréwnowazonego rozwoju sprzyjajqcego wtaczeniu
spotecznemu. W tym czasie w Polsce zatwierdzono wiele dokumentéw strategicznych dotyczacych
strategii lizbonskiej 1 nowej strategii Europa 2020, ktére wspieraja, rozwoj OZE 1 redukcje emisji
gazoéw, gléwnie cieplarnianych. Celem badan byla ocena wskaznikéw zréwnowazonego rozwoju
Polski na tle wskaznikéw dla Unii Europejskiej. Analiza objeto wskazniki emisji gazéw 1 zuzycia
energii w latach 2004, 2010 i1 2015. Dla kazdego wskaznika obliczono tzw. ocene demonstracyjna,
ktéra pokazuje, o jaki procent warto§¢ danego wskaznika dla Polski jest lepsza lub gorsza od jego
$redniej wartoéci dla krajéw Unii Europejskiej. Przedstawione wyniki badania wykazaty pozytywne
zmiany w poziomach poszczegdlnych wskaznikéw w latach 2004—2015.

Introduction

The world’s economic growth has been achieved at the expense of the natural
environment, including shared resources (WELZER, WIEGANDT 2011, p. 71).
In 1969, the U’'Thant’s Report demonstrated cause-and-effect relationships
in the then current state of the Earth’s environment, and predicted the fate
of humanity in the event of lacking prevention measures, thus changing the
awareness of the international community and politicians. In the ensuing dis-
cussions and events, over the following decade or so, the concept of sustaina-
ble growth was developed and firmly rooted. Rapidly changing needs, driven
by economic, social and political changes, have enforced certain alterations in
the approach to sustainable development. Thus, the development of the idea
of sustainable growth did not terminate at the stage of producing numerous
definitions and principles, but has continued rather dynamically until now.
According to BORYS (2014, p. 1-19), the overriding idea of sustainable devel-
opment, which proclaims the right to satisfy the developmental aspirations
of the present generation without compromising the rights of future generations
to satisfy theirs, has become excessively general in the context of the current
paradigm of development (sustainable, durable, self-sustaining eco-development).
What is required of us today is to possess specific indicators which should
be measured and the goals to be achieved at specific levels of management.
This approach calls for the monitoring and assessment of sustainable development
over time, which is best to be done with measurable and comparable indicators.
More on the achievements in the research methodology in this domain can be
found in BORYS (2005, p. 9-22).
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Research methodology

The research objective has been to assess changes in the emission of green-
house gases and renewable energy generation in Poland against the backdrop
of the analogous indicators for the European Union. The first year covered by
the study was when Poland accessed the EU, the next one was the year when
the Europe 2020 Strategy became effective and the final year analyzed was
the one made available on stat.gov.pl. The source of data was the domestic in-
formation module of GUS (Main Statistical Office in Poland) for international
comparisons (accessed on: http:/wskaznikizrp.stat.gov.pl/, access: 06.07.2017).
The comparative indicator method was applied to analyze all indicators available
in the module for Poland and for the European Union. More on the selection
of domains and indicators can be found in BALAS, MOLENDA (2016, p. 98—114)
and WITKOWSKA-DABROWSKA (2016, p. 299-309). Two indicators belonged to
stimulants (the more, the better) while three were destimulants (the more, the
worse). The so-called demonstration assessment value was calculated for each
indicator, showing by what percentage a given indicator was better or worse
than the average value for all EU member states (28). The data for the EU in
2004 and 2010 were calculated for all the countries which are now in the Euro-
pean Union, regardless of their accession date. The evaluation was performed
according to the following formulas:

for stimulants

W, —W...
01 — L min. (1)
Wmax._ Wmin.
for destimulants
W, - W;
01 — max. L (2)
Wmax. - Wmin.

by what percentage the indicator is better or worse than the EU average

0=—2_ . 100% - 100% 3
average
where:
— value of indicator W, for Poland, converted to a zero-to-one scale,
— average value of the indicator for the European Union, converted
to a zero-to-one scale,
— assessment result,
— value of the indicator for Poland,
— minimum value of the indicator among the EU countries,
— maximum value of the indicator among the EU countries,
— average value of the indicator for the European Union.
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Consequently, an assessment was made for each indicator, showing by what
percentage it was better or worse in Poland compared to the EU average (RO-
GALA 2005, p. 237—-246). The research results were discussed and presented
graphically in a table.

Results and Discussion

The article focuses on indicators connected with the environmental goals in
the scope of climate and energy. The importance of these issues cannot be overes-
timated. The unavoidable consequences of climate change are discussed broadly
and in great depth by BLEWITT (2014, p. 394) and MULLIGAN (2014, p. 330).
Both authors present the historical and political background, simultaneously
providing evidence that the public opinion, and especially business and political
elites, may not be persuaded to recognize the problem unless confronted with the
economic consequences of climate change. What matters is to ensure that deci-
sion-makers realize that the changing climate causes negative economic effects.
Also, the Paris Agreement underlines the necessity of warning people against
the consequences of global warming and the resulting losses. Internationally,
it is the European Union that excels in the implementation of measures to protect
the climate. The EU was one of the first leading economies which presented its
planned contribution to climate protection. The plan is to reduce emissions by
at least 40% by the year 2030. Pursuant to the Paris Agreement, a consensus
has been reached regarding the long-term goal such as to keep the increase
of the global average temperature at no more than 1.5°C above the level prior to
the industrial era. This would create a chance to reduce the human impact on
climate change and its consequences (OLKUSKI et al. 2017, p. 91-102). This is
a more ambitious target than the one agreed on earlier in Copenhagen, where
nearly 200 countries declared their intention to reduce global warming to 2°C
relative to the pre-industrial era (KARACZUN, SOBOLEWSKI 2010, p. 1-9). Reach-
ing a goal such as reducing the rise in temperature by 2°C would involve a net
emission reduction down to zero around the year 2050, whereas limiting the
temperature rise down to 1.5°C would mean that net emission should be decreased
to zero by the year 2030. Meanwhile, it is important to reach the maximum level
of emission globally as soon as possible. It needs to be underlined that developing
countries! will need more time than developed ones to achieve the level that will
be followed only by the reduction of emission. The aim is to obtain a balance
between the emission from anthropogenic sources and the absorption of green-
house gases by the mid-215! century. The developed countries have declared to
provide developing countries with financial support by transferring 100 billion

I Countries outside Annex 1 of the Kyoto Protocol.
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US dollars annually to finance investment projects which would reduce emission
(PIWOWARCZYK-SCIEBURA, OLKUSKI 2016, p. 93-108).

The documents passed under the Paris Agreement assume that over half
of the greenhouse gas emission reductions will be achieved by the European
Union Emission Trading Scheme, known as the EU ETS. Another consequence
of the above agreement was to intensify changes in the implementation of tech-
nologies that use black or brown coal as energy carriers. According to OLKUSKI
et al. (2017, p. 91-102), the greatest challenge was to persuade China and the
USA to sign the agreement, as these two countries are responsible for nearly
44.5% of the world’s emission of CO,. Despite the success, less than 1.5 years
after the ratification of the Paris Agreement by the then US president Barack
Obama, the next American president, Donald Trump, declared that the USA
would withdraw from the agreement.

One of the causes of GHG emission is the high consumption of coal by the
power generation industry. Unfortunately, there are very large disproportions
in the production of coal among the EU member states as well as other coun-
tries. While some states have decreased coal production over recent years and
have declared that they will completely cease the use of coal over the next 10 to
15 years (e.g. the UK, Finland, France), others are either constructing or plan-
ning to construct new coal power plants (e.g. Greece, Poland) (ROCHA et al. 2017,
p. 10—-34). Meanwhile, the actual role of coal in unfavourable climate changes is
being debated, and there are many proposals to reduce the contribution of coal in
energy production. A solution could be to raise the coal prices so as to diminish
its competitiveness relative to other energy sources which generate fewer emis-
sions (KNOPF, EDENHOFER 2014, p. 1-5). Furthermore, ROGAL (2010) claims
that the energy policy needs reforming. Special attention should be drawn to an
analysis of underlying causes of the excessive exploitation of natural resources
and possible preventive measures. Management of the demand side and more
efficient use of renewable energy resources, such as water power or biogas, create
a large potential to achieve an equilibrium in energy consumption. In the EU,
legal documents are being implemented which envisage the reduction of GHG
emissions in the long-term perspective, for example A Road Map for Moving to
a Competitive Low Carbon Economy in 2050, which the European Commission
resolved to accept in 2011, foresees that the emission of greenhouse gases in
the European Union should decrease by 80—-95% by the year 2050. According
to LOREK (2016, p. 162—171), the pursuit of this aim will be futile unless an
agreement is achieved with the biggest global players in the power market,
1.e. with China and the USA. After the US President declared a change in his
country’s standpoint, the demand for coal, and consequently coal mining, will
increase (OLKUSKI et al. 2017, p. 91-102).

In March 2010, the European Commission announced a 10-year strategic
plan called Europe 2020. A strategy for smart, sustainable and inclusive growth,
which somehow superseded the Lisbon Strategy. The new strategy was preceded
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by numerous consultation documents? produced by the European Commission,
where models of the EU development were proposed.

The Europe 2020 Strategy posed a question as to ‘where we want Europe to
be’ in the year 2020. Referring to this question, the Commission suggested sev-
eral overriding, measurable goals to be achieved in the EU. Due to the different
starting points in individual member states, different achievement levels were
established. The goals included environmental ones, such as 20/20/20 (Europe
2020. A strategy... 2010) regarding climate and energy (including the reduction
of carbon dioxide by as much as 30% if the conditions are right), and the target
for Poland is to reduce consumption of primary energy down to about 96 Mtoe3,
to increase the use of renewable energy sources, and to reduce emission of CO,,.
Both the Lisbon Strategy and the Europe 2020 Strategy were developed on the
grounds of sustainable development. An in-depth discussion regarding mutual
relationships between the Lisbon Strategy and sustainable development (SD)
is provided by STEURER and BERGER (2010, p. 1-22), who point to the problems
arising from the lack of cohesion on the international level between the strategic
documents and applied indicators. The reasons why these strategies seem to
fail, ranging from excessive goals to exorbitant costs, are identified by ZMUDA
(2011, p. 200-210).

The outcome of the implementation of the above resolutions should be real
and monitorable changes. Five sustainable growth indicators in the domain
of environmental order (Tab. 1) have been chosen to assess the current state
relative to the evaluation made at the stage of Poland’s accessing the EU and
at the moment the Europe 2020 Strategy was adopted. These indicators are
connected with the targets set in the Europe 2020 Strategy.

Generally, the growth in the use of renewable energy sources across the EU
has decelerated in the last few years (Policy paper... 2013, p. 18). As a result,
and contrary to global trends, investments into renewable energy sources in
the EU decreased from over 120 billion USD in 2011 to over 50 billion USD
in 2015. Europe has lost the position of being the global leader in clean ener-
gy generation, which is now occupied by China (PRANDECKI 2014, p. 52—66).
China has recognized the important role of advertising campaigns and educa-
tion in attaining better low-emission awareness of the society (WEN et al. 2015,
p. 2261-2267). Conversely, an imperfect mechanism of support for photovoltaics
in some countries (the Czech Republic, Spain) has led to a crisis. The initially

2 Consultation of European Regions and Cities on New Strategy for Sustainable Growth.
A new Lisbon Strategy after 2010. Final Report, Committee of the Region, The EU’s Assembly
of Regional and Local Representatives, 2010. Consultation on the Future ,,EU 2020” Strate-
gy, Commission Working Document, Commission of the European Communities, Brussels,
COM(2009)647 final, 2009. Europe 2020, The New Lisbon Strategy, Social and Economic Coun-
cil, Hague, July 2009.

3 Tonne of oil equivalent (toe) is an energy equivalent of one metric tonne of crude oil having
a net calorific value of 10,000 kcal/kg. It is mainly used in the power industry to express large
amounts of energy. 1 Mtoe = 1,000,000 toe.
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Table 1

Evaluation of sustainable growth indicators in the domain of environmental order

5 Rating
= above /
E —;?) below the
S| g Name of the Indicator Size for the EU-28 average
g % 1nd1ca}tor of Year in the
Rall I sustainable European
° z, growth Union
Z| 3
2 . European
< 0,
z Poland max. min. Union [%]
38.70 0.10
share of energy 2004 | 6.90 (Sweden) (Malta) 8.30 -17.00
from renewable
1 s |sourcesin final | 2010 | 9.30 (Sgéign) (h}[fl?a) 12.90 -26.00
gross energy
consumption [%] | 9415 | 17 go (Siféggn) (1\/5[':?1?&1) 16.7 -39.00
0.00
3.80 (Cyprus.
share of energy 2004 0.70 (Sweden) Ireland) 1.00 —30.00
from renew- Malta)
2 s |able sources in
transport fuel 2010 | 6.60 (Sloéggn) (CO'Or?l ) 5.20 8.00
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2015 | 6.40 (Sweden) (Estonia) 6.70 —7.40
146.65 42.85
greenhf)us.e 2004 | 70.70 (Spain) (Latvia) 94.85 49.00
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3| d |intonneofoil |2010| 72.23 (182?;113) (Li?l?ﬁ(;iia) 83.04 | 26.00
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1988=100%* . .
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high financial support stimulated an intensive development of solar farms,
which has encouraged some other countries to reverse the changes implemented
in their support mechanism and moratoriums on the development of renewable
energy sources. The high rise in RER in Spain was a result of the widespread
promotion of this source of energy, dependent on the so-called guaranteed prices,
1.e. Feed-In-Tariff — FIT (KRZYKOWSKI 2015, p. 24—32, after MONTOYA et al.
2014, p. 526). KRZYKOWSKI (2015, p. 24—32) underlines the fact that despite the
undisputable success of renewable energy generation in Spain noted over the
past twenty years, the economic effects of the FIT scheme ultimately proved to
be destructive. Among a number of factors involved, the researcher identified two
key ones; they are the tariff deficit and the amount of subsidies to RER which
do not correspond to the market conditions. The economic problems connected
with the use of renewable energy resources are also highlighted by PINDOR and
PREISNER (2009, p. 145-153).

Regarding climate and energy, the Europe 2020 Strategy envisages the reduc-
tion of carbon dioxide emissions by as much as 30%. This target is to be achieved
through a greater use of energy from renewable sources. One of the indicators
analysed in this study was the share of energy from renewable sources in the
final gross energy consumption. According to NORWISZ et al. (2006, p. 10—-20),
each of the newly passed legal documents, acts and resolutions, constructs its
own definition of RER, paying little attention to its compliance with the Polish
legislation or with the European Union law. The definitions used in this article
are consistent with the ones applied by the Polish Central Statistical Office
GUS (stat. gov. p)*.

Energy from renewable sources means energy originating from natural,
reproducible processes in nature. The final gross energy consumption means
the energy carriers supplied for energy purposes to industries, the transport
sector, households, and services; including public services, agriculture, forestry
and fisheries. This also includes the consumption of electric power and heat by
the power generating industry to produce electricity and heat, together with
electric power and heat energy losses during energy transfer and distribution.
This indicator informs us about the contribution of RER energy to the final en-
ergy consumption countrywide, and allows us to monitor the effects of actions
undertaken to promote production and consumption of renewable energy in all
sectors. The use of this indicator is justified by the challenges that Poland is
facing with regards to the reduction of energy consumption by the country’s
economy in the medium- and long-term time period.

In the years analysed, the indicator of the RER energy share in the final
gross energy consumption in Poland increased but was less than the EU aver-
age. At this point, it is worth making a reference to the structure of consumed
energy derived from renewable resources in particular sectors of the economy.

4 All indicators presented in this study originate from the database of GUS, Eurostat.
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The report presented by SCHNELL (2016, p. 5-10) contained an analysis of the
chances of reaching the goal set in the Directive®. It is assumed that the 15%
share of RER expected from Poland should be contributed as 54% RER energy
generated in the heating and cooling sector, 25% by the electricity industry and
21% by transport. In the heating and cooling sector, the energy from renewable
resources is mostly generated by co-combustion of solid fuels (biomass). In the
electricity sector, the record-high years 2012 (co-combustion) and 2015 (wind
power plants) were followed by a period of stagnation induced by the new system
of subsidies and an investment funding gap. However, the worst situation is
noted in transport. Since 2011, the share of ‘green fuel’ used in transport has
been declining steadily, mainly because Poland has failed to undertake any
action to develop the sector of second generation biofuels (from waste products).
Consequently, despite the growth of energy production from RER, the value of
this indicator as an average for the whole of the EU has increased at a faster
rate. Between 2004 and 2010, the comparative assessment for Poland decreased
by 8.9 percentage points, and in the consecutive years the decline was even
more rapid, and accounted for another 13 percentage points until 2015. Among
all the EU states, the highest value of this indicator in all the years analysed
appeared in Sweden, while the lowest value was persistently noted in Malta.

The second indicator examined is the share of energy from renewable sources
in transport. By analogy to the previous indicator, worth noting is the low CO,
emission caused by the use of biofuels, which is of particular importance as the
number of vehicles on roads is continually increasing. The indicator is calculated
as the share of energy from renewable sources in all types of transport in the
final consumption of energy in transport.

This indicator also scored the highest values in Sweden, while being the lowest
in Cyprus, Ireland and Malta (in 2004), only in Cyprus in 2010 and in Estonia
in 2015. In Poland, a large increase in the indicator’s value was noted between
2004 and 2010, although it then fell slightly in 2015. This was reflected in the
evaluation results. In 2004, the indicator’s value was 30% less than the EU’s
average, in 2010 it was 8% higher in Poland than in the EU on average, and in
2015 it was just 7.4% below the EU’s average again. Such fluctuations indicate
that Poland is finding it difficult to keep pace with the other EU countries.

The third indictor submitted to our analysis is a destimulant, namely the
emission of greenhouse gases expressed in CO, equivalent terms, i.e. expressed
in the universal greenhouse gas emission unit, which reflects the diverse values
of the global warming coefficient. For Poland, the base year for reporting the
fulfillment of the obligations arising from the United Nations Framework Con-
vention on Climate Change (UNFCCC) and the Kyoto Protocol is the year 1988.

5 Directive of 2009/28/EC of the European Parliament and of the Council of 23 April 2009
on the promotion of the use of energy from renewable sources and amending and subsequently
repealing Directives 2001/77/EC and 2003/30/EC (the Directive) defined the shared framework for
the promotion of energy from renewable resources.
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For industrial gases (HFCs, PFCs, SF), the base year for Poland is 1995.
The adopted equivalent of carbon dioxide is one megagram (1 Mg) of carbon
dioxide or an amount of any other greenhouse gas which is the equivalent
of 1 Mg of carbon dioxide calculated with the help of global warming coefficients.
A global warming coefficient is the indicator which compares the impact
of a greenhouse gas on climate warming to the impact produced by carbon
dioxide; it is calculated on the basis of effects of an impact of one kilogram
of a given gas on climate warming over 100 years compared to the impact pro-
duced by 1 kg of CO,,

The lowest values of this indicator were found in Latvia, followed by Lith-
uania, while the highest ones were achieved in Spain, except in 2015, when
Portugal scored higher. The value of this indicator in Poland varied between the
three analysed years. In 2004, it declined by over 2 percentage points, which is
desirable. Noteworthy, the values of this indicator in Poland were above the EU
average in all the years analysed. However, this apparent ‘success’ in reducing
the emission relative to the base year (1988) was mainly due to a change of the
political system and the subsequent economic transformation (locking down
heavy industry plants). The initially high reduction was followed by increas-
ingly smaller values, i.e. first a reduction by over 21 percentage points, and
subsequently by over 15 percentage points. The recent economic crisis has not
contributed largely to a higher reduction in emission. Should the same tendency
continue, the value of this indicator assessed for Poland in 2020 would be less
than the EU average, and Poland would no longer be the ‘leader’ in reducing
emission. The same tendency is confirmed by PAJEWSKI (2016, p. 2014—-2018), who
analysed the emission of greenhouse gases in agriculture. The direct emission
of greenhouse gases associated with agricultural production constitutes about
1/7 of the global emission of gases to the atmosphere. The EU countries have
decreased such emission owing to some updated technologies, e.g. integrated
agriculture, decreased consumption of artificial fertilisers, or a smaller number of
livestock. In Poland, however, there are numerous barriers to the implementation
of significant changes. These include fragmentation of farmland, deeply rooted
habits among farmers, and — regarding reclamation of soils — uneasy logistics
due to the flooding of organic soils. Moreover, BRZEZINSKI and BUKOWSKI (2011,
p. 17—47) claim that simple reduction reserves have been exhausted in Poland
and, as the country’s economic growth continues, we should expect an increase
in the volume of consumed energy as well as emitted greenhouse gases.

The fourth analysed indicator, likewise a destimulant, refers to the emis-
sion of greenhouse gases per unit of consumed energy. This indicator shows
the connection between the domestic consumption of energy and the emission
of greenhouse gases (i.e. the impact of the power sector on the environment).
The consumption of fossil fuels is the main source of emission of carbon dioxide
(COy). Due to the demand for energy, this is the driving force of greenhouse
gas emission.
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The lowest emission was detected in the Czech Republic and Finland, while
the highest occurred in Luxemburg, Lithuania, Latvia and Bulgaria. Unfor-
tunately, the emission of greenhouse gases in Poland was quite high (although
it fell by 6.9 percentage points between 2004 and 2015), and the evaluation
relative to the EU average per unit of consumed energy was low. In 2004,
it was about 18.56% below the EU average, and in 2010 it fell to 21% below the
average. However, some improvement was noted in 2015, and the assessed value
was 10% below the EU average.

The fifth analysed indicator was the energy consumption by economy, ex-
pressed in Kgoe/1000 euro. It is the ratio of the domestic gross energy con-
sumption to the gross domestic product value (in constant prices of 2010, con-
verted to the euro according to the currency exchange rate in 2010). Over the
years studied, this indicator decreased in value in Poland, which is a favourable
trend considering that this is a destimulant. The value of this indicator in all
the years was the highest in Bulgaria and the lowest in Denmark. In Poland,
it reached a value below the EU average in all the three years analysed, ranging
from 33% to 44% below it. This can be attributed to large, positive changes that
have occurred in Poland compared to the other EU countries. The Europe 2020
Strategy assumes that the total primary energy consumption in Poland should
decrease to about 96 Mtoe. Based on the achieved values of this indicator, it is
only possible to indicate a decreasing tendency, both in Poland and with respect
to the EU’s average.

Summary

The research reported above reveals certain changes in the levels of particular
indicators between 2004 and 2015. In Poland, they were nearly always positive
changes. Some important conclusions from the present study are:

A decrease in the emission to air expressed by the CO, equivalent was
noted. Likewise, the emission of greenhouse gases expressed per unit of used
energy decreased.

The European Union member states are to decrease their emission of CO, by
as much as 30% compared to the level noted in 1990, to increase the contribu-
tion of energy from renewable sources into the total energy basket of the EU by
20%, and to improve the energy efficiency by 20%. As regards GHG emissions,
including the emission of CO,, and energy consumption by economy, some im-
provement can be seen in the entire EU and in Poland. In the EU, a decrease
by 16% since 2011 was noted (data not published by the GUS), and the said
indicator tended to decrease in value. Should this tendency continue, there is
a chance that the set goal will be approached gradually, but this would probably
require additional measures to obtain the expected reduction.
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Poland’s targets are to increase the share of RER power in energy balance,
and to decrease GHG emissions. In 2004, the share of energy from renewable re-
sources in final energy was 6.9%, increasing to 11.8% in 2015, and the respective
percentages in energy used for transport were 0.7% in 2004 and 6.4% in 2015.
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Abstract

The article focuses on indicating the interpenetration of the development policy of the Warm-
insko-Mazurskie voivodeship and the development policy of small cities situated in the region.
It aims to identify the development opportunities of small cities, within the context of voivodship
development policy, and to assess the use of opportunities from this regional level of governance and
administration. The study was based on the results of a survey conducted among representatives
of urban gminas and urban-rural gminas as well as analysis of strategic and operational documents
developed at the regional level. Development problems of small cities in the Warminsko-Mazurskie
Voivodeship, identified from the local and regional levels, are very similar. However the differences
are visible in terms of the effects of the expected intervention. In the regional documents — both
strategic and operational ones, there is no special recognition of issues related to the development
of small cities, but they can be found indirectly in some preferences that small towns have in
applying for funds from the Regional Operational Program. Unfortunately, not all cities benefit
from the opportunities offered by this Program.
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Abstrakt

W artykule skoncentrowano sie na wskazaniu wzajemnego przenikania sie polityki rozwoju
wojewodztwa warminsko-mazurskiego 1 polityki rozwoju malych miast usytuowanych na jego
obszarze. Skonfrontowano obraz matych miast, tj. ich probleméw i mozliwo$ci rozwojowych, wi-
dziany zaréwno z ich poziomu, jak i samorzadu wojewddztwa. W artykule dokonano proby iden-
tyfikacji mozliwos$ci rozwojowych matych miast jakie daje im polityka rozwoju wojewédztwa oraz
oceny wykorzystania tych mozliwos$ci. Opracowanie powstato na podstawie wynikéw badania
ankietowego przeprowadzonego wérod przedstawicieli urzedéw gmin miejskich i miejsko-wiej-
skich oraz analizy dokumentéw strategicznych i operacyjnych opracowanych na poziomie regional-
nym. Problemy rozwojowe matych miast z wojewddztwa warminsko-mazurskiego identyfikowane
z poziomu lokalnego i regionalnego sa podobne. Réznice natomiast sa widoczne w zakresie efektéw
oczekiwanej interwencji. W dokumentach strategicznych 1 operacyjnych na poziomie regionalnym
brakuje szczegélnego ujecia kwestii zwigzanych z rozwojem matych miast, posrednio mozna jed-
nak je znalezé w pewnych preferencjach, ktére mate miasta maja w zakresie aplikowania o $rodki
regionalnego programu operacyjnego. Niestety nie wszystkie miasta korzystaja, z mozliwosci jakie
daje im ten program.

Introduction

Evolution in thinking about development policy, observed in recent years
both in Europe and in Poland, has resulted in a reformulation of directions
and approaches to programming of public intervention. The essence of these
changes is the growing importance of the territorial dimensions of development
policy. Territory goes beyond the administratively designated boundaries, and
the identification of common potentials and challenges as well as the exchange
of experiences between entities participating in the process of planning projects
in a given area becomes a key factor (Strategie ponadregionalne 2015, p. 3).
In this context, an integrated approach to development (integration of the
socio-economic dimension with the territorial dimensions) is very important
and is a sine qua non condition for the development of Europe and Poland.
It may enable harmonious development in a manner consistent with the assumed
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long-term goals, and thus avoid the civilization drift. An integrated approach
to development is to increase the effectiveness of public actions in toto. This
means, above all, the departure from the limitations brought by the sectoral or
domain approaches to development towards a horizontal approach, combining
multiple policy dimensions (including the territorial dimension) for more effective
public interventions. Directions of intervention are determined by territorial
specificities and functional arrangements of the EU-country, country-region,
city-village, and also in the context of global challenges of the EU — other megap
spaces! (Rozwdj regionalny, polityka... 2011, p. 113).

In the context of the growing importance of the territorial dimension
in development policy, the urban dimension is also gaining in importance.
Increasing percentages of the global human population live in urban areas.
This density of human population in a major city can result in the negative effects
of crowding, such as traffic congestion, pollution, and poverty. At the same time,
the results can beneficial, including increased business and cultural activity
that serve neighboring cities in the region (LEVER 1997, p. 230). Therefore, the
development of cities has significant regional importance, which may explain
why regional authorities intermediating between national and municipal forms
of government, such as voivodships, produce development policies that offer
guidance and support to cities in their territories.

For example, in the United States, states and county administration divi-
sions operating below the federal government may produce a Comprehensive
Economic Development Strategy (CEDS), which provides a regional development
policy while also providing default guidance and standards for cities that seek to
produce their own local development strategies. Meanwhile, in European Union
(EU) cohesion policy, development of the cities has emerged as a key element.
In the 1990s, it was noticed that both the main problems and potential develop-
ment opportunities of the European Union are located in cities (Rozwdj regio-
nalny w Polsce 2010, p. 261). In Poland, urban policy is also gaining importance
in the system of managing national and regional development. In the Strategy
for Responsible Development, a critical document for Poland development as
a nation, the subject of urban policy is now included.

Due to the growing importance of the territorial dimension in development
policy (including urban policy) the article focuses on identifying the interpen-
etration of the policy for the development of small cities with the voivodeship
development policy. In the literature, you can successfully find articles on
the interrelation of urban policy with national or European policy. But there
are not too many that confront the situation of small cities, with their prob-
lems and development opportunities, as seen from the level of these cities and
the voivodship level. This article addresses this gap with a study of development
policies among the small cities of the Warminsko-Mazurskie Voivodeship.

L A concept taken from original thought of KUKLINSKI (2006).
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Methodical assumptions of research

There are many definitions of ‘small cities’ in the literature. For the pur-
pose of the article, one of the most popular ways of dividing cities was adopted.
It based on the number of inhabitants. A popular three-stage approach has
been applied (for example SEKULA 2012, p. 163-175, BARTOSIEWICZ 2016,
p. 234—244, GIBAS 2017, p. 114-126), according to which small cities live up
to 20,000 people, in average cities the number ranges from 20,000 to 100,000,
while in large ones it exceeds 100,000.

The main source of information was the primary data collected during the
survey (postal-internet survey) conducted among representatives of cities and
gminas offices in Warminsko-Mazurskie Voivodship. The research was car-
ried out in January 2018 in a group of 38 gminas (including: 5 urban and
33 urban-rural) meeting the adopted size criteria. Completed questionnaires
sent back 17 respondents, which gave a return rate of 44.74%. The results of
the survey made it possible to identify problems and development opportunities
that are noticed by the small towns of the Warminsko-Mazurskie Voivodeship.

The analysis of primary data was supplemented with a desk research analysis
of strategic and operational documents of the Warminsko-Mazurskie Voivodship,
as well as secondary data from the Marshal’s Office of the Warminsko-Ma-
zurskie Voivodship in Olsztyn on the current state of implementation of the
Regional Operational Program of the Warminsko-Mazurskie Voivodship for
2014—2020. The results of the desk research analysis provided information on
the problems and development opportunities of small towns identified by the
voivodship self-government.

Small cities in the Strategy of socio-economic
development of the Warminsko-Mazurskie Voivodeship

As part of work on the Strategy of socio-economic development of the War-
minsko-Mazurskie Voivodship until 2025, a problem diagnosis under the name
Competitiveness of Warmia and Mazury was developed. This diagnosis was
the stage of building a strategy consisting in obtaining information about the
region, analyzing this information and drawing conclusions helpful in formu-
lating goals. Diagnosing the regions and cities is one of the most difficult stages
of planning their socio-economic development. It requires extensive and compre-
hensive economic, social, environmental and technical knowledge. At the same
time, it should be remembered that every diagnosis is a political ‘commodity’.
Accurate and useful diagnosis of development areas goes beyond the sphere
of exclusive science competence (DUTKOWSKI 2004, p. 11).
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According to the adopted assumptions, the spatial scope of the diagnosis
must give the basis for the purpose of territorialisation, which is why analytical
activities were carried out at the level of gminas (not subregions or poviats) for
which the development potential was estimated. With the help of the developed
synthetic index?, the gminas of the Warminsko-Mazurskie Voivodship were
grouped into three sets — gminas with high, average and low development poten-
tial (DZIEMIANOWICZ, SZLACHTA 2012, p. 52). In the group with high development
potential, there were 14 small cities in the Warminsko-Mazurskie Voivodship,
moderate — 19 cities and 5 in the group with low potential.

As part of the work on the diagnosis, 9 areas of strategic intervention (ASIs)?,
were identified, according to the regional policy philosophy presented in the
National Strategy of Regional Development 2010—2020: regions, cities, rural
areas (NSRD) (DZIEMIANOWICZ, SZLACHTA 2012, p. 9). They have been includ-
ed in the Strategy of socio-economic development of the Warminsko-Mazurskie
Voivodship by 2025 and they are ASIs: Warminsko-Mazurski Tiger?, Olsztyn
and its functional area as the main pole of growth, Subregional centers, Modern
Village, Areas of social periphery economic, Areas with poor access to public
services, Border areas, Areas requiring restructuring and revitalization, Areas
with extremely low communication accessibility. These areas overlap, hence one
city may belong to several ASIs.

In ASI — Warminsko-Mazurski Tiger, there were 17 small cities from
the Warminsko-Mazurskie Voivodship (45%). The criterion of choosing gminas
for this ASI was the location of the gmina center within a maximum of 15 km
from national road No. 7 and 16. According to the provisions of the Strategy,
the expected effects of intervention for this area are primarily the dynamization
of economic processes, development of network cooperation — including in the
field of innovation, increase of investment attractiveness, increase of quality
of life, increase of domestic and international cooperation (Strategia rozwoju...
2013, p. 50).

2To construct the synthetic index, a number of indicators were used, which were divided into
three thematic areas: the level of affluence, the level of modernity and the level of competitive-
ness. The development potential of the communes of the Warminsko-Mazurskie Voivodeship was
calculated as the sum of three areas. The analyzes used the method of distance from the standard,
which was used both to calculate the position of the commune in each dimension, and to calculate
the synthetic index.

3 According to the NSRD, these are areas in which (a) government intervention is required,
due to the burden that the region alone can not cope with, and (b) areas which, for social, economic
or environmental reasons, exert or are likely to exercise in the future. significant impact on the
country’s development.

4 In the course of work on the Strategy, members of the teams involved (the Team for the
update of the Social and Economic Development Strategy of the Warminsko-Mazurskie Voivodship
by 2020 and the Task Team for Strategic Planning at the Marshal’s Office of the Warminsko-Ma-
zurskie Voivodship in Olsztyn) established a name for this area strategic intervention. The name
comes from the shape of the axis, which resembles a tiger.



416 Emil Walendzik, Magdalena Wojarska, Quintus Jett

To ASI — Modern Village has been included 35 small cities from the Warmin-
sko-Mazurskie Voivodship (92%). The criterion for selecting units for this ASI,
was valorisation of the voivodship’s area due to the directions of agricultural
development made by the Warminsko-Mazurskie Office of Spatial Planning
in Olsztyn. This valorisation takes into account both the possibilities of multifunc-
tional development of agriculture (including the ecological one) and the direction
of intensive development of agriculture coinciding with the best parameters
of the agricultural production space. The expected effects of intervention in this
area include an increase in the specialization in the production of high quality
food based on regional natural resources, supporting the income of the region’s
inhabitants, increase of business cooperation, as well as promotional and trade
activities, growth of entrepreneurship (Strategia rozwoju... 2013, p. 53).

In ASI — Areas with poor access to public services, there were 21 small cities
from the Warminsko-Mazurskie Voivodship (55%). To delimit this ASI, a statis-
tical criterion was used, based on 11 indicators characterizing public services.
The expected effects of interventions in this area are the increase in access to
public services, social activation, improvement of transport connections with local
growth centers, increase in entrepreneurship (Strategia rozwoju... 2013, p. 55).

To ASI — Areas requiring restructuring and revitalization were qualified
20 small cities from the Warminsko-Mazurskie Voivodship (563%). The delim-
itation of this area was carried out on the basis of the administrative and sta-
tistical criterion (municipalities and cities in urban and rural communes with
more than 5,000 inhabitants). The expected effects of intervention in this area
include the increase of social capital, improvement of education quality, increase
of entrepreneurship, urban revitalization, increase of quality of life, increase
of inter-municipal cooperation, improvement of communication connections with
the environment (labor markets), specialization of cities and towns and increasing
investment attractiveness of the area (Strategia rozwoju... 2013, p. 57).

In ASI — Border areas were included 17 small cities from the Warminsko-
-Mazurskie Voivodship (45%). The delimitation of this area was based on the
solution proposed in the NSRD (National... 2010, p. 103), based on the network
of poviats and taking into account the distance of the capital of this unit from
the state border (up to 50 km). The expected effects of interventions in this area
are the intensification of international cooperation, the use of opportunities re-
sulting from local border traffic, the growth of entrepreneurship, improvement
of communication links in the border zone, creation and promotion of tourism
products (Strategia rozwoju... 2013, p. 56).

The small cities of the Warminsko-Mazurskie Voivodship, due to the multi-
tude and diversity of development problems, belong to different ASI. The largest
number (six) is entered Pastek, while the smallest one (one) — Mikotajki, Pasym
and Ruciane Nida.

Voivodship development strategy indicate that the consequence of the deter-
mination of ASI is, among others, territorial approach to operational programs
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co-financed by European Union funds, implemented by the Regional Government.
As a rule, the fact of including certain units in ASI favors them in the scope
of implementing activities assigned to a given ASI (eg in the Regional Opera-
tional Program) (Strategia rozwoju... 2013, p. 49).

Problems and development opportunities of small cities
in the Warminsko-Mazurskie Voivodship

The research shows that the vast majority of small towns in the Warminsko-
-Mazurskie Voivodship (94%) have a development strategy or another document
in which development directions are described. Therefore, it can be concluded
that the authorities of these cities have diagnosed development problems and
planned actions to enable their elimination. This is confirmed by the adopted
strategy development model. Surveys indicate that the vast majority of strategic
documents were prepared by city office employees (88% of responses), together
with representatives of residents (70% of responses), with the support of external
experts, representatives of entrepreneurs and non-governmental organizations
(over 64% of responses). This means that strategies for the development of small
cities have been prepared with the participation of people who know their speci-
ficity and development problems best. In the few small towns of the voivodship,
the preparation of the strategic document was outsourced to specialists from
outside the city office (17% of responses). By creating development strategies
for all small cities in the Warminsko-Mazurskie Voivodship, the provisions
of the development strategy were taken into account.

According to respondents of the survey, the strategy of development takes
into account the issues concerning small cities mostly in the area of protection
of environment and nature and water management (70% of responses), waterworks
and water supply, removal and treatment of urban waste water, maintenance
of cleanliness and order and sanitation (52%), tourism (47%), social assistance
(41%), infrastructure (roads, squares) (41%). Promotion of gminas, attracting
of investors, building of partnerships, and stimulation of cooperation were
found in further places. Despite the fact that the respondents indicated the
above mentioned areas as those in which the regional development strategy
takes small cities into account in the best way, similar areas were indicated as
those in which the Voivodeship development policy should address small cities
in a special way. Respondents pointed communal roads, streets, squares, bridges
and road traffic organization (58% of responses), waterworks and water supply
(562%), promotion of the gminas (47%), attracting of investors (47%), spatial order
and real estate management (45%), protection of environment and nature (45%),
water management (45%) and culture (41%).
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The vast majority of small cities in the Warminsko-Mazurskie Voivodeship
(64%) struggle with many developmental problems, while 6% of cities do not
identify such problems at all.

Representatives of small cities inform the institutions responsible for the
development policy of the Warminsko-Mazurskie Voivodeship about existing
problems, but they do so in various ways.

Most of them use their informal contacts with regional administration (60%
of responses) and they take part in public consultations of various strategic
documents (11%)

Moreover, city representatives are members of formal bodies set up by the
voivodeship self-government (eg. the Panel on the updating of the Development
Strategy, etc.). During the discussion on these kind of groups they also have
the opportunity to report problematic issues or development problems (11%).

The authorities of small cities undertake a number of actions aimed at elim-
inating the identified barriers. The vast majority of them (70% of responses)
implement projects financed from the external funds and this is the main way
to tackle development problems.

Furthermore, cities take part in bottom-up initiatives, associations, formal
groups etc. (eg Association of Polish Cittaslow Cities) (64% of responses), imple-
ment investments financed with own resources (58%) and establish cooperation
with partner cities and use their experiences (41%).

In the respondents’ opinion, a significant part of projects (over 71% of re-
sponses) was implemented with quite positive effects. Some issues have been
solved, but in many cases the problems are large and there is a need of time
and substantial financial resources for further improvement.

According to the survey, the most important investment needs indicated
by the respondents are related to the expansion/modernization of the basic in-
frastructure (roads, sewers, waterworks), enhancing of entrepreneurship and
economic development of the city (eg creating economic zones, counteracting
problems on the labor market and activating the local community (eg actions
for young people, anti-exclusion, etc.).

The use of ROP WM funds by small cities
in Warminsko-Mazurskie Voivodship

According to the collected empirical evidence, small cities tackling devel-
opment problems, first of all implement projects financed from EU funds. For
more than half of the small cities of the Warminsko-Mazurskie Voivodship, the
main financial source for European projects is Regional Operational Program.
The Program’s provisions include preferences for Areas of Strategic Intervention

(ASIs).
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The program includes thematic objectives and corresponding investment pri-
orities selected by the voivodeship and agreed with the European Commaission.
It covers 10 thematic objectives and 32 investment priorities. In 10 investment
priorities (about one third of all priorities), preferences for areas of strategic
intervention have been identified. One priority can be implemented only on the
ASIs listed in the Program. These priorities include:

— increase of commercialization of R&D results;

— increase of the availability and quality of pre-school education;

— increase of the use of advanced information and communication technologies;

— preservation, protection, promotion and development of natural and cultural
heritage;

— increase of regional mobility;

— increase of railway accessibility;

— support for physical, economic and social revitalization of poor communities
in urban and rural areas;

— improving of the quality and effectiveness of health and social services;

— development of education and training infrastructure;

— access to labour market.

It is worth emphasizing that preferences in ROP WM do not concern only
one ASI identified in the voivodship’s development strategy, ie rural areas.
This is due to specificity of the Program, which is not addressed in a particular
way to rural areas. Preferences for other ASIs have been specified in the Program
with varying frequency. Mostly they apply to ASI — Areas with low access to
public services (preferences in 7 out of 10 investment priorities in which ASI is
indicated) and ASI — Areas of social and economic peripherisation (6 out of 10).
It means that the in the ROP WM in particular included ASI delimitated ac-
cording to criteria of negative socio-economic phenomena.

The preferences for particular ASIs included in the Regional Operational
Program give eligible entities the opportunity to intensify the use of EU funds to
eliminate identified development barriers. However, the activity and effectiveness
of entities (including small cities) in applying for these funds is a different issue.

The analysis was based mainly on the activity of gminas of the Warmin-
sko-Mazurskie Voivodeship in calls, the effectiveness of their applications and
the value of contracts signed by small cities under the ROP WM. Among small
cities in the voivodeship, only one city, ie Tolkmicko, did not submit any appli-
cation under the regional program. As to the other small cities, their activity in
applying for funds is various. They have submitted applications from 1 to even
20 (Lidzbark Warminski) for co-financing. The average was about 8 projects
per one small city in the region. This result is close to the average of all local
authorities. Figure 1 shows the activity of local government units in applying
for funds under the ROP WM.
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Beside the activity in applying for funds under the ROP WM, efficiency is
also important. The average effectiveness of small cities is around 39% and is
close to the average efficiency of all local authorities in Warminsko-Mazurskie
Voivodeship. Three small cities in the region (Jeziorany, Lubawa, and Pasym)
have achieved the effectiveness above 70% and that was the highest result.
So far, four small cities have not yet signed any contract for the implementa-
tion of the project under the Program. As to the other small cities, the number
of implemented projects ranges from 1 to 10, with an average of 4 projects
per 1 city. This differ in the negative way from the average for all local author-
ities. Figure 2 shows the territorial distribution of the quantity and value of
contracts signed under the ROP WM.

When analyzing the value of contracts signed by small cities of the Warm-
insko-Mazurskie Voivodeship, significant differences can be noticed. The total
value of contracts signed under the ROP WM for one small city is between PLN
400 thousand to over PLN 39 million, with the average value for one project
about PLN 1.7 million. Therefore significant discrepancies can be noticed both
in the activity of small cities in getting funds under the ROP WM, but also in
the amount of funds received.

Summary and conclusions

The small cities of the Warminsko-Mazurskie Voivodeship set their develop-
ment goals in strategic documents. When creating strategic documents, they take
into account the regional development strategy. This is an example of interaction
between development plans at the local and regional level and at the same time
a confrontation of the image of small cities (ie their problems and development
opportunities) seen from the level of these cities and the voivodeship. The study
confirmed that the picture is very similar.. On the stage of diagnosing develop-
ment problems, both small cities and regional self-government identify similar
development problems of small cities. Discrepancies can be seen in identifying
development opportunities. Small cities implement mainly infrastructure in-
vestments. However, the regional self-government in the development strategy
indicates a wider range of effects of intervention in individual ASI. Although
small cities identify a number of social problems, they focus on the projects
aimed at reducing problems at the economic and spatial-environmental interface.
This was confirmed during the meeting organized by Marshall Office on July
13, 2017. The aim of the meeting was discussion on the possibility of intensifying
applying for funds from the Regional Operational Program. It must be noticed
that large and expensive infrastructural projects (roads, water and sewage
network) involve significant funds for own contribution. Thus, there is less the
possibility of generating own contribution for the other projects (eg ‘soft projects’).
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Small cities try to tackle identified development problems, mainly through
the implementation of projects co-financed with EU funds. Every second small
city indicates ROP WM as a source of funding for these projects. The preferenc-
es for ASIs in this Program strengthen its territorial dimension. At the same
time it gives preferences to stimulate local development of areas that are part
of a ASI, including small cities. This is an example of identifying and indicating
the development opportunities of small towns that have been considered strategic
by the voivodship authorities. This can be also considered as an indirect impact
of regional policy for urban development. Both in the regional development
strategy and the operational program there are no explicit indications or the
inclusion of urban development policy in a special way.

It should be noticed that unfortunately, not every small city in the Warm-
insko-Mazurskie voivodship use the chances given in the ROP WM with the
preferences for the ASIs in which they are located. While the activity of small
cities in applying for funds from the program is similar to the average activity
of all local authorities, the number and value of projects per one small city is
lower than the average. One small city has not applied for funds under ROP WM
so far, and three cities have not yet signed any financing agreements.

In conclusion, this article provides further evidence and examples of how
the development policy of a voivodeship and the development policy of small cit-
ies interpenetrate. This study of the Warminsko-Mazurskie voivodeship shows
that regional development policy is often recognized as relevant by small cities
in the territory, but small cities will vary about if and where they will make
use of advantages which voivodeship development policy offers. At the same
time, the expense and wide territorial scope of some development efforts (large
infrastructure projects) are beyond the means of small cities to address, thus
pointing to where regional development policy is most critical to the survival
or progression of smaller cities within the voivodeship.

Translated by Emil Walendzik
Proofreading by Quintus Jett
Accepted for print 5.11.2018
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Abstract

This paper discusses selected results of studies carried out among employers from the Opolskie
Voivodeship: a region with an exceptional scale of labour emigration in Poland that is struggling
with an increasingly palpable shortage of workers. The study included 263 employers and was
carried out in late 2014 and in early 2015. It involved managers, i.e. owners, directors, managers
or people responsible for personnel policy in enterprise. The CAWI and PAPI methods were used.
The research used a structured interview schedule. The aim was to show how the enterprises
evaluated Poland in respect to its attractiveness to foreign workers and specified the main issues
that were decisive to the influx of foreigners taking up employment in Poland. More than 46%
of representatives of the enterprises involved in the study claimed that Poland is attractive to for-
eigners interested in taking up work. Respondents were convinced that the main factor attracting
foreign workers to Poland was the relative proximity of their country of origin and the related
easy access.
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Abstrakt

W pracy oméwiono wybrane wyniki badan przeprowadzonych wéréd pracodawcéw z wojewddztwa
opolskiego — regionu charakteryzujacego sie wyjatkowa skala emigracji zarobkowej w Polsce, ktory
zmaga sie z coraz wyrazniejszym niedoborem pracownikéw. Badanie zrealizowano pod koniec 2014 r.
i na poczatku 2015 r., wzielo w nim udzial 263 pracodawcéw. Uczestniczyli w nim wlasciciele,
dyrektorzy, menedzerowie lub osoby odpowiedzialne za polityke personalna w przedsiebiorstwie.
Wykorzystano metode CAWI 1 PAPI, narzedziem badawczym byt kwestionariusz wywiadu. Celem
badan byto m.in. uzyskanie wiedzy w zakresie oceny atrakcyjnosci Polski dla zagranicznych pra-
cownikow oraz wskazanie przez pracodawcow gtéwnych motywéw naptywu cudzoziemcéw. Ponad
46% respondentéw twierdzito, ze Polska jest atrakeyjna dla imigrantéw zarobkowych. Zdaniem
badanych gtéwnym czynnikiem przyciagajacym zagranicznych pracownikéw do Polski jest wzgledna
blisko§¢ od ich kraju pochodzenia.

Introduction

Economic migration is growing in importance for developed countries because
foreign workers (holding both high and low qualifications) play the two following
roles: they comprise additional labour available in the case of a shortage of work-
ers resulting from shifts in the economy or society; and they perform particular
types of jobs that native workers do not want or are unable to do (CASTLES,
MILLER 2011, p. 297). This is also true for Poland (ORGANISCIAK-KRZYKOWSKA
et al. 2013). It is transforming from an emigration state into an emigration &
immigration destination (IGLICKA 2001). According to estimates from Iglicka,
in order to ensure a sufficient number of employees in Poland, more than 5 million
people should settle in the country by 2060 (IGLICKA 2013, p. 1). On the other
hand, the latest forecast from the Polish Central Statistical Office provides
the revised demographic simulation until 2050 taking into account the effects
of the “Family 500+” program, which included a higher fertility rate. It does
not anticipate the halting of the population drop, but does foresee its significant
slowdown. In 2050, the population of Poland may fall to only 35.7 million peo-
ple, but that is over 1.7 million more than the previous forecast (WALIGORSKA,
WITKOWSKI 2016, p. 64). The migration scenarios referring to emigration as well
as return migration and the immigration of foreigners to Poland might change,
and that could affect the size of the future population. Currently, three options
are being considered. One considers an increase in emigration and immigration,
with a negative migration balance throughout the forecast period. Another also
equates immigration with emigration, but considers increases in immigration
with an emigration reduction (Population projection... 2014, p. 98, 99).

Poland is more often chosen as a destination for immigration, including in
particular labour immigration. In 2004, in the year of accession to the European
Union, just over 12,000 work permits for foreigners were issued, while in 2016
their number significantly exceeded 120,000. Even more dynamic growth was
recorded in the number of registered declarations of intent to entrust work to
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a foreigner (this is a simplified form of the legalization of employment of a for-
eign labour force). Their number increased from 21 thousand in 2007 to over
1.3 million in 2016 (Ministry of Family, Labor and Social Policy). The majority
were Ukrainians. They received almost 83% of permits and over 96% of decla-
rations. Those who obtain work permits are mainly employed in construction,
while those working on statements undertake work primarily in agriculture.
In the same period, the unemployment rate in Poland was falling — in December
2004 it was 19%, while in December 2016 it had fallen to 8.2% (Stopa bezrobo-
cia w latach..., online), which may indicate a propitious change in the Polish
labour market.

There are also more foreigners in Poland who have obtained Polish citizen-
ship. The naturalization rate (defined as the ratio of the number of foreigners
who acquired citizenship in a given calendar year to the number of foreigners),
according to data from 2015, ranks Poland as 3" among the 28 EU countries
(Acquisiton of citizenship... 2017).

The purpose of this paper is to present the current migration situation in
Poland based on the example of selected results of studies carried out among
enterprises from the Opolskie Voivodeship. The studies involved enterprises
assessing Poland with respect to its attractiveness to foreign workers and listed
the main factors that determined the influx of foreigners taking up employment
in Poland.

The structure of economic migrant inflow to Poland -
a statistical approach

The largest group of foreigners who, according to official data, are employed
in Poland has Ukrainian descent. The presence of citizens from other countries
is definitely less remarkable. The next largest groups for which work permits
were issued in the years 2008—2016 were Chinese, Belarussians, Moldovans
and Vietnamese (Fig. 1).

A closer look at the case of declarations of intention to entrust work to
a foreigner, shows the domination of workers with Ukrainian descent, who in
recent years received over 90% of documents (Fig. 2).

In the last couple of years, the growing share of Belarusian and Moldavian
citizens among issued statements was noted. The significant change in the
industry structure of issued work permits was also observed with the rapidly
growing number of construction workers (Fig. 3).

The foreigners obtaining work permits in 2008 were most often employed
in manufacturing. In 2016, most of them worked for construction and trade.
In the entire period 2008—2016, the significant influence of catering services
to the food service sector could be noticed.
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Fig. 3. Work permits in relation to the selected sectors in the years 2008-2016
Source: based on data from Ministerstwo Rodziny, Pracy i Polityki Spotecznej, http://psz.praca.
gov.pl/rynek-pracy/statystyki-i-analizy/ (access:15.01.2018).

On the other hand, foreigners employed in the years 2007—2016, using the
declarations, were mainly employed in agriculture. Significant growth was also
observed in the construction sector, but the greatest dynamics in the number
of issued documents was recorded in industrial processing in 2016 (Fig. 4).

Research Area, Method and Structure of Respondents

The studies, the selected results of which are discussed in this article, have
been carried out in enterprises in the Opolskie Voivodeship. This migration re-
gion (HEFFNER, SOLGA 2013, p. 43, SOLGA 2013, p. 126, 127) is characterised by
a long-standing tradition of departures (usually abroad) having social, demo-
graphic and economic consequences. The Opolskie Voivodeship has become
a kind of a “laboratory” for the study of migratory processes, in particular eco-
nomic migration. For several years, this has also been a region where research
work on foreign migration, mainly economic (JONCZY, KUBICIEL 2010, KUBICIEL-
-LODZINSKA 2012, 2016, KUBICIEL-LODZINSKA, USTRZYCKI 2013) but also among
students (KUBICIEL-LODZINSKA, RUSZCZAK 2016), has been carried out.

The Opole Region is the smallest Voivodeship in Poland — both with regards
to its territory and the number of inhabitants. According to the data provided
by the Central Statistical Office (CSO), the population only slightly exceeds
1 million, which places the Region in the last position for the country.
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Furthermore, according to prognoses the Region’s population will keep diminishing.
It follows from the CSQO’s prognoses for the years 2014—-2050 that the Province
will face the largest drop in population, since the number of its inhabitants will
decrease in 2050 by over 25 per cent when compared to 2013 (Central Statistical
Office 2014) as presented on Figure 5.

1—-5
-5.1—-10
-10.1 —-15
—15.1 — -20

—25.1 — =30

Fig. 5. Population change from 2013 to 2050 by Regions (in percentage)
Source: own elaboration based on Central Statistical Office (2014), cited after: KUBICIEL-
-LODZINSKA, MAJ (2017).

The actual population situation in the Opole Province has outrun in time the
unfavourable demographic scenarios presented for the region by the CSO. It has
been assessed that the real population numbers have already dropped to less
than 1 million and amounted to slightly over 870 thousand (the result having
been corrected, taking into account the unregistered emigration) (DYBOWSKA,
WIDERA 2015, p. 113). The decline in the total population is accompanied by
a change in the populations’ structure — a drop in the number of children and an
increase in the number of people at post-working age, which can have a serious
impact on the labour market (KUBICIEL-LODZINSKA, MAJ 2017, p. 179, 180).

The understanding of determinants and effects of foreign economic migration
into the Opolskie Voivodeship is constantly being broadened. In late 2014 and
in early 2015, studies regarding the demand for foreign labour in enterprises
in that Polish voivodeship were carried out. These are the first studies carried
out in the Opolskie Voivodeship including both employers having experience
with foreign labour and employers without such exposure. Previous analyses
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carried out in the region incorporated only those entities that employed foreign
labour (JONCZY, KUBICIEL 2010).

Respondents were contacted in several ways. Firstly, via an on-line survey
sent to over 900 companies. However, only 44 completed and returned it, i.e. less
than 5% of the group. Contacting respondents by email was found to be ineffec-
tive. The second method used in the studies was direct contact with enterprises
at meetings and training courses organised for them!. Ultimately, the studies
included 263 employers. The research was based on interviewing the company
managers, 1.e. business owners, senior managers and human resources managers.

The largest group of respondents was micro-enterprises (43%, i.e. 113 entities).
Over 1/3 were small companies (88 respondents). Medium and large enterprises
comprised a much smaller part of the group: 17.1% (45 companies) and 6.4%
(17 companies), respectively?2.

The respondents were divided according to the segment of the labour market
they represented, in line with the theory of the dual labour market (DOERINGER,
PIORE 1971, PIORE 1979). In the completed study, inclusion in the relevant
segment depended on the profession (nature) in which the company hired or
would be willing to hire a foreigner. The company’s business profile was taken
into consideration in the case of companies that definitely did not intend to use
migrant work in the future. In the undertaken research, qualification into the
relevant segment depended on the profession in which the company employed
or would be willing to employ a foreigner. The assignment to the primary market
most often resulted from employing (or the willingness to employ) a foreigner
in white-collar professions (such as foreign language teachers, doctors, IT special-
ists, sales representatives, sports trainers, chemists, technologists, mechanical
engineers, marketing specialists, automation specialists, and office workers).
The assignment to the secondary labour market most often resulted from employ-
ing or the willingness to employ a foreigner in blue-collar professions (including
skilled and unskilled workers i.e. construction worker, welder, chef, driver, carpen-
ter, mechanic, locksmith, electrician, barber, hairdresser, or cleaner). Regardless
of the sector, the organizations which employed foreigners in ‘white collar’ posi-
tions had been included into the primary sector; whereas enterprises employing
foreigners in ‘blue collar’ jobs were included into the secondary labour market.
For simplicity purposes, later in the paper organizations employing foreigners in
the ‘good’ jobs will be referred to as companies from the primary labour market
and organizations employing foreigners in the ‘bad’ jobs will be referred to as
from the secondary labour market (KUBICIEL-LODZINSKA, MAJ 2017, p. 182).

I The author of the studies was involved e.g. in business meetings organised by local
government institutions and associations for enterprises.

2The division of enterprises by size was based on the number of employees. Micro enterprises
include an entity employing up to 9 employees, small companies: 10-49 employees, medium-sized
enterprises 50—249 employees, large companies: more than 250 employees.
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Most of the companies involved in the studies were included in the secondary
labour market. Enterprises from this segment accounted for 81% of the respond-
ents (213 entities), while the share of companies from the primary labour market
amounted to 19% (50 entities), as presented in detail in Table 1.

Table 1

Surveyed enterprises according to the employment size and labour market segments

Micro- Small Medium-sized Large

. . . . Total
enterprises enterprises enterprises enterprises

Labour
market sector

number| % |[number| % [number| % |number| % |number| %

Primary

20 17.7 14 15.9 11 24.4 5 29.4 50 19.0
labour market

Secondary 93 |823| 74 |841| 384 |756| 12 |706]| 213 |81.0
labour market
Total 113 |100.0| 88 [100.0| 45 [100.0| 17 [100.0| 263 |[100.0

Source: analysis of the results obtained in the study.

The Attractiveness of Poland as the Destination of Economic Migration from
the Viewpoint of Surveyed Enterprises

The enterprises that participated in the studies were asked whether they
thought Poland was attractive to economic migrants, or did not attract foreigners
seeking employment3.

More than 46% of representatives of the enterprises involved in the studies
(133 responses) claimed that Poland was attractive to foreigners interested in
taking up work (Tab. 2). However, this was true only for those that originated
from countries poorer than Poland as they could obtain higher income com-
pared to their countries of origin. Almost 1/3 of respondents (81 responses) said
that Poland was becoming more attractive due to the country’s increasingly
better economic condition. According to nearly 14% (40 responses), Poland was
not interesting from the viewpoint of economic migrants, and that foreigners
treated the country as a stop along the way to the old EU countries. Roughly
6% of respondents (17 responses) thought Poland was not attractive to foreign
workers because it belonged to the rather poorer countries. Slightly more than
4% of those surveyed (12 responses) felt that Poland as an economic destination
was attractive only to those foreigners who worked illegally.

Almost half (48.5%, i.e. 114 responses) of respondents representing the sec-
ondary labour market considered Poland to be attractive but only to migrants
from poorer countries as they would be able to obtain higher income compared
to their countries of origin. According to respondents from the primary labour
market, apart from the above-mentioned argument (mentioned by 35.8%, i.e.

3 More detailed research results were presented in KUBICIEL-LODZINSKA (2016).
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19 responses), the attractiveness of Poland was also demonstrated by the country’s
increasingly better economic condition (37.7%, i.e. 20 responses) — see Table 2.

More than 15% (8 responses) of respondents from the primary labour market
and nearly 14% (32 responses) of those from the secondary labour market argued
that Poland was not attractive to economic migrants who treated it as a transit
country to Western European countries. Far fewer respondents thought that from
the viewpoint of foreigners, Poland was unattractive because it was relatively poor
(5.7% of the primary segment and 6% of the secondary segment). About 4% from
both segments deemed Poland as attractive but only to those working illegally.

Table 2
The attractiveness of Poland to foreigners seeking work from the viewpoint
of surveyed enterprises — according to the labour market segment
Primary Secondary Total
Option labour market | labour market

number| % |number| % |[number| %

Yes, for those from poorer countries, as they
could obtain higher income compared to their 19 35.8 114 48.5 133 46.2
countries of origin

Yes, because of Poland’s increasingly better

. . 20 37.7 61 26.0 81 28.1
economic condition

Yes, but only to those foreigners who worked
illegally

No, because Poland is still a poor country 3 5.7 14 6.0 17 5.9

No, Poland is only a stop along the way to
Western Europe

Other response 1 1.9 4 1.7 5 1.7
Total 53 100.0| 235 100.0| 288 100.0

8 15.1 32 13.6 40 13.9

Source: analysis of the results obtained in the study.

During direct interviews forming part of the studies, it was found that most
respondents associated the term “foreign worker” with people from Ukraine (thus
the high share of responses demonstrating that Poland was an attractive place
to work but only to people coming from poorer countries) who came to Poland for
a few months (or years), earned money and eventually went back home. Therefore,
the dominating position involves circular (temporary, periodic) labour migration.
According to the studies, Polish employers perceive migrants as “guest workers”,
not potential residents. On the one hand, temporary and seasonal migrations are
positive for the country of immigration (the quick acquisition of the necessary
labour without the need of integration programmes), the country of emigration
(money transfers stimulating the demand in the country of origin), and for the
migrants themselves (the ability to obtain higher salaries compared with their
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country of origin). On the other hand, temporary migration may always become
permanent. If it is not followed by integrating actions, then, mainly in the event
of the influx of people from countries with a different culture, it may have negative
consequences in the form of the creation of non-integrated groups of foreigners.
This was the case in e.g. Germany where, as noted by researchers, it was la-
bour that was imported as part of recruitment programmes rather than people.
No actions were taken that would favour permanent settlement. Immigrants
(mainly men) were treated only as interim workers (guest workers, Gastarbeiter)
necessary only to perform certain types of work and who would return to their
countries of origin as soon as no job was available for them. However, this is not
what happened. These people remained in Western Europe and, even though
labour immigration stopped, the population of foreigners grew because husbands
and fathers were being accompanied by their families (CASTLES 2006, p. 3).

Factors Stimulating the Influx of Economic Migrants
to Poland

The factors that stimulate the influx of foreigners to certain areas include
the ability to obtain well-paid employment; the presence of compatriots; cultural
proximity; and easy access (influx) to such a place (CHISTWICK 1994, p. 105,
SPORLEIN 2015, p. 524). The distance between the area of the outflow and influx
was considered a barrier to migration (although part of the discussion concerned
internal migration, it seems this factor is more of a general nature and may be
referred to when analysing migrations between countries); however, over the
years, this conviction has changed (LEWIS 1982, p. 49, 50). Furthermore, it has
been noted that the impact of the distance on the propensity to move depended
on the migrant’s gender (RAVENSTEIN 1885), status (FRIEDLANDER, ROSHIER
1966) and even profession (TARVER 1964). However, the distance between the
places of emigration still affects the selection of the direction of migration (KM,
COHEN 2010).

The vast majority of representatives of surveyed enterprises, i.e. more than
45% (152 responses), were convinced the main factor attracting foreign workers
to Poland was its geographic location, meaning the relatively small distance
from their country of origin made it easier to reach work. Here, it should be
added that the majority of foreigners to whom work permits are issued and
for whom declarations of the intention to employ foreigners are registered are
citizens of Ukraine. A little more than 19% (63 responses) were of the opinion
that foreigners were attracted to Poland due to attractive salaries, while 15%
(51 responses) — good working conditions. For more than 8% of respondents
(28 responses), an important factor attracting foreigners was their command
of Polish, while according to 7.7%, the decisive factor to choose Poland was the
ability to find work easily — see Table 3.
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Table 3
Factors attracting economic migrants to Poland from the viewpoint of employers —
according to the labour market segment
Primary labour Secondary labour T
Option market market otal
number % number % Number %
Geographic location 21 35.0 131 47.3 152 45.1
Good work conditions 9 15.0 42 15.2 51 15.1
Attractive salaries 18 30.0 47 17.0 65 19.3
Command of polish 4 6.7 24 8.7 28 8.3
Ability to find work easily 3 5.0 23 8.3 26 7.7
Other reason 5 8.3 10 3.6 15 4.5
Total 60 100.0 277 100.0 337 100.0

Source: analysis of the results obtained in the study.

Analysing the responses regarding the factors stimulating the influx of for-
eign workers to Poland and considering the labour market segmentation, it may
be concluded that respondents from both the primary and the secondary labour
market deemed the geographic location as the most important factor. Yet, in the
secondary segment, the share of responses was higher (47.3%, 1.e. 131 responses)
than on the primary market (35%, i.e. 21 responses). Employers’ responses are
confirmed by other studies. Sporlein noted that the increase in geographical
distances adversely affected decisions regarding migration by people with low
qualifications (—94%), but encouraged people with high qualifications (+16%)
(SPORLEIN 2015, p. 541, 542).

For 1/3 of enterprises from the primary labour market (18 responses), attrac-
tive salaries were also of key importance. In comparison, 17% of respondents
(47 responses) selected this factor on the secondary labour market. In both
segments of the labour market, the third most popular factor (15%) was good
working conditions. The command of Polish as a factor stimulating the influx
of foreign workers was selected by almost 7% (4 responses) of respondents from
the primary labour market and almost 9% (24 responses) from the secondary
labour market. Also in the case of the ability to find work easily, this factor
was listed more often by employers of the secondary rather than the primary
segment (8.3% compared to 5%).

Respondents were convinced that the main factor attracting foreign workers
to Poland was the relative proximity of their country of origin and the related
easy access. This probably results from the fact that most migrants are Ukrain-
ians (KACZMARCZYK 2015, p. 17). This factor was also selected by nearly 70%
of foreigners working in the Opolskie Voivodeship who took part in the studies
carried out in 2007-2008 (KUBICIEL-LODZINSKA 2012, p. 107). The distance
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between the country of origin and the country of destination is an important factor
affecting migration; however, its importance is dropping due to the increasing
opportunities of quick (and inexpensive) transport (ROTTE, VOGLER 1998, p. 18).
This means that if the ageing Europe starts vying for foreign workers, economic
migrants will probably choose other countries than Poland.

Conclusion

Poland has been seen as an emigration country. The accession to the European
Union and the gradual opening of the labour markets in individual countries
of the old EU-15 resulted in the outflow of a significant number of Polish workers,
especially young workers (MACHNIS-WALASEK, ORGANISCIAK-KRZYKOWSKA 2014).
It is estimated that about 2 million people have left Poland (The information
on size and the directions... 2016), but the situation is changing. Economic im-
migration in Poland is an issue of growing importance. It should be noted that
while the unemployment rate in Poland fluctuated in 2004—2016, the number
of work permits issued to foreigners and declarations of the intention to employ
foreigners has been growing steadily every year. This growth was also reported
during the period in which the situation in the Polish labour market deteriorated,
resulting in an increase in the unemployment rate. Therefore, there seems to be
a demand for foreign labour in Poland regardless of the situation in the labour
market caused by foreign labour performing certain specific tasks that native
workers do not perform. This results from labour market segmentation (DIETZ,
KACZMARCZYK 2008, NEUMAN 2014); however, critics of this approach point
out that the duality of the labour market enables to demonstrate the movement
of people solely as an economic phenomenon that does not take the sending party
into account (DE HAAS 2011, p. 12).

Nevertheless, the phenomenon of attraction of foreign labour as a result
of labour market duality is confirmed by studies carried out in countries with
long-term migration experience. They show that foreign workers do not displace
native labour, but are employed precisely because native workers are not avail-
able (MARTIS et al. 2012, p. 10, 11). George Borjas claimed that immigration
also has a small impact on the employment of native labour because it moves
to other sectors from the ones occupied by migrants (BORJAS 1994).

Some migration researchers have thought that, in the case of Poland, “there
are no immediate relations between the economic situation and the influx
of foreigners (...) that improving conditions in the labour market do not increase
the influx of foreign labour, and the deteriorating economic condition does not
result in the decrease of the influx” (GORNY et al. 2010, p. 225)%.

4 However, the period taken into account in the analysis of quoted researchers was 1989-2007.
It did not include the years witnessing the most rapid increase in the number of documents that
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It should be noted, however, that migration is affected not only by the economic
development of a relevant country or its policy aimed at migrants, but also by
migration networks and the openness of the relevant society to foreigners. Dorota
Praszatowicz wrote that “although economic reasons trigger migrations, social
reasons are responsible for their continuation” (PRASZALOWICZ 2002, p. 27).
The social factors that increase the migration-related attractiveness of a rele-
vant country may also include the relations created over centuries between the
country of origin and the country of destination. These relationships may be
perceived in the context of cultural and historical associations arising from the
change of borders. This historical connection with third-country citizens who
are arriving in Poland is best visible in relation to migrants from Ukraine.
Many people who live behind Poland’s Eastern border refer to their Polish roots
(WOJTAN 2004, p. 127) or contacts with Poles. This makes Poland culturally
close for newcomers from Ukraine, with Ukrainian being a similar language
facilitating communication (NOWICKA, WINIARSKA 2010, p. 147, 148). The lack
of cultural differences is considered to be a significant factor affecting the influx
and integration process (WYSIENSKA 2010, p. 19).

Poland has become the new target for economic migrants. It has caused, among
many others, the change in Poland’s migration policy strategy. Greater empha-
sis was put on the fight against illegal employment of foreigners, improvement
of their safety and the preparation of the labor market needs catalog, which should
reveal information on what professions and in what locations labour is missing
(OSIECKI 2017). Although, thus far, there has not been an influx on an extensive
scale as has been witnessed in Western European countries, there is a regular
increase of interest among employers in hiring migrants and, therefore,
the number of foreigners working in Poland is increasing. The growing impor-
tance of these issues has also been demonstrated by the inclusion of support
to migration (including economic and educational migration) in the document
specifying the direction of changes in Poland: “Strategy for Responsible Develop-
ment”. It is estimated that, around 2020, Poland will become a net immigration
country (DUSZCZYK 2012, p. 111).

Translated by Linguini Ttumaczenia
Proofreading by Michael Thoene Accepted for print 5.11.2018
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Abstract

This article presents selected results of the research carried out in the second half of 2017 as
part of a research project entitled International business operations of companies located in science
and technology parks in the Warmirisko-Mazurskie voivodeship®. The aim of the study was to rec-
ognize the current and planned path of foreign expansion as well as to identify the main factors
determining the internationalization of operations. To achieve the goal, literature studies on the
subject and the conditions of internationalization of enterprises in relation to the SME group were
carried out. Empirical studies were then conducted with the participation of three young, innovative
enterprises located in science and technology parks in the Warminsko-Masurskie Voivodeship. Due
to the specificity of business operations and the desire to fully understand the paths of foreign
expansion, the empirical study was carried out in two stages: an interview with the questionnaire
method using a questionnaire survey and personal interviews with representatives of top man-
agement of individual companies to enrich the results obtained earlier (case study). The results
presented are for demonstration only and may not be used for generalisation. Nevertheless, they
are an inspiration to undertake in-depth studies of this subject.

L Research project funded by the Ministry of Science and Higher Education as part of the pro-
gramme “Rozwdj mtodych naukowcéw” at the Faculty of Economics of the University of Warmia
and Mazury in Olsztyn. Research project no.: 22.620.011-300.
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Abstrakt

W artykule zaprezentowano wybrane wyniki badania przeprowadzonego w drugiej potowie 2017 r.
w ramach projektu badawczego pn. Aktywnosé zagraniczna przedsiebiorstw zlokalizowanych
w parkach naukowo-technologicznych w wojewédztwie warmirnsko-mazurskim?. Celem badania byto
rozpoznanie stosowanej obecnie i planowanej Sciezki ekspansji zagraniczne;j, a takze identyfikacja
gléwnych czynnikéw determinujacych umiedzynarodowienie dziatalno§ci. Realizujac cel, przestu-
diowano literature przedmiotu pod katem istoty i uwarunkowan internacjonalizacji przedsiebiorstw
w odniesieniu do grupy MSP. Nastepnie przeprowadzono badania empiryczne z udziatem trzech
mlodych, innowacyjnych przedsiebiorstw zlokalizowanych w parkach naukowo-technologicznych
w wojewddztwie warminsko-mazurskim. Z uwagi na specyfike prowadzonej dziatalno$ci gospodarczej
oraz cheé pelnego zrozumienia realizowanych Sciezek ekspansji zagranicznej badanie empiryczne
przeprowadzono w dwéch etapach: wywiadu metoda ankiety pocztowej z wykorzystaniem kwe-
stionariusza ankietowego oraz osobistych wywiadéw z przedstawicielami §cistego kierownictwa
poszczegblnych firm w celu wzbogacenia uzyskanych wezeéniej wynikow (case study). Zaprezen-
towane wyniki maja charakter pogladowy i nie moga stuzy¢ do uogdlnien. Moga jednak stanowié
inspiracje do podjecia poglebionych studiéw z przedstawionej tematyki.

Introduction

Until recently, the issue of international expansion of small and medium-sized
enterprises (SMEs) has been rather neglected because of the restrictions they
face in many areas when compared to large companies. Typical small businesses
vary from large businesses not only in terms of the scale of their operations, but
mostly in terms of resources they can use, governance policy they follow and
the image and market position they have which has been built over the years.

However, studies of SME internationalisation reveal that despite numerous
challenges and constraints of an endogenous and exogenous nature, entities in
this group launch and successfully operate their businesses in international
markets. It is said that SMEs are usually more flexible than large companies in
responding to changes in the organisation itself and in their environment, thus

2 Temat badawczy finansowany ze érodkéw Ministerstwa Nauki i Szkolnictwa Wyzszego
w ramach konkursu ,,Rozwéj mtodych naukoweéw” na Wydziale Nauk Ekonomicznych Uniwersy-
tetu Warminsko-Mazurskiego w Olsztynie. Numer tematu: 22.620.011-300.
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playing an important role in ensuring economic flexibility and dynamism. Such
flexibility and initiative are particularly typical of SMEs, which are strongly
growth-oriented and operate in sectors where they play a prominent role as
subcontractors or where they are leaders in new industries or markets (Glo-
balization and Small... 1997, p. 18); in reality, small, innovative companies
are somehow forced to expand to foreign markets at an early stage of business
(CIESLIK 2011, p. 8).

The establishment of present and anticipated expansion paths as well as
identification of key determinants of business internationalisation may provide
valuable insights for small technology companies that plan on expanding to for-
eign markets. The research results may also help to formulate recommendations
for managing bodies of science and technology parks on fostering businesses
which plan on expanding internationally.

The nature of business internationalisation
and conditions for it

There are various definitions of business internationalisation3. One of the
first was proposed by JOHANSON and VAHLNE (1977, p. 26) who see internation-
alisation as a process in which companies gradually increase their international
participation. The authors believe that internationalisation is a result of a series
of incremental decisions. WELCH and LUOSTARINEN (1988, p. 36) define inter-
nationalisation as a dynamic process of increasing engagement in international
markets, both internally and externally. CALOF and BEAMISH (1995, p. 116)
consider internationalisation to be a process of adapting business operations (e.g.
strategies, structure, resources) to international environments. Such attempts
to define internationalisation indicate that there are many aspects describing
this process. As per the most important of them, business internationalisation
(WU, ZHAO 2007, p. 185):

— 1is a process including many incremental decisions and strategies;

— involves various external and internal products, services or resources
transferred across national borders;

— depends on a variety of business-related and environment-related
determinants.

This article follows the definition of internationalisation proposed by RY-
MARCZYK (2004, p. 19) who claims that internationalisation is “any type of
economic activity conducted by a company abroad™.

31In the literature on the subject, internationalisation is interchangeable with international
development. Cf. HYNES (2010, p. 87), NUMMELA, SAARENKETO (2010, p. 1).
4The author considers globalisation as a further step of business internationalisation.
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In the literature on the subject, business internationalisation is illustrated
statically (institutionally), as existing relations between international business
partners or based on specific indicators, but also dynamically, as a process
of development representing transformation into wider and more complex forms
of activity in international markets and is usually presented as a model®.

In general, domestic (national) business internationalisation involves three
phases: exchange, production and full internationalisation.

The first phase entails exchange through export of one’s own products or
import of resources, materials and other things required for production. In this
phase, the company learns about the nature of international markets (i.a. ge-
ographical, cultural, political, and economic determinants) and seeks reliable
business partners. In the second phase, the national company begins its produc-
tion processes or other direct operations outside its home country, which makes
it an international company, thus a new entity in the global economy in terms
of quality. The third phase consists in business globalisation, which is manifested
in the global coverage of the company’s operations and in the implementation
of a global strategy (KISIEL-LLOWCZYC 1999, p. 12, BEDNARZ 2012, p. 44—45).

Domestic businesses that decide to expand abroad can undergo internation-
alisation in many forms. They differ from each other in terms of risk, return
of investment, use of resources and the possibility to run and manage foreign
operations. Each of them has specific advantages and constraints for a business
(RYMARCZYK 2004, p. 28, 29, BUCKLEY 2002, p. 96—99, WASOWSKA 2014, p. 76).

Business internationalisation means international expansion through export,
contracts (e.g. licensing, franchising) or foreign direct investments implemented
on the company’s own or in cooperation with another company.

It 1s worth noting that, in a broader sense, internationalisation may also
proceed passively — by developing connections with foreign entities without
expanding abroad. Signs of passive business international expansion may
include, e.g. import of raw materials, use of a foreign license and participation
in a domestic joint venture in cooperation with international corporations
(GORYNIA 2007, p. 35, 36, RYMARCZYK 2004, p. 28, 29). The reason behind
passive internationalisation is usually seeking specific resources or trying to
increase performance (KOWALSKI 2015, p. 11). In addition, passive business
internationalisation allows the company to gain specific knowledge and skills
which the company can use in its expansion. Therefore, it is possible to go from
passive internationalisation to active internationalisation (KARASZEWSKI 2004,
p. 73—84, GORCZYNSKA 2008, p. 54, 55).

Table 1 presents the conventional internationalisation path with emphasis
put on active and passive forms of expansion. As the process approach suggests,
forms of operation in foreign markets change over time. The model indicates that

5The forms mentioned in phase models may be considered as more or less equivalent variants
and possible differences may regard the number of phases (usually 3-5).
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Table 1
Active and passive business internationalisation
Internationalisation
Features F 3 0
15t phase 214 phase 3'% phase 4th phase

Contact with foreign
markets

indirect, passive

direct, active

direct, active

direct, active

Place of international
operations

at home

at home

at home and
abroad

at home and
abroad

Orientation of the
company

domestic-oriented

domestic-oriented

mainly domes-
tic-oriented

oriented towards
many countries

Type of international
operations

indirect export
and direct import

direct export
and direct import

mixed

mixed

Organisational
structure

conventional

international di-
vision located in
the home country

parent company
— branches

structure with
an international
division or glob-

al structure

Source: based on KORTH (1985, p. 7).

active internationalisation begins when the company’s organisational structure is
transformed and a special department for international operations is established
by that company, whereas the increased significance of direct import provide
grounds for considering it as an active form of expansion. A company in the third
phase of internationalisation may generate goods or provide services both in the
home country and abroad. As the company gains experience, it becomes more
and more involved in foreign markets and the benefits it achieves encourage
the company to expand even further.

It has to be highlighted that, from a practical standpoint, foreign business
expansion is a process that is not always is sequential with specifically defined
steps and theories of international business development or of direct investments
which are often inappropriate for the interpretation of internationalisation of
SMEs. Company-specific factors (e.g. years of operation, size, resources, ex-
perience) and characteristics of the environment may slow down model-based
progression of the company to the next phases; and going beyond the traditional
patterns, companies can establish their own ways of development of their oper-
ations in foreign markets (CIESLIK 2011, p. 7, 8, GOLONKA 2014, p. 448, 449).

A company makes a decision on foreign expansion taking into consideration
numerous aspects and reasons. Motives (stimuli) for internationalisation can be
defined as internal and external determinants of a company’s decision to launch,
develop and sustain international business operations (KOWALSKI 2015, p. 26).
In general, there are two categories of internationalisation drivers that make
companies expand to international markets:

— proactive motives for internationalisation,

— reactive motives for internationalisation.
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In the first case, a strategic change is triggered in a company that wants to
grow, e.g. as a result of excess production capacity or of skills development and
the process of foreign expansion is initiated based on reasonable grounds and
in the form of decisions. In the second case, a decision of the management to go
international is a response to certain external stimuli (e.g. unexpected purchase
orders from foreign partners, excess production for the domestic market which
can be small and saturated, incentives provided by the government) and the
management attempts to adapt to the changes in the business environment as
well as to face competitive pressure in order to avoid loss (WIEDERSHEIM-PAUL
et al. 1978, CAVUSGIL, NEVIN 1980, ALBAUM et al. 1994, HOLLENSEN 2007,
BUCKLEY 2002, CZINKOTA 2004).

Economically, it is evident that an initial decision to expand to international
markets through exports is a sum of proactive and reactive motives for interna-
tionalisation. It is also evident that the main reasons behind internationalisa-
tion of a company shift when it increases the intensity of its activity in foreign
markets (WASOWSKA 2014, p. 57).

Nonetheless, export-related stimulus is necessary, yet insufficient, for
a company to become an international entity. Business internationalisation
is dependent on various factors and determinants which affect the choice
of strategies, forms (instruments) and models allowing for analysing this entire
process (NOGALSKI, DASZKIEWICZ 2006, p. 52). In principle, they can be divided
into two main groups: external (endogenous) determinants which result from
the nature of business operations and from resources the company has, and
internal (exogenous) determinants related to the domestic and foreign environ-
ment that is independent and beyond control of the company (ROOT 1987, FORD,
LEONIDOU 1991, MCKIERNAN 1992, SITEK 1997). In the literature on the subject,
classifications of internationalisation factors (determinants) correspond to the
above two-factor classification and are complemented by additional factors or
in reference to particular groups of economic operators.

For instance, the classification of internationalisation determinants specific
to SMEs proposed by the Organisation for Economic Cooperation and Devel-
opment (Globalization and Small... 1997, p. 9, 35—37) includes the following:

— push factors (determinants) which force the company to consider interna-
tional expansion,

— pull factors (determinants) where international sales are perceived as
a potential source of higher profits,

— chance factors (determinants) related to seizing opportunities,

— entrepreneurial factors (determinants) oriented towards continuous growth
and development.

It is worth noting that the factors representative of individual groups usually
interact with each other, resulting in cause-and-effect relationships (WACH 2012,
p. 74, MATIUSINAITE, SEKLIUCKIENE 2015, p. 28); thus when making a decision
to go international, the company has to take into account all of the determinants.
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Concentration only on the key areas — from the point of view of a given compa-
ny — disregarding other areas, may underlie wrong decisions and may result
in loss (SITEK 1997, p. 76, BUCKLEY 2002, p. 99, 100). Table 2 illustrates the
classification of the most important internationalisation determinants at SMEs
developed on the basis of an analysis of the available empirical research results.

Since the phenomenon of internationalisation is observed in the formation
of a business or from the early years of its operations (the Born Global concept),
research was conducted to identify determinants of early internationalisation
(OVIATTI, MCDOUGAL 1995, KEEBLE et al. 1998). Such information could help
develop future theories about new international projects and their global success
(ZAHRA 2005, p. 20, MATIUSINAITE, SEKLIUCKIENE 2015, p. 28) as well as help
formulate guidelines for SME candidates concerning business internationalisation
and recommendations regarding activities aimed at fostering and supporting
business operations outside the home country.

Table 2
Determinants of internationalisation in small and medium-sized enterprises
Endogenous determi- | Demographic in-|Age educational background
nants related to the|formation on the
entrepreneur and|entrepreneur
management determinants related |experience in international business
to international expo- | knowledge of foreign markets
sure and experience |managerial strategic orientation
Endogenous deter- |core profile of the size of the enterprise
minants related to |enterprise type of products
the enterprise R&D
technological intensity
attitude towards exploration of foreign markets on a regular basis
internationalisation |engagement in international business development
Exogenous external incentives public support
determinants external international factors
external domestic factors
external difficulties |various factors related to foreign markets, e.g. public
support or political instability

Source: own analysis based on HESSELS (2007, p. 200-202).

Methodology of research carried out
and a description of respondents

This article presents selected results of a survey carried out in the second half
of 2017 as part of the research project entitled Aktywnosé zagraniczna przedsie-
biorstw zlokalizowanych w parkach naukowo-technologicznych w wojewodztwie
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warmirisko-mazurskim (International business operations of companies operat-
ing in science and technology parks in the Warmirisko-Mazurskie voivodeship).

The aim of the study was to recognize:

— the current and planned path of foreign expansion,

— identification of the main factors determining the internationalization
of activities.

Three companies complying with the following criteria were invited to take
part in the survey (subject of research):

— the company has to be located in one of the three science and technology
parks operating in the Warminsko-Mazurskie voivodeship: Olsztyn, Elblag, Elk;

— the company has to be a micro-, small or medium-sized enterprise;

— the primary activity of the company has to have high innovative potential.

An empirical study, aimed at obtaining primary data, was carried out using
a research tool, which was a questionnaire survey. At the beginning, the correct-
ness of the research tool was verified. After taking into account the opinions of
the scientific environment and consultations with the Head of the Science and
Technology Park in Olsztyn, the final version of the questionnaire survey was
developed and used in the empirical research.

Due to the specificity of business operations and the desire to fully under-
stand the paths of foreign expansion, the empirical research was carried out
in two stages. The first stage of the study consisted in conducting an interview
using the questionnaire method using the research tool. In the second stage
of the study, personal interviews were conducted with representatives of the
top management of individual companies in order to enrich the results ob-
tained earlier and a more comprehensive understanding of their individual paths
of international expansion (case study — BRYCZ, DUDRYCZ 2010).

To ensure the anonymity of the respondents, their business names are not
disclosed. The results presented are for demonstration only and may not be used
for generalisation. Nevertheless, they are an inspiration to undertake in-depth
studies of this subject.

The companies participating in the research are so-called small businesses,
including one medium-sized and two micro-enterprises. They are young companies
that have been operating in the science and technology park for one to four years.
In addition, only one of them has conducted an economic activity in the past.

The primary activities that the respondents are engaged in are related
exclusively to production or provision of services, whereas according to the Polish
Classification of Business Activities (PKD), they belong to the medium-high-
technology production industry or render technologically advanced knowledge-
oriented services characterised by high innovative potential (cf. List of industries
in the field... 1995).

It is good that all of the companies implemented process innovations which
resulted in improving the production or delivery process (material changes
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in technology, equipment and/or software). Two companies also implemented
a product innovation which should be understood as a new or improved product
(commodity or service). It is noteworthy that the solutions developed and imple-
mented are environmentally friendly. Two of the companies have already begun
commercialising the research results. All of the companies applied for a patent
to protect their innovations being developed or already implemented; they also
employed other forms of protection, including formal procedures (registration
of utility models or trademarks). In addition, all of them commenced to collaborate
with other entities to improve their innovativeness. They established lasting
relationships with technology institutions (national universities, business incu-
bators) as well as with vendors and suppliers at home and abroad.

A description of the respondents presented in Tables 3 and 4 indicates that
they are the companies referred to in the literature as young technology com-
panies which have been operating in the market for no longer than 5—8 years
and usually have limited financial resources and property as well as little expe-
rience in conducting an economic activity. The innovative nature of this group
of companies can manifest itself by operating in hi-tech sectors or of having an
advantage at least at a national level (CIESLIK 2011, p. 7).

Table 3
Description of the companies participating in the questionnaire survey
Feature Company A Company B Company C
Primary business activity services production services
Technological advancement technologically medium-high technologically

advanced knowl- technology advanced knowl-

edge-oriented
services

edge-oriented
services

Status micro-enterprise medium-sized micro-enterprise
enterprise

Year of establishment of opera- |2013 2013 2017

tions in the science and technol-

ogy park

Economic activity new continued new

Implementation of an innova- yes yes yes

tion during the operation of
the company in the science and
technology park

process innovation |product innovation |product innovation
and process and process
innovation innovation

Type of the innovation imple-
mented during the operation of
the company in the science and
technology park

Source: own research.
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Research results

Research shows that two companies participating in the study have already
begun to expand to foreign markets and the third company, the youngest one, is
preparing for business internationalisation. All of them have expanded to select-
ed Member States of the EU. The main driver of business internationalisation
was a desire to achieve higher profits (proactive motive) and when it comes to
Companies B and C, also to gain a significant technological advantage over
foreign competition (proactive motive) and spontaneous international purchase
orders (reactive motive).

Studies suggest that the key determinants of expanding a business to foreign
markets are both external and internal, though it turned out that the most
important of them are the present and prospective potential of a given foreign
market, barriers to entry and the way of establishing business relations (Fig. 1).

The respondents admit that their decisions to go international were preced-
ed by a number of preparatory activities, particularly by identification of the
company’s objectives in terms of internationalisation and by a comprehensive
analysis of the market. Business internationalisation involved the necessity
to design a new business model or modify an existing one, taking into account

importance index (W)

present and prospective market 1
potential ‘ ‘

barriers to entry ] 0.89

way of establishing business relations 1 0.78

attractiveness and competitiveness ‘ ‘
of the range of products and services | 0.67
when compared to a foreign equivalent ‘ ‘

market entry costs | 0.67

features and nature of determinants

of consumer demand ‘ 0,45
way of developing competetiveness | 0l45
in a market ‘
0 0.25 0.5 0.75 1

Fig. 1. Core determinants of business internationalisation according to the respondents
Explanation: the importance (influence) index (in Polish: wskaznik wazno$ci W) of the determinants
of internationalisation of the businesses participating in the study was calculated as a weighted
arithmetic mean as per the following: 3 — very important, 2 —important, 1 —neutral, O — insignificant.
The importance (influence) index is a number between 0 and 1, whereas: index W=0 — insignificant
determinant; 0<W<0.5 — neutral determinant; 0.51<W<1 — important determinant; W=1 — very
important determinant. The index corresponds to the idea proposed by KARASZEWSKI and SUDOL

(1997, p. 17, 18)
Source: own analysis.
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the nature of a selected foreign market. In order to better communicate with
foreign customers, the companies also launched their websites in English and
German.

Since each of the companies has different business profiles, they follow dif-
ferent paths of international expansion. In the first case, the company em-
ploys a non-capital form of expansion that entails subcontracting for the benefit
of a foreign partner. In the second case, the company employs a form of expansion
based on international trade, which is import (passive internationalisation) and
direct export (active internationalisation). What is more, the company actively
takes part in such international industry events as fairs and symposia.

Both companies perceive internationalisation as a learning process and declare
a willingness to gain experience and increase their engagement in international
business operations in the next three years. Company B additionally plans on
establishing R&D cooperation with foreign partners.

On the other hand, Company C — due to a relatively short time in business
— currently focuses on the domestic market, although it carried out certain pre-
paratory activities for international expansion. By 2020, the company intends to
go international with active forms of expansion (direct export and subcontract-
ing) and to actively participate in international industry events, thus making
it possible to establish business relations with foreign business partners.

Taking into consideration their competitive potential, the companies also
identified their competitive position when compared to foreign competitors as

Table 4
International business operations of the companies participating in the questionnaire survey
Feature Company A Company B Company C
International business operations yes yes yes
during the operation of the company
in the science and technology park
Form of business internationalisation | subcontracting | import and direct -
implemented presently export
International business operations — participation participation
conducted presently in international in international
industry events industry events
Form of expansion to be implemented as above as above direct export
by 2020 and subcontracting
International business operations - joint research as above
to be conducted by 2020 to be conducted
with a foreign
partner
Competitiveness when compared to comparable higher higher
international competitors

Source: own research.
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comparable or higher. The respondents believe that the decisive factors of their
position included: a range of very innovative products, marketing operations they
conducted and knowledge of the foreign market (Tab. 4, Fig. 2). Even though
their current position in the foreign market is as they expected, the companies
are focused on the continuous development and improvement of their range
of products and services addressed both to domestic customers and to interna-
tional ones. The respondents unanimously claim that business internationali-
sation fosters the development of the company and helps improve its image in
Poland and abroad.

importance index (W)

range of products and services ‘ ‘
of the company ‘ ‘

10.67

marketing

10.67

introduction into the market

by foreign business partners

| 0.56

knowledge of the market

| 0.56

personnel

1 0.34

support from foreign institutions

| 0.34

supporting business
0

0.25

0.5

0.75 1

Fig. 2. Core determinants of international success according to the respondents
Explanation: see explanation to Figure 1.
Source: own analysis.

It is worth adding that the companies had no experience in conducting in-
ternational business operations and have not yet benefited from international
expansion support programmes, but they would gladly use some help from ex-
perts collaborating with science and technology parks in virtually every area,
though in relation to specific foreign target markets (i.e. in terms of market
analysis, legal and tax advisory, opportunities of business relations with busi-
ness partners, scale-up).

Conclusions
Studies of SME internationalisation show that despite numerous challeng-

es and constraints of endogenous and exogenous nature, entities in this group
launch and successfully operate their businesses in international markets.
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In reality, nowadays, young businesses with high innovative potential are some-
how forced to go international right at the beginning of their operation.

The questionnaire survey conducted among the three small technology com-
panies operating in science and technology parks in the Warminsko-Mazurskie
voivodeship proves that companies expand to foreign markets in their first years
of operation.

The main motive for business internationalisation is a desire to achieve
higher profits and to gain a significant technological advantage over foreign
competition (proactive motives) as well as spontaneous purchase orders from
abroad (reactive motive).

The key determinants to expanding a business to foreign markets are both
external and internal, though the most important determinants are the present
and prospective potential of a given foreign market, barriers to entry and the
way of establishing business relations.

Companies approach business internationalisation with caution; the deci-
sions of the companies under analysis were preceded by a series of preparatory
activities.

Since companies generally have different business profiles, they follow differ-
ent paths of international expansion and simultaneously declare a willingness
to improve their engagement in international business operations in the next
three years.

The companies under consideration had no experience in conducting in-
ternational business operations and have not yet benefited from international
expansion support programmes, but they would gladly use some help of experts
collaborating with science and technology parks in virtually every area, though
in relation to specific foreign target markets (i.e. in terms of market analysis,
legal and tax advisory, opportunities of business relations with business part-
ners, scale-up).

The results presented are for demonstration only and may not be used for
generalisation. Nevertheless, they are an inspiration to undertake in-depth
studies of this subject.

Translated by Joanna Jensen
Proofreading by Mark Jensen
Accepted for print 5.11.2018
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after the announcement of the bailouts. We then show that it is possible to quantify the subjective
systemic risk, an elusive concept that is difficult to measure with data from standard sources.
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Abstrakt

Celem artykutu jest okreslenie, czy wzrost ryzyka systemowego jest przyczyna, czy konsekwen-
cjq ostatniego kryzysu finansowego. W kontekécie probleméw hiszpanskiego systemu finansowego
przeanalizowano, czy wystepuje transmisja ryzyka w systemie finansowym tego kraju. W artykule
wykorzystano dane uzyskane z platformy Google Trends dotyczace hiszpanskich instytucji finan-
sowych, ktére w duzym stopniu ucierpiaty podczas kryzysu finansowego w strefie euro. Badanie
to jest jedna z pierwszych prob wykorzystania tego typu danych w analizach sektora finansowe-
go oraz transmisji ryzyka systemowego. W artykule przeanalizowano wplyw programéw pomocy
publicznej (bailouts) na caly system bankowy oraz na poszczegdlne grupy instytucji w systemie
wedtug ich statusu przed uzyskaniem pomocy publicznej i po jej ogltoszeniu. W artykule wskazano,
ze dane Google Trends moga by¢ wykorzystywane do analiz stabilno§ci systemu finansowego oraz
do kwantyfikacji subiektywnego ryzyka systemowego.

Introduction

The European debt crisis started in the first stages of the Great Recession in
late 2009. It was characterized by an environment of excessively high structural
deficits and accelerating debt levels (DE GRAUWE 2011, GROSS 2012). Four Euro
Area countries needed to be rescued by sovereign bailout programmes (WYPLOSZ
2014). When the weak banking sector suffered big capital losses, most states in
Europe had to bailout several of their banks with recapitalization loans with
this affecting their sovereign debt and vice versa in a spiral process (ACHARYA
et al. 2014, ACHARYA, STEFFEN 2015). Since there is a direct relation between
the survival of financial institutions and the financial stability, most Euro
Area countries decided to provide funding through loans or injection of capital
(BARTH et al. 2012). The publicly funded bailouts to the banking system were
one of the main causes of the sharply worsened debt-to-GDP ratios in several
European countries, nonetheless it was only one of the causes of the outbreak
of the sovereign debt-crisis in the Eurozone (DEWATRIPONT 2014).

After the crisis, the new regulatory initiatives have made bailouts a more
difficult solution to implement. Nonetheless, the cost of inaction could have been
even higher than the bailout funds (LUDWIG, SOBANSKI 2014). Most analysts
agree the worst stages of the financial stability have already taken place. How-
ever, the public support to failing banks has created a moral hazard problem and
the risks that banks take tend to be higher after public assistance. Under this
scenario, the current financial risk in the Euro Area could be even higher. This
fact also explains the new regulations to prevent more bailouts. The desirable
policy would urge the authorities to decrease more effectively the expected rents
of banks after the financial assistance (GIOVANNI, RATNOVSKI 2013).

In the current situation, we consider it important to continue the research
on financial risk and financial crisis in the Euro Area to understand its causes
and consequences as well as the ways of mitigating the systemic risk. In this
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paper, we use public available data from Google Trends to explore the subjective
systemic risk in the Spanish banking system.

In the second section, we briefly describe previous studies that used Google
Trends data and we show how it is possible to predict and make useful analysis
with this kind of data. In the third part, we present the research questions and
we describe why the Spanish case has been chosen. In the section four, the main
results are presented. Finally, the conclusions and further research areas are
discussed in the fifth section.

Google Trends as a data source for complex analysis

The use of Google Trends data to predict events in the near future and to
discover the popularity of a topic in the past is still infrequent but increasingly
employed. Google Trends data can be useful as a key source to explore the inter-
est on a subject. This kind of data has been used in a growing number of fields.

One of the areas in which Google Trends has shown a great predictive power
is in the field of epidemiology. For example, US data on influenza at regional
and national level have been published with a delay of two weeks. Instead,
Google Trends forward these results for up to ten days, and may offer advanced
predictions about the level of influenza regionally, depending on the number
of searches about related symptoms (CARNEIRO, MYLONAKIS 2009).

In addition to the research on the flu contagion, Google Trends data provide
valuable information at regional level for other diseases such as Lyme disease
(SEIFTER et al. 2010), which is more prevalent in the warm season. Tuberculosis
has ten million new cases each year and produces more than a million deaths.
It can also be predicted with data from Google Trends (ZHOU et al. 2011).

Google Trends information has not only been used to predict levels of dis-
eases, even though that is its best-known application. There are many exam-
ples that show how one can use Google Trends to predict values of economic
indicators and spreading of financial risk within the system. CHOI and VARIAN
(2012) emphasize the ability to predict the near future, which has been called
nowcasting as opposed to traditional forecasting. Using data from Google Trends
it is possible to predict the number of unemployed individuals through search-
es of terms related to job portals or information on administrative procedures
to receive unemployment benefits.

Google Trends has also shown its validity for predicting consumption levels.
VOSEN and SCHMIDT (2011) show that US search results improve survey indi-
cators of consumption. The authors discussed whether the surveys on consumer
expectations really reflect the current and future real purchases. Instead, Google
Trends provides search data on each type of product. It is feasible to establish
with a high degree of certainty what will be the current level of consumption
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of each product, especially as a greater portion of consumption is now happen-
ing on the internet with consumers tending to look for information prior to
the purchase at the very least.

The predictive power of the research with this source of information is such
that it is possible to predict variables such as the box-office of movies at the
weekend premiere, video game sales the first month after their launch and even
the position of them in the lists of popularity weeks in advance (GOEL et al. 2010).
Its use for specific markets, such as in the case of car sales (CARRIERE-SWAL-
LOW, LABBE 2013), also exceeds traditional prediction models. Google trends da-
ta-models emerge as one of the most promising alternative tools. Thus, whenever
a large part of consumers use the Internet to search for products, Google Trends
database contains valuable information about future consumption patterns.

In economics, Google Trends has not been used only in studies on consump-
tion patterns. Its application in financial economics is also promising. PREIS
et al. (2010) found key terms that allow designing strategies to over-perform
the main indexes of the stock market. Strategies created with searches volumes
of words such as debt, stocks and portfolio results were 2.31c, 2.21c and 1.69¢
higher than a random investment. In fact, an investment strategy based on
search levels of debt would have made a 326% profit in the period, compared to
16% obtained with a buy and hold strategy.

The key variable for asset pricing is an investor attention. However, there
is no direct measure of this variable. In the past, only indirect measures
of investment attention were used in the financial models such as news headings
and adverts. With the extensive use of web searchers, the data from Google
Trends can be considered as a faithful representation of investor attention
(DA et al. 2011). The stocks that experience an atypical increase in attention are
usually associated with a better performance than the average of the market
during the subsequent two weeks.

Google Trends data can also be useful to supervise portfolio diversification
and active risk management, because popularity of a stock calculated by search
queries is highly correlated with the volatility of that stock (KRISTOUFEK 2013).
In addition, NERI and ROVIEL (2017) described and predicted the dynamics
of Norwegian stock market using Google data, while the goal of BROCK (2018)
was to quantify macroeconomic expectations in stock markets using this kind
of data. The great number of applications of Google Trends data have been
analyzed by JUN et al. (2018).

This source of data has a wide range of applications and it is relevant for any
study in which the searches are important, as it happens with disease symptoms,
purchases and stocks. Individuals also use web searchers to compare products
of different banks, access to their balances and perform activities with web
services of their banks. Therefore, it is possible to make use of Google Trends
data to analyze both news coverage and demand of financial institutions.
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Systemic risk during financial crisis in Spain

There is no consensus on a unique definition of systemic risk (SZPUNAR
2012, SMAGA 2014, JAJUGA et al. 2017). On the one hand, some authors con-
sider it an external shock that generates systemic effects. On the other, some
authors assume it emerges endogenously (DANIELSSON 2002, DANIELSSON et al.
2013). The effects of systemic risk can be modeled as sequential or simultaneous
(DE BRANDT, HARTMANN 2000). These effects can also be classified as horizontal
if the systemic risk only affects the financial sector or vertical if we analyze also
its effects on the real economy. Finally, it can be classified as objective when the
data of financial networks is studied and subjective if the focus is on the effects
on the reputation and investors’ attention or attitude towards banks.

In previous works (KASZOWSKA, SANTOS 2014, 2017) we attempted to model
the role of risk perception on systemic risk generation and amplification. In this
paper, however, we focus on how subjective systemic risks appears due to bailouts.
We make use of weekly data from Google Trends of all the Spanish financial
institutions for the period 2004—-2014. This data includes all the web search-
es: those intended to access bank web servers to perform operations, searches
intended to compare bank services and products and others related to news.

In our study, the database was created using data from the Bank of Spain
about financial institutions and information extracted from Google Trends.
The link to database is provided at the end of article. We introduced names
of Spanish financial institutions in Google Trends webpage: the names of banks
as well as savings banks (cajas de ahorro in the local language). In the case
of multiple names, all the possibilities were computed and added (e.g. Caja
de Burgos, cajaburgos and Caja Burgos). We searched for 5 names each time
(that is the maximum quantity allowed to be retrieved at once). Then, we need
to rank banks from the less searched to the most searched. Google Trends
offer an index from 0 to 100 where 100 is the maximum level of searches in
the period for the most popular search. Empty records were used in the case
the level of searches was too low and Google Trends did not report the value.
The methodology that allows us to build the database uses groups of five banks
with one common search term in the sample to be able to compare volumes
of all of them altogether. At the end of the procedure, it is possible to compare
the volume of all searches and arrive to the same index for all Spanish private
banks and savings banks. Then, we can compare how index for each bank or
group of banks is changing in time. The analysis could be carried out graphically,
but we can also carry out any statistical analysis using these indexes. Below we
provide the example how the index that we constructed can be used to analyze
the consequences of bailouts in Spain.

Spain is the fourth biggest economy in the Euro Area and the biggest among
those most affected by the financial crisis that started in 2008 (UX0 2017).
It has a clearly segmented banking system between private banks and savings
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banks (Informe sobre la crisis... 2014). The second type of banks were managed
in a way that did not intend to maximize profits but rather to increase their
size as it was perceived as a proof of adequate management prior to the crisis.
This strategy provoked a high growth in their presence at national level with
respect to their previous status as regional banks.

In 1998, the number of offices of saving banks and private banks were prac-
tically the same and in 2008 the number of offices of saving banks exceeded the
number of offices of private banks by 60%. In the last decade of the real estate
bubble saving banks increased their market participation by 5% and represented
45% of web searches (excluding the six savings banks that did not need public
assistance). However, the total financial assets of savings banks were lower than
those of private banks as savings banks were created in the nineteenth century
to provide financial services to the poorest families while private banks offered
their services to wealthy families and industries. Nowadays, this difference can
still be observed.

Since 2009, a series of bailouts have taken place. The most significant ones
are indicated with white points (see: Fig. 1). The portion of searches for banks
with bailouts in the period 2010—-12 is tooth-shaped as the searches increased
during bailouts but then a part of consumers changed institutions to more stable
private banks. In 2013, the portion of searches for banks that received bailout
money increased and then sharply declined as private banks acquired several
entities previously nationalized.

75
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65

[%]
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B banks withouth bailouts B banks withouth bailouts

Fig. 1. The decreasing market share of banks that needed bailouts
Source: own elaboration.
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The biggest banks only show three significant changes in the last decade.
Caja Madrid and Bancaja, along with other five savings banks, merged into
Bankia, receiving public funding in the process. Banco Sabadell acquired with
public assistance CAM, a savings bank with financial problems that previously
doubled the size of the acquiring bank. At the end of 2013, Santander bank
acquired its partner bank — Banesto, that was maintained as a separated brand
to improve the investment abilities of the current CEO of Santander bank until
the former CEO passed away. Since 2012, the share of web searches for small
and medium size banks has progressively declined. Prior to the bailout there
were 45 savings banks and currently only two- small local savings banks main-
tained their status. The remaining ones have merged and/or been acquired by
private banks. However, many of them maintain their brand in their region
of origin and therefore clients continue searching these names.

100
90 , small and medium
size entities
80 Unicaja
70 # Bankinter
# Baco Popular
60 = CAM
A ® Banko Sabadell
g 50 = Bancaja
W = Caja Madrid
40 . ® Bankia
® La Caixa
30 = BBVA
® Banesto

20
" Santander

10

Fig. 2. Web searches — share of big banks

Source: own elaboration.

Google Trends data show that among the small and medium banks there
has been a higher amount of change in the market than in the case of banks.
Some institutions appeared and subsequently ceased their activities in the period
under consideration (e.g. Cajasol and Unnim). Others were merged and the level
of searches for them has been decreasing asymptotically to zero (as in the case
of Caixanova, Caixa Galicia, Caja Canarias or Caixa Penedés). New private
banks have been created after merging several savings banks (as in the case
of Kutxabank and BMN). This pattern occurred in case of most of the financial
institutions of small and medium size (only a selection is presented in Figure 3
for visualization purposes).
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Fig. 3. Web searches — share of small and medium banks (selection)
Source: own elaboration.

The first bailout after the crisis emergence took place in March 2009. CCM,
a savings bank that represented less than 1% of the Spanish financial system,
was nationalized and later sold to another savings bank for a small part of the
money spent in the bailout. In the next five years ten banks were nationalized,
eight of them savings banks with only two small private bank needing public
assistance. Another three mergers of savings banks needed support in form
of public funding but comparatively the amount of public money devoted to those
bailouts was much lower. A total amount of 95.3 billion euro was spent in bank

Table 1
Bank nationalizations after 2005
Natio;ilézation Date Bank affected (ﬁilﬁ?:l?z:) ()/l(;:iﬂ(t)zttasll Type
1 29.03.2009 |CCM 6,974 7.32 savings bank
2 22.05.2010 |Cajasur 358 0.38 savings bank
3 22.07.2011 |CAM 13,222 13.87 savings bank
4 30.09.2011 |Novacaixagalicia 11,081 11.63 savings bank
4 30.09.2011 |CatalunyaCaixa 13,652 14.33 savings bank
4 30.09.2011 [Unnim 1,992 2.09 savings bank
5 21.11.2011 |Banco de Valencia 7,223 7.58 private bank
6 09.05.2012 |[Bankia 36,183 37.97 savings bank
7 12.03.2013 |[BMN 3,745 3.93 savings bank
7 15.03.2013 |Banco Gallego 867 0.91 private bank

Source: own elaboration.
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nationalizations and 4.3 billion euro in bailouts to mergers. This amount equals
to 2,175 euro per inhabitant. As shown in Table 1, these ten nationalizations
happened in seven stages.

Results: Subjective systemic risk

In this section, we study the subjective systemic risk six months before the
bailout and after the most important bank nationalizations. The first interven-
tion changed the paradigm of the stability of Spanish financial institutions.
The third and four nationalizations during 2011 happened within two months
and they represented 41.9% of the total funds spent on this purpose. Finally,
Bankia’s nationalization was the biggest and had important political and so-
cial consequences as the government of Spain asked a bailout to the European
Union to rescue this mismanaged bank. These three stages of nationalizations
represent 85.1% of the financial assistance provided during the crisis.

We divide the banking system into the following categories:

— entity(ies) nationalized;

— other entities that received public aid during the crisis

— stable savings banks?;

— stable private banks3.

If there were a transmission of systemic risk between groups, it would be
possible to observe how the level of searches of groups 2 to 4 would increase.
This increase should be higher in groups 2, and 3 in a lesser degree. We establish
level equal to 100 for each group during the week when the bailout took place.

The following results show the series of searches after the application
of the Hodrick-Prescott filter (cf. HODRICK, PRESCOTT 1997, MCELROY 2008)
because all the series add seasonality as the level of searches tend to be higher
during the last and especially the first week of each month. This takes place
because in Spain workers and retired people receive their monthly wage or
retirement pay respectively during those weeks.

1.
’

CCM: The first nationalization (6.9 billion euro)

CCM was the first nationalized bank in Spain after the burst of the real
estate bubble in 2008. It was nationalized on Sunday, March 29, 2009, after
two savings banks rejected a planned merger. Nine days after the bailout, Pedro
Solbes, Minister of Economics and Finance resigned after he urged the Prime

1 Rest of Spanish financial institutions not included in other categories.
2 La Caixa, Ibercaja, Unicaja, BBK, KutxaBank, Kutxa and Caja Vital.
3 BBVA, Banco Santander, Banesto, Banco Popular, Bankinter and Banco Sabadell.
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Minister to undertake the reforms in the financial sector with no delays. After
two years of changes in regulations, mergers and acquisitions, and successive
minor bailouts, the rest of financial institutions with severe problems were
nationalized.

In Figure 4 we can observe that the level of searches of CCM was higher
several weeks before the nationalization. The peak corresponds to the intense
rounds of negotiations to merge with two potential partners.

105 4

100 -

95 1

90 -

85 4

= entity nationalized = = =other entities with bailouts
——— stable saving banks stable private banks

Fig. 4. Searches six months prior and after the bailout (searches during the bailout = 100)
Source: own elaboration.

The weeks immediately before the bailout the rest of savings banks started
to increase their search level. There is no distinction between those that later
needed to participate in a bailout and those that could change their status to
private banks without public assistance. In this way, the subjective financial
risk started before the nationalization of CCM.

After the nationalization, the searches level of CCM as well as the searches
of stable banks declined. However, searches of the remaining savings banks
increased for five weeks. The subsequent decrease of searches of those banks
that needed assistance later was lower. This behavior shows a clear systemic
risk transmission.

Table 2 presents quantitative information about the behavior observed in
Figure 4. In the six months prior to the bailout, the searches of the entity na-
tionalized (a saving bank) had a high correlation with both stable saving banks
and other entities with bailouts (mostly saving banks). Saving banks and private
banks had negative correlation showing the dual banking system of the country
before the first bailout. In the following six months, correlation increase between
all the four kinds of entities because of the risk transmission.
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Table 2
Correlation of searches prior and after the bailout

6 months prior | 6 months | 6 months
Entities and after prior the after
the bailout bailout | the bailout

Stable private banks |stable saving banks 0.4418 —0.9379 0.9512
Stable private banks |[entity nationalized 0.8411 -0.6977 0.9675
Stable private banks |other entities with bailouts 0.3197 -0.9421 0.9494
Stable saving banks |entity nationalized 0.4057 0.6382 0.8437
Stable saving banks |other entities with bailouts 0.9908 0.9998 1.000
Entity nationalized other entities with bailouts 0.3147 0.6373 0.8405

Source: own elaboration.

The entity nationalized presents high correlation with stable saving banks,
that did not need public aid in the following years (0.8437) and the value is
like the one with the entities that need subsequent bailouts (0.8405). The cor-
relation is even higher with private banks, that did not need bailouts in these
years, (0.9675) due to the decrease in the searches in both. The public interest
in the entity that needed the bailout decrease sharply after the aid program
was implemented, and private banks were not perceived as risky, so the level
of searches decreased as well. However, both stable saving banks and other
entities with subsequent bailouts (mostly other saving banks) had a correlation
close to the unit both prior and after the bailout of 2009. Then, it is possible
to conclude that, at this point, the public did not discern the risk level between
different saving banks.

Third nationalization and triple nationalization
(13.2 + 26.7 billion euro)

Fourteen months after the intervention in CCM, a small savings bank prop-
erty of the diocese of Cordoba had to be nationalized and subsequently acquired
by BBVA private bank for a compensation of 358 million euro.

After another period of fourteen months, the government continued denying
the financial crisis, but the situation was highly unsustainable. In summer
2011, CAM savings bank still could not find any partner to merge with and
had to be nationalized. In 2011, most of the merges of savings banks took place.
The financial sector supervisor recommended the creation of new private
banks created thanks to merges of saving banks of different regions in order
to reduce duplicities. However, regional public authorities did not want to lose
the control of their savings banks and forced inter-regional merges. Three out
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of the four oversized regional banks had to be nationalized in September 2011
(two from Catalonia and the other ones from Galicia). The remaining regional
banks that merged could only survive under private management with a bailout
of 525 million euros.

In this case, the systemic risk transmission is not as clear as in the previous
case. The searches level increased for private banks because in the period before
the bailouts many mergers occurred, and many clients changed their bank to
a more stable one.

After these bailouts, savings banks had to reduce their branch networks
as stated in the memorandums of public assistance. For this reason, the level
of searches declined and the searches of private banks, with the same number
of branches, incorporated new customers.
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100 A
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bank of the bailout (1)
=== banks of the bailout (2)
=== other entities with bailouts

stable saving banks
stable private banks

Fig. 5. Searches prior and after the bailout (searches during the bailout = 100)
Source: own elaboration.

Nationalized banks at this stage and other entities that needed bailouts
decreased their activity at a higher rate than the rest of the savings banks
that did not required public funding. In conclusion, the high level of changes
in the sector at that time makes it hardly possible to identify the mechanisms
of systemic risk transmission in this case.

Table 3 expands these results and presents the results of correlation among
searches prior and after the triple bailout (26.7 billion euro). We can see how
the results change dramatically after this event. The correlation between
the five kinds of entities was close to the unit in all the cases before the bailout
and the differences are broad in the six months after the event.

Banks affected by the bailouts of July and September of 2011 increased
the correlation in searches up to 0.9999. However, their correlation with other
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entities that needed bailouts afterwards decreased to 0.6163 and 0.6181. At this
point the public still did not distinguish between entities that were about to be
affected by subsequent bailouts and those that had higher solvency ratios (stable
saving banks), that had similar correlation after the bailout (0.6164 and 0.6195).

However, the public at this point made a clear difference between saving
banks and private banks, something that did not happened two years before
as seen in Table 2. The correlation between banks with bailouts in July and
September of 2011 and stable private banks became negative (—0.9350 and
—0.9355 respectively). Other entities that needed subsequent bailouts also had
a different search behavior after the summer of 2011 (correlation —0.4945) and
stable private banks and stable savings banks perceived risk was also different
after these bailouts (correlation —0.6597).

Table 3
Correlation of searches prior and after the bailout (2)

6 months prior | 6 months | 6 months
Entities and after prior after
the bailout |the bailout |the bailout

Bank of the bailout (1) banks of the bailout (2) 0.9826 0.9873 0.9999
Bank of the bailout (1) other entities with bailouts 0.7038 0.9695 0.6163
Bank of the bailout (1) stable private banks -0.2450 0.9882 -0.9350
Bank of the bailout (1) stable saving banks 0.7705 0.9684 0.6164
Banks of the bailout (2) other entities with bailouts 0.7888 0.9959 0.6181
Banks of the bailout (2) stable private banks 0.2053 0.9999 -0.9355
Banks of the bailout (2) stable saving banks 0.6723 0.9956 0.6195
Other entities with bailouts | stable private banks 0.3499 0.9951 —0.4945
Other entities with bailouts |stable saving banks 0.9330 0.9999 0.8562
Stable private banks stable saving banks 0.6230 0.9949 -0.6597

Source: own elaboration.

Bankia: the biggest nationalization
(36.1 billion euro)

Bankia was created with a planned merge of Caja Madrid and other small
savings banks. Finally, the financial authorities encourage middle-sized Bancaja
to be part of this new bank, wrongly assuming its big size could be enough to
make it sustainable. In May 2012, the viability of the rescue plan of R. Rato
was questioned and the bank was nationalized in the biggest bailout in Spanish
history. This bailout along with the second recession in the Euro Area made
it advisable to ask for a bailout for the Spanish economy and financial system
to the European Union authorities.
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As it happened in case of the first nationalization, the pattern of subjective
systemic risk transmission is observed. Searches for Bankia peaked several
weeks before the bailout when the negotiations were taking place. It produced
a temporary increase in searches for other entities that received bailout money
previously and other stable saving banks with less intensity. Solvent private
banks increased their searches share during this period and they maintained
the new quota because of the increase in the number of clients. Again, subjective
systemic risk was transmitted to savings banks even before the bailout took place.
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Fig. 6. Searches prior and after the bailout (searches during the bailout = 100)
Source: own elaboration.

In the first part of 2012 the search patterns of different kind of entities
showed a different behavior with respect to one year before, as seen in Table 3.
We can see in the second column of Table 4 how only stable private banks and

Table 4
Correlation of searches prior and after the bailout

6 months prior | 6 months | 6 months
Entities and after prior after
the bailout | the bailout |the bailout

Stable private banks stable saving banks —0.6444 -0.8618 -0.6191
Stable private banks Bankia & former brands -0.7520 0.7205 —0.8364
Stable private banks other entities with bailouts 0.2041 -0.3609 -0.3142
Stable saving banks Bankia & former brands 0.6813 —0.6783 0.9472
Stable saving banks other entities with bailouts 0.6853 0.4742 0.9116
Bankia & former brands |other entities with bailouts 0.1060 —-0.8919 0.7707

Source: own elaboration.
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Bankia (entity that received the bailout) and stable saving banks and other
entities with bailouts had positive correlation. In this way, it could be inferred
that the public did not anticipate the bailout of Bankia and other bailouts that
happened the following year.

The behavior of the public after the bailout changed especially in Bankia and
stable private banks (—0.8364 from 0.7205), stable saving banks and Bankia
(0.9472 from —0.6783) and other entities with bailouts and Bankia (—0.8919
and 0.7707). The opinion about Bankia was similar to the ones of stable private
banks before the bailout and this entity was perceived like stable and insolvent
saving banks after the bailout took place.

Discussion and further research

In this paper, we have made use of data from Google Trends to show how
subjective systemic risk was transmitted during the nationalization of six Span-
ish banks. We found that during two of the three stages studied in the article,
the subjective systemic risk was transmitted to saving banks no matter if they
needed public assistance or whether they were part of the few politically-man-
aged banks that did not required public funding to survive.

The use of data from Google Trends allows discovering patterns of consumers
activity given that internet is one of the main methods to search for products.
This is also in the case of the banking sector as clients use web searchers to
compare between different banks as well as to access their financial products.

We selected the Spanish case, as it is the biggest economy of the Euro Area
among the most affected by the financial crisis of the Eurozone. Ten banks were
nationalized since 2009 and approximately 100 billion euro was the total amount
of public money spent to stabilize the national financial system. Spain had
a segmented financial market in the beginning of the crisis with a low number
of private banks and more than forty publicly-managed savings banks. The later
were more affected by the crisis and monopolized most of the public assistance.

In the three nationalization stages that we studied, 85.1% of the total amount
of public funding was spent. In the first and the third, we found a subjective
systemic risk transmission to the savings banks. We found the transmission of
subjective systemic risk to those banks that needed public funding to survive
and to the low number of savings banks that were not experiencing viability
problems.

In the second stage analyzed in the article, no systemic risk transmission
processes were found as during this period plenty of changes in the financial
system occurred and it was not feasible to isolate the potential systemic risk
underlying processes. This suggests Google Trends data might not be enough
to determine systemic risk, but it could be added to complex analysis such as in
KASZOWSKA and SANTOS (2017), BATTISTON and CALDARELLI (2013), KASZOWSKA
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et al. (2018). In this way, it is possible to develop a tool than quantifies and even
predicts the objective and subjective systemic risk and the chances of bailouts.

Future research includes extending this approach to all the countries of the
Euro Area and study the changes in searches level for each bank, their inter-
relations and the correlation with financial variables.
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Abstract

Local governments adopt performance budgeting for a number of reasons, identified in many
areas of the commune’s operations including service management, work organization, decision-making
process and, above all, at every stage of the budget process. Prior research focuses mainly on the
effects of performance budgeting implementation such as increased efficiency of financial resources
management and increased transparency and openness of the budget and the opportunity to ratio-
nalize the costs of implementing specific tasks or improvements of the allocation of public funds.
Using a questionaire, this study contributes by identifying the expectations of local governments
related to the implementation of performance budgets in municipalities. A second contribution
is in revealing the kinds of documents with which the performance budget should be linked and
determining who should be responsible for its implementation in municipalities. The survey was
conducted among 45 selected communes which are located in Warmia and Mazury voivodship.
The results of the survey show that the greatest expectation in implementing the task budget was
the desire to create better financial management in the municipality and to create a clearer budget
for management, employees and residents of the municipality. According to the respondents, per-
sons who should be involved in the process of budget preparation in the new task system should
be the commune administrator or the treasurer of the commune. Most municipalities, as a means
of transferring information about the budget assumptions, propose using a commune’s website
and an information board at the commune office.
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Abstract

Samorzady adaptuja budzetowanie zadaniowe z wielu powodéw zidentyfikowanych w réznych
obszarach funkcjonowania gminy — zarzadzania ustugami, organizacji pracy, procesie decyzyjnym,
a przede wszystkim na kazdym etapie procesu budzetowego. Wezesniejsze badania koncentruja,
sie gtéwnie na takich efektach wdrozenia budzetu zadaniowego, jak: wieksza efektywno$é zarza-
dzania zasobami finansowymi, wieksza przejrzysto$c i otwarto$é budzetu, mozliwos$é racjonalizacji
kosztow realizacji konkretnych zadan, poprawa alokacji érodkéw publicznych. Celem badan prze-
prowadzonych z wykorzystaniem metody ankiety byla identyfikacja oczekiwan wtadz lokalnych
zwiazanych z wdrazaniem budzetu zadaniowego w gminach. Opisano réwniez rodzaje dokumentéw,
z ktérymi nalezy powiazaé budzet wykonania zadan, oraz okreélono, kto powinien odpowiadac za
jego wdrozenie w gminach. Badaniem objeto 45 wybranych gmin zlokalizowanych w wojew6dztwie
warminsko-mazurskim. Badania wykazaty, ze po wdrozeniu budzetu zadaniowego najbardziej jest
oczekiwane lepsze zarzadzanie finansami w gminie oraz utworzenie budzetu bardziej przejrzystego
dla kadry zarzadzajacej, pracownikéw i mieszkancéw gminy. Zdaniem ankietowanych osobami,
ktére powinny byé zaangazowane w proces opracowania budzetu w nowym ukladzie zadaniowym,
powinien by¢ wojt badz skarbnik gminy. Wiekszo$¢ gmin proponuje strone internetowa gminy oraz
tablice informacyjna w urzedzie gminy jako $rodek przekazu informacji o zatozeniach budzetu.

Introduction

In the last decade, performance measurement has emerged as one of the
most important public sector management reforms, surpassing management by
objectives, total quality management, zero-based budgeting or program plan-
ning (GILMOUR, LEWIS 2006). Closely related to performance measurement is
performance budgeting, or performance-based budgeting, which seeks to link
the findings of performance measurement to budget allocations (JOYCE 1999).

Performance budgeting roots date back to Anglo-Saxon tradition. The history
of performance-based budgeting is in essence a history of public sector reforms
that reach as far back as the end of the 1940s. It appeared then to be the key
driving force of budget innovations in the USA (SCHICK 2007). The perfor-
mance budget concept was introduced and associated with the under-performing
of public finances due to the use of the traditional budgeting model (LEWIS
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1952). The new concept of budgeting in the performance system was intended to
replace the traditional procedure. Over the decades, this idea has been expand-
ed and its implementation has taken place not only at the level of government
administration, but also at the level of self-government units. Over time, it has
spread to other countries, including the European Union.

In Poland, some self-governments have implemented a performance budgeting
in the 1990s under the Partnership for Local Governance Program, funded by
USAID (United States Agency for International Development). However, after
their first experience, some of them withdrew from the experiment discouraged by
a difficult procedure or the high costs of installing an I'T program (WEBER 2011).

The city of Cracow was the precursor of the implementation of the performance
budget followed by, among others, Lublin, Poznan and Szczecin. At present,
dozens of self-governments in Poland use task-based budgeting, but its scope
varies (e.g., it covers individual areas of activity of a local government unit and/
or its government in its entirety (KACZURAK-KOZAK 2013, p. 181, 182).

The performance-based budget in Poland is most often used as a pre-
sentation tool and, only to a moderate extent, as an instrument increasing
the efficiency and effectiveness of spending public funds. Achieving better
results of its application will be possible if it is related to management control
(KARGOL-WASILUK, WOJEWODKO 2016, p. 155). A new approach to managing
public funds involves the introduction of other management methods and in-
struments such as multi-annual planning or internal auditing. These methods
provide the opportunity to measure the effectiveness of the tasks performed and
the level of satisfaction of the society with the goods and services provided by
JST (local goverment units) (FILIPIAK 2011, p. 224, 225).

The most commonly cited definition of a performance budget is the definition
formulated by R. Allen and D. Tomassi, according to which, the task budget
“assigns financial operations by the government (administration) to functions
and programs that meet specific socio-economic objectives; defining metrics for
each program or task, and measuring the costs of performing these tasks and
their effects” (ALLEN, TOMASSI 2001).

Performance-based budgeting (PBB) is the practice of developing flexible
fnancial management tools to increase the efficiency and productivity of public
institutions both in developed and developing countries (ERKUTLU et al. 2017).

Among the Polish public finance specialists, Lubiniska said that performance
budgeting is “managing public funds through appropriately defined and hier-
archical objectives, to achieve specific outcomes (performance goals) measured
by a set system of measures. The task budget allows us to determine which
tasks are most important for the achievement of objectives, and with the help
of indicators it shows how far they have been accomplished” (Budzet zadaniowy
w Polsce... 2007, p. 9).

With regard to the local government unit, it is possible to say that ,the
performance budget is a financial plan prepared in the following way: before
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the planned expenditure is recognized in accordance with the budget classifi-
cation in force, the local government prepares the programs — defines results
declarations for them and draws up plans to provide services” (Budzet jako
narzedzie zarzqdzania... 2000).

In many definitions of performance budgeting there is an emphasis on the
importance of managerial freedom in budget management. The performance
budgeting focus is on accountability for the results produced, rather than on
control of how those results are produced (ROBINSON 2007, p. 1).

From the controlling viewpoint, the most common type of performance bud-
get 1s performance budgeting — often identified with a task budget in general.
In the Polish literature, performance budgeting is defined as effective budget-
ing, although it is not an accurate description, because from a methodological
point of view, effective budgeting is the development and refinement of classi-
cal task-based budgeting and it also places higher demands on municipalities
(BIELAWSKI 2013, p. 199).

The increase in the efficiency of managing the financial resources of local
government units can be achieved by using appropriate methods of planning
and distribution of budgeted funds, based on cost analysis and the application
of modern management methods, including innovative solutions for budget cre-
ation and implementation (SIERAK 2011, p. 102). A performance-based budget is
a modern concept of preparation and implementation of the budget of the commune.
Its essence is to bind revenues and budgetary expenditures with specific public
tasks, while simultaneously considering the multi-annual investment plans of the
municipality. There is also a link to the budgets in the accounting system of the
municipality, which makes it easier to calculate the costs of municipal services.

The task-based budget is also a significant enhancement of the classi-
cal budgeting method in the municipality in terms of reporting and analysis
of its implementation and the study of cost-effectiveness relationships. It uses
different types of indicators describing the degree of budgetary tasks and their
effectiveness.

When evaluating the functions within public finance units, the level of effec-
tiveness is determined, which is related to the performance of budgetary tasks
and the satisfaction of social needs (MODZELEWSKI 2014, p. 44).

Activity-based budgeting emphasizes not only the allocation of public funds,
but also the assessment of the efficiency of public tasks that have used these
funds (SZOLNO 2014, p. 504).

Due to the fact that the provisions in the Act on Public Finances of 2009
relating to the implementation of the budget in the task system for the local
governments was optional (Ustawa z 27 sierpnia 2009 r. o finansach publicznych,
Journal of Laws of 2009, no 157), few municipalities decide to implement it.
According to public finance law, the task budget does not replace the traditional
budget, but merely constitutes an additional form of subscription. As a result of
this misalignment of the rules, municipalities that implement the task budget
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cannot abandon the traditional budget, which makes them reluctant to adopt
this financial plan despite the many benefits associated with its implementation.

The most frequently mentioned benefits of performance budgeting include:
increased transparency and openness of the budget, the opportunity to ration-
alize the implementation of individual tasks, improving the allocation of public
funds, combining planning in the short, medium and long term, the introduction
of direct responsibility for the implementation of budgetary tasks, and ultimately
increasing the quality management of the local government unit (SIERAK 2011,
p- 119). In the context of the above-mentioned advantages of budgeting in a task
setting, the main aim of the article was to identify local governments’ expectations
related to the implementation of the activity budget. The paper also discusses
the 1ssues with which the task budget should be linked and determines who
should be responsible for its implementation in municipalities.

Research method and research sample

The study was conducted using a questionnaire. The survey questionnaire
was designed to select 45 of the 116 municipal offices located in Warmia-Mazury
voivodship. Sample selection was targeted and guided by a geographic criterion.
The survey was conducted in the communes which expressed their willingness
to participate in the study.

The research assumes that municipal finance managers expect that the task-
based budget is primarily used to increase budget transparency and responsi-
bility of the commune’s employees for its realization and long-term expenditure
planning. Statistical analysis of interdependence of non-measurable features was
performed to assess the significance of relationships between selected features
(%2 test, and Cramer’s V factor). To verify the H, hypothesis, the significance
level was assumed a = 0.05. Correlation analysis was continued only in the case
of rejecting the null hypothesis about the stochastic independence of the ob-
served variables.

In the research sample more than half (56%) constituted rural communities.
One in four respondents was an urban-rural municipality, while the smallest
percentage, about 20%, was urban municipality.

Among the surveyed communes, every fifth municipality occupied a rela-
tively small area of 100 km?2. The same surveyed units were communes with
an area of over 300 km?. The other entities are municipalities with an area
of 100 km? to 300 km?.

In most of the surveyed communes, the population was in the range
of 5,000—10,000 people. Only in 7% of the communes the number of inhabitants
exceeded 40,000 (Fig. 1).
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Fig. 1. Nubmer of inhibitants in the surveyed municipalities
Source: own elaboration.

In the examined communes, a high share of subsidies in the budget was
noted. About 64% of the surveyed communes exceeded 20% of the budget.
For 17% of the surveyed entities the share of subsidies ranged between 15% and
20% of the budget, and for 14% of respondents the subsidies ranged from 10% to
15% of the budget revenue. Only in 5% of the surveyed entities this component
was less than 10%.

Another important component in the budget of the examined communes was
subsidies (Fig. 2). According to E. Wojciechowski, they should, together with
their own incomes, be the main source of local government financing (Samorzad
terytorialny w Polsce 2014, p. 35).
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Fig. 2. The share of general subsidies in the budget of the surveyed municipalities
Source: own elaboration.
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Nearly half of the surveyed municipalities accounted for between 25% and
35% of the budget and 37% of municipalities were over 35%. Only 12% of the
sample was within the range of 20—25%. For the other municipalities, subsidies
have little influence on the budget as they represent less than 20% of the budget
revenues (Fig. 2).

Also analyzed were the income in the examined municipalities per capita.
Nearly 25% of the surveyed communities did not exceed 1,200 PLN per person,
while the majority (in 47% of the surveyed units) was above 1,900 PLN (Fig. 3).
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Fig. 3. Income per capita in the surveyed municipalities
Source: own elaboration.

Results

Research on performance budgeting in selected municipalities was performed
by verifying the number of entities that had a performance budget. According
to the respondents, only 4 municipalities (9%) prepared the budget in a task
system. A statistical analysis was carried out to test the hypotheses concerning
linking characteristics of the examined communes with the development of the
task budget. The study revealed no relationship between having a performance
budget and the features characterizing the analyzed municipalities. In each
case, the index p exceeded the boundary value of 0.05 (Tab. 1).

Having learned about the small number of communes that prepare the per-
formance budget, an attempt was made to examine what effects the municipality
would expect after its implementation. More than 53% of the respondents expected
better financial management of the municipality. Few respondents (over 48%)
expected increased budget transparency. To a lesser degree, about 27% of the
respondents, expected the following from the task budget: providing new infor-
mation on financial issues and tasks, multiannual expenditure planning and
better coordination in the municipality. In turn, about 15% of the respondents
identified a significant effect of the implementation of the task budget would be
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Tabele 1

The relationship between the implementation of performance budget
and the features characterising the studied municipalities

Features Chi2 D
Area 3.681 0.719
Number of inhibitants 2.790 0.946
Total income 4.432 0.816
Total expenses 4.228 0.835
Income per capita 5.990 0.424
Own income 2.364 0.883
Subsity 5.977 0.425
General subsidies 3.776 0.706
Type of municipality 3.384 0.495

Source: own elaboration.

to increase the responsibility of individual employees of the municipality and
better cooperation in the municipality! (Fig. 4).

The elaborated performance budget should be closely linked to the planning
documents of the municipality and, in particular, to the municipality’s develop-
ment strategy. In order to verify the knowledge and intentions of the surveyed
communes, it was asked what documents should be linked to the budget in the
task system (Fig. 5).

Most of the municipalities indicated the use of two documents. According
to 67% of municipalities, this document is a commune development strategy,
and in the opinion of half of the respondents, the performance budget should be
linked to the Multiannual Financial Plan. Almost half of the respondents also
believe that the budget in a task system should be linked to the Multiannual
Investment Plan (Fig. 5).

Access to information contained in the budget should be provided to the in-
habitants of the municipality. According to the report on local self-government in
Poland, residents of municipalities generally have little information about where
their money is allocated to (Samorzad terytorialny w Polsce, 2014, p. 39, 40).

In the analyzed research sample, most municipalities provide information on
the budget to stakeholders in several ways: the most common (78% of communes)
was the municipality’s website. In the era of the Internet the website is the
best medium that allows stakeholders to quickly get the data needed. Another
way of communicating information about budget assumptions, practiced by 58%
of the surveyed communes, was an information board at the municipality office.

1 The survey conducted among the municipalities that implemented the performance budget
shows that the greatest benefits are: involvement of middle management in planning, better
presentation of tasks, improvement of planning procedures, better monitoring of tasks (Budzet
wtadz lokalnych 2002, p. 141).



Expectations Related to the Implementation of Performance Budget in Municipalities 483

[ |
receiving new inf. about the tasks ‘ ‘ ‘ ‘ ‘
performed ‘ ‘ ‘ ‘ ‘

better cooperation in the municipality

increasing the responsibility of employees

|
‘
|
11
improved coordination of activities ‘ ‘ ‘ ‘ ‘ ‘
in the municipality | ‘ ‘ ‘ ‘ ‘ ‘ ‘ ‘ ‘ ‘ ‘ ‘12
12
T
12

long-term expenditure planning

receiving new inf. on financial issues

increased budget transparency 22

better financial management
of the municipality | T T T[]

number of municipalities

Fig. 4. Expectations related to performance budget implementation
Source: own elaboration.

35 30
g o
L= 25 22 22
g2
i w
2 g 15
= 10
5
0 . .
Development Multiannual Multiannual
Strategy Financial Investment Plan
of the municipality Program

Fig. 5. Documents, which should be linked to performance budget
Source: own elaboration.

This method is particularly important for people who do not have access to the
Internet. Less often (20%) used was the local press. The communication meth-
od was usually chosen by the municipalities. In addition, a small percentage
of the surveyed communes (about 4%) also indicated other ways of informing
the inhabitants about the budget assumptions (e.g., the commune bulletin
or the mayor himself) (Fig. 6).

The process of creating a performance budget, including the definition
of tasks and measures, involves a number of individuals. The most frequently
mentioned individual (about 90% of the respondents) who is or will be involved in
this process, was a mayor. The next most common individual mentioned (about
78% of municipalities surveyed) is the commune treasurer (Fig. 7)2.

2 On the other hand, research on the task budget carried out by M. Bedzieszak showed that
the treasurers, the directors of the municipal office departments and the employees were most
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Source: own elaboration.

More than half of the communes (51%) indicated councilors as responsible
for developing the performance budget. A smaller number of respondents (33%)
indicated that department heads or staff members of the municipality were in-
volved in the task budget. Only 2% of the surveyed respondents indicated that
external consultants were involved in this process (Fig. 7).

involved in the definition of tasks and their components. The employees of the board (the mayor,
the president and his deputies), councilors or external consultants were less involved (BEDZIESZAK
2009).
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Conclusion

The performance budget is one of the modern management tools used in
local self-government units. It allows for the proper and effective use of public
funds by linking public finance with the results that are achieved through each
budgeted tasks.

The performance budget, as a modern management tool, is rarely used in
municipalities. This is due to the fact that individuals do not have experience
in implementing this financial plan. In addition, it is an additional budget and
cannot replace the traditional budget at this time. It can only be a complement
to the traditional plan and therefore is associated with additional workload.
Because performance budgets are not required in the task system, only a small
number of municipalities decide to undertake this additional task. Municipal-
ities, in order to manage public finances well, should begin to see the modern
budget as a tool that will increase the efficiency and effectiveness of spending
public funds.

The conducted research confirmed the research hypothesis, assuming that
the greatest expectation associated with the implementation of performance
budgeting is the desire to create better financial management in the munici-
pality and to establish a more transparent budget for managers, employees and
local residents.

Among the most frequently mentioned persons, who should be involved
in the budget process in the new task system, was the commune adminis-
trator or treasurer. Respondents in the surveyed communes are aware that
budget assumptions must be made available to residents. Most municipalities,
as a means of transmitting information on budget assumptions, propose the use
of the commune’s website and an information board at the municipality’s office.

The task budget cannot replace the traditional budget, but can only be
a supplement to it. This causes the municipality to feel reluctant to create a new
budget. Besides, since it is a form of non-obligatory budget, self-government units
do not want to take on additional work. As long as the rules are not changed and
the task budget is not mandatory in municipalities, despite the many benefits
of its implementation, self-government units will take conservative action in
budgeting the new system.

Translated and proofreading by Sandra Janet Cereola
Accepted for print 3.12.2018
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Abstract

This paper presents the meaning of trust in the operation of enterprises and presents three
original research tools to measure three areas of trust (internal, inter-organizational and consumer),
which the author uses to form a complete construction of trust at the enterprise level.

Measurement assumptions are based on literature studies. The proposed division trust into
three areas is justified by the fact that the process of trust development involves various entities
and different factors determine specific areas of trust. The author tried to organize and demon-
strate the most relevant contemporary dimensions of trust, including employee care, concern for
stakeholders, competence, reliability, honesty and openness. The diagnosed dimensions of trust at
the general level were then developed into an operational and measurement form, which should
best describe the proposed areas of trust.

In the process of measurement of trust within the classification proposed was assessed and ap-
propriate research medel were developed. Examples of empirical allowed to determine the usefulness
of the proposed measurement tools. The research tools used for this purpose are comprehensible
and suitable for management practice, they do not oversimplify reality. The concept of systemic
trust analysis satisfies the reliability criterion and it can be hoped that it reflects, to the highest
possible degree, the reality in which enterprises operate.
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Abstrakt

Celem artykutu jest przyblizenie znaczenia zaufania w funkcjonowaniu przedsiebiorstwa,
a nastepnie przedstawienie trzech autorskich narzedzi badawczych zastosowanych do pomiaru
zaufania wewnetrznego, miedzyorganizacyjnego i konsumenckiego, ktére w zamierzeniu autora
tworza kompletny konstrukt zaufania na poziomie przedsiebiorstwa.

Zalozenia pomiarowe oparto na studiach literaturowych. Zaproponowany podzial na trzy
obszary byt zasadny, poniewaz rézne podmioty biora udziatl w procesie ksztaltowania zaufania
iinne czynniki determinuja okreélony obszar zaufania. Autor starat sie uporzadkowaé i wykazaé
najbardziej istotne wspélczeénie wymiary zaufania, zaliczajac do nich troske o pracownikéw, tro-
ske o interesariuszy, kompetencje, niezawodno$é, uczciwosé i otwarto$é. Zdiagnozowano wymiary
zaufania na poziomie ogdlnym, a nastepnie rozwinieto je do postaci operacyjnej i pomiarowej, ktére
powinny jak najlepiej opisywaé zaproponowane obszary zaufania.

Podczas pomiaru zaufania w ramach zaproponowanego podziatu opracowano odpowiedni model
badawczy. W celu okreslenia jego przydatnosci przeprowadzono badania empiryczne, ktére pozwolity
na okreslenie przydatnos§ci zaproponowanych narzedzi pomiarowych. Narzedzia badawcze, ktore
w tym celu wykorzystano, sa zrozumiale i mozliwe do zastosowania w praktyce zarzadzania, nie
upraszczaja nadmiernie rzeczywistosci. Koncepcja systemowej analizy zaufania spelnia kryterium
wiarygodno$ci i mozna mieé nadzieje, ze odzwierciedla w jak najwiekszym stopniu rzeczywisto$é,
w jakiej funkcjonuje przedsiebiorstwo.

Introduction

In 2009, the President of the United States, Barack Obama, declared that
Americans suffered from a lack of trust towards public organizations and pri-
vate institutions. This is not only a problem of Americans. In the last decade,
a deficit of trust has had a negative effect on economic and social development
all over the world. Numerous studies have documented the lack of trust among
the public towards contemporary organizations and their leaders (KRAMER,
LEWICKI 2010, p. 246)

Trust is a highly complex process, depending on various non-binding elements
which occur in contacts between enterprises and in relations between the enter-
prise and the customer. Enterprises, in their everyday activities, should avoid
a lack of transparency, anonymity, casualness, excessive avarice, demanding
advance payments from customers, tax frauds, financial pyramids, insurance
frauds, aggressive loan offers or unfair and misleading advertisement (SZTOMPKA
2008, p. 238, 239, MROZ 2009, p. 488).

The aim of this paper is to present the meaning of trust in the operation
of enterprises, followed by the presentation of three original research tools ap-
plied for the measurement of internal, intra-organizational and consumer trust
which, in the author’s concept, form a complete construction of trust. Measure-
ment assumptions have been based on literature studies in the field of sociology,
economics and management sciences. In the next stage, the theoretical concept
is verified through empirical studies and the obtained results are statistically
analysed to enable verification of the usefulness of the proposed research tools.
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In the existing literature of the subject matter trust is analysed only par-
tially. A gap in the area of complex and systemic approach to trust in company
was noticed, which must be completed.

The nature of trust and its constituents
at the enterprise level

Trust is a central point of all market relations. Customer trust towards
a given company, its products and employees, leads to the profitability of the
company and supports its existence in the market (KOZLOWSKI et al. 2014,
p. 177-179). This was confirmed by empirical studies (HEJDUK et al. 2009, p. 59, 60).
Polish enterprises in various market sectors were quite consistent in their opin-
ions, since even 80% of respondents believe that trust in the environment to-
wards the market leader is important or very important, and 77% respondents
attribute the same importance to the trust inside an organization.

Mutual support of the parties and sharing necessary information are very
important elements of trust. This allows a more reliable and fuller integration
between partners, which brings them closer to shared values (BRONIEWSKA 2012,
p. 71-84), as well as convergent aims and visions. Trust builds the reputation
of the enterprise, brings about competitive advantage and attracts investors,
customers and employees. A higher level of trust ensures many other advantages
as well (DYER, CHU 2003, p. 60, ZYGAN 2014, p. 49—53, DOBIEGAEA-KORONA
2007, p. 19, GRYCZKA 2013, p. 85-97):

— reducing transaction costs,

— supporting innovation,

— enhancing competitiveness,

— improving customer satisfaction,

— increasing customer loyalty.

Trust as an intangible phenomenon requires more operational, measurable
dimensions. Researchers (ZADLO 2014, p. 82—84, SANKOWSKA 2011, p. 39, 40,
CLARO, CLARO 2008, p. 291, 192, SEPPANEN et al. 2007, p. 249-265, BUGDOL
2010, p. 23—-30) attempting to describe attributes (dimensions) of trust, most
often use such notions as: competence, honesty and benevolence. Very frequently,
trust is earned through expert knowledge, ensuring safety, openness and honest
intentions. Currently, the main focus as regards the shaping of trust is put on
such factors as reputation, reliability and shared social values, demonstrated
in the concern for employees and customers (RUDZEWICZ 2016, p. 36—38).
On the basis of the quoted literature, four basic elements of trust can be distin-
guished, shown in Figure 1.

These four dimensions of trust should be placed in the appropriate area
of the company’s operation and then subjected to reliable measurement.
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concern for employees concern for stakeholders

trust

V\
competence /

and unreliability

\ honesty and openness

Fig. 1. Basic dimension of trust

Source: own elaboration.

A model approach to trust measurement
in the enterprise

The company is a complex system, with all elements of its market operations
related to trust. An enterprise should develop positive relations with its employ-
ees, customers, suppliers and vendors. Trust occurs in all those aspects (Fig. 2):

— internal relations concerning employees of a given organization,

— external relations focused on individual customers, and

— external relations concerning other entities and companies cooperating with
a given organization. This can include suppliers, vendors and the institutional
environment.

intra-organizational trust }—P | enterprise H employees |

inter-organizational trust |—>| enterprise H other organizations |

J

N

-

| consumer trust }—b | enterprise H individual customer

Fig. 2. Areas of trust in the enterprise

J

Source: own elaboration

The company is responsible for all its stakeholders (STRUMINSKA-KUTRA
2011, p. 69—-83), with which it creates the right relationship. The essence and
significance of each of the three relationships (areas of trust) will be described
from the point of view of the company and verified by appropriate measuring tools.

The objective of the enterprise is to acquire and to retain employees who
identify with the company and who are involved in the implementation of as-
sumed objectives. Trust affects the loyalty and efficiency of employees and
its absence reduces productivity and turnover of the company (WINCH 2011,
p. 102—113). Trust emerges when the leaders are honest, trustful and keep their
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promises (LEVIN et al. 2002, p. 8) and do not use their advantage or report-
ing line relationship, particularly in a crisis situation (PUCETAITE et al. 2010,
p. 320). As a result of that, employees can be sure that they have equal rights,
access to information and clear career path. This involves reduction of supervi-
sion rate and acceptance of risk. Proper relations inside the organization provide
a foundation for developed trust.

In an attempt to operationalize the dimensions of intra-organizational trust,
six elements making up trust components were distinguished (Fig. 3). Employ-
ees should know the core values of the organization included in its mission and
vision, as well as its strategic aims. In addition, the wage and incentive poli-
cy (development, career path) should be known to employees and accepted by
them. The atmosphere at work (organizational climate) is an important factor in
building the culture of trust. An efficient enterprise requires competent employ-
ees and managers. All of the above-mentioned measurement areas determine
the final element — the internal image of the organization.

» image of the organization (internal)

* atmosphere at work

* knowledge of mission, vision and aims
intra-organizational of the organization

trust + wage policy and development
and career opportunities

A 4

* competence and attitude of the management
+ competence and attitude of employees

» image of the organization (external)

* strategy of development
inter-organizational
trust

A 4

* loyalty towards partners
* product quality
* competence, knowledge and attitude of employees

* image (of the organization or brand)
* customer satisfaction
* product quality

v

consumer trust

Fig. 3. Comprehensive model of trust dimensions
Source: own elaboration

In relations between organizations, trust building is a cyclical process based
on negotiation and the involvement of parties. A supplier and a vendor, aiming
at achievement of shared benefits, perceive that the success of one entity is con-
ditioned by the success of the other (MITREGA 2009, p. 463—474). By combining
forces with other stakeholders, partners gain greater bargaining power, they
learn each other and complement (CHRUPALA-PNIAK et al. 2016, p. 127-143).
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In this area of inter-organizational trust, the quality of products is impor-
tant. What is also worth noting is the possibility to develop future cooperation,
which is assured by the adopted development strategy, which is convergent with
the expectations of suppliers and vendors. Entities operating in the market
should rely on honest and ethical operations carried out by competent employees,
which 1is reflected in the image of the organization, i.e. its real market strength.
Business partners will also appreciate the loyalty of their contracting party.
The concept concerning the operational measurement of interorganisational
trust is presented in Figure. 3.

A significant aspect in the functioning of the enterprise is also consumer trust
measurement. The customer is the most valuable asset of the enterprise, gener-
ating its income, determining financial liquidity, profitability and, additionally,
providing crucial information about his needs and wishes (DOBIEGALA KORONA
2006, p. 85—95). Customer satisfaction affects the opinion of the company and
its products (HINNER 2016, p. 54-73).

In this area of consumer trust, three dimensions have been distinguished,
as presented in Figure 3. These are: image of the organization (or product brand),
customer satisfaction and product quality. A positive image of the organization
proves its high reliability and honesty. The products offered by the company
should demonstrate high quality. This will help meet customer expectations
and ensure satisfaction.

The division into three areas proposed in this study is justified by the fact
that various entities participate in the process of shaping trust and different
factors determine a specific trust area. Therefore, a need exists to adjust trust
dimensions to relevant relations between the enterprise and its stakeholders.
The measurement dimensions proposed in the model (Fig. 3) are an expansion
of basic dimensions of trust at the general level, presented in Figure 1.

Methodological assumptions

In order to verify the concept proposed, it was advisable to carry out three
different studies. The studies used three survey questionnaires (referring to three
areas of trust). All respondents evaluated a positive aspect of relevant dimensions
of trust. Each dimension was determined using the set of perception indicators,
1.e. more detailed statements (typically 3—4) on a scale from 1 to 10, where
1 means total disagreement and 10 — total agreement with a given statement.

The basic aim of the first study was to estimate the level of intra-organi-
zational trust. The study was carried out in January 2015 among employees
of the production and trade company from the food sector. The study used a direct
survey questionnaire. The employees were informed about the aim of the study
and the process of its conduction. The employees were given a survey, which
was later on collected in a manner ensuring full anonymity. The directors had
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no access to individual questionnaires. The company employed 40 employees.
These were production employees, salesmen, drivers, warehouse workers and
three managers. All of them participated in the study.

The basic aim of the second study was to estimate the level of inter-organi-
zational trust. The study was carried out in the period between December 2014
and January 2015 among enterprises cooperating with a given entity. The entity
in question was a consulting company, specialising in strategic management,
business and economic consulting. The study used an online survey question-
naire. The link to the survey was sent via e-mail to all partners (customers)
of the examined company. The study was completely anonymous. The study
involved 43 respondents (completed surveys). The response rate was achieved
at the level of 40%. A respondent represented the management of the company
providing the answer.

The basic aim of the third study was estimation of consumer trust. The study
was conducted from January to March 2015 among young consumers (up to
26 years old) using a survey given to the respondents to be individually completed.
The sample was selected using the convenience sampling method (MYNARSKI
2000, p. 32—34, CHURCHILL 2002, p. 497, 498). The survey was anonymous.
Respondents evaluated the level of trust towards the brand of the sportswear
they used most frequently (Nike, Adidas, Reebok, Puma). In total, 181 persons
who correctly and completely filled in the questionnaire participated in the
study. Women made up a prevailing number of the respondents (59%). The re-
sults were presented as aggregates. Differences in the evaluation of individual
brands were noticeable.

The studies identified the perceived reality, opinions and attitudes of re-
spondents with regard to the examined phenomenon, in an aggregated and
generalized manner. The results obtained are not the essence of this research
procedure, but only an illustration of the research concept. The research was based
on three different groups of respondents, various entities, with the application
of various techniques of gathering information to present the universal nature
of the concept proposed. This will be evidence that verifies the effectiveness
of the construct developed.

Verification of measurement tools concerning trust

The results of the Cronbach alpha test used for determining the reliabil-
ity of measurement tools proposed in the previous section are high. The first
measurement tool (intra-organizational trust) reached the reliability indicator
of 0.968 (Tab. 1). The reliability indicator of the tool used for measurement
of the inter-organizational trust reached a value close to one (0.989). A very
high Cronbach alpha indicator at the level of 0.951 was also found for the tool
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applied for measurement of consumer trust. Similarly, the high parameters
of the Cronbach alpha index have obtained particular dimensions of trust within
the relevant areas.

Table 1
Statistical reliability of the trust measurement tool
Cronbach’s Number of items
Trust area alpha (statements
p in the questionnaire)

Intra-organizational trust 0.968 20
Image of the organization 0.793 2
Knowledge of mission, vision and aims of the organization 0.929 2
Competence and attitude of the management 0.952 4
Competence and attitude of employees 0.685 4
Atmosphere at work 0.947 5
Wage policy and development and career opportunities 0.888 3
Inter-organizational trust 0.989 18
Image of the organization 0.959 4
Competence and attitude of employees 0.957 5
Quality of products and services 0.976 3
Loyalty towards partners 0.972 3
Strategy of development 0.965 3
Consumer trust 0.951 11
Image of brand (the organization) 0.903 3
Customer satisfaction 0.932 4
Product quality 0.902 4

Source: own elaboration.

Analysing the intra-organizational trust (Tab. 2) it can be observed that
a given entity had larger problems with wage policy and employee development
opportunities (4.82 points). Other trust dimensions were evaluated at the level of
6 points. The employees slightly higher evaluated the image of the organization
(above 7 points). These are the results which, in the opinion of the author, pro-
vide a good base for improvement of the reputation of the organization. Despite
a low score obtained for wage policy and development and career opportunities,
the internal image of the enterprise was quite high. Generally, the trust of em-
ployees towards their employer was at the level of 6.12 points.

As regards trust, the examined entity received both the maximum —
10 points and a very low score — 2 points. The divergences in scores are sig-
nificant. The standard deviation ranges from 1.52 to 2.64. The median ranges
from 5 to 7 points in individual dimensions of trust. The mode was similar, with
one exception. The attitude of employees towards wage policy was very critical.
The prevailing score was 2 points.
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Table 2
Descriptive statistics of the estimated intra-organizational trust
Trust dimensions Mean StaI'ldE'II'd Minimum | Maximum | Median | Mode
deviation
Image 7.27 1.52 5 10 7 6.5
Know}edge of mission, vision | . g 9,46 9 10 5 5
and aims of the organization
Competence and attitude 6.13 2.64 9 10 7 7
of the management
Competence and attitude 6.67 158 5 10 6.5 6.5
of employees
Atmosphere at work 6.06 2.20 2 10 6 5
Wage policy and devglgpment 4.82 219 9 9 5 9
and career opportunities
Trust 6.12

Source: own elaboration.

Table 3
Descriptive statistics of the evaluated inter-organisational trust

Trust dimensions Mean Star.ld?rd Minimum | Maximum | Median | Mode
deviation

Image 8.67 2.32 1 10 10 10
S;‘;‘lﬁ;teeegce and attitude of | ¢ 5q 2.33 1 10 10 10
Product quality 8.62 2.49 1 10 10 10
Loyalty towards partners 8.54 2.33 1 10 10 10
Strategy of development 8.79 2.32 1 10 10 10
Trust 8.64

Source: own elaboration.

Five dimensions of inter-organizational trust in the analysed case study
(Tab. 3) received a high score. All dimensions exceeded the level of 8.5 points.
The highest value of the dimension was found for the company development
strategy (8.79). Such an evaluation of the examined entity in terms of trust
(8.64 points) is advantageous and certainly satisfying, particularly in view
of the fact that the observed median and mode are characterized by the maximum
score — 10 points. However, it should be emphasized that the research process also
revealed respondents who evaluated their contractor in a very critical manner,
at the level of 1 point. Therefore, the standard deviation is high, i.e. 2.3—2.5 points.

As regards consumer trust, it should be noted that, based on the example of the
investigated market, sportswear brands are ranked very high in the awareness
of the surveyed sample. They are evaluated as very good. The obtained scores
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Table 4
Descriptive statistics of the evaluated consumer trust
Trust dimensions Mean Stapdzjlrd Minimum | Maximum | Median | Mode
deviation

Brand image 8.98 1.19 5 10 9 10
Customer satisfaction 8.81 1.16 5 10 9 10
Product quality 8.23 1.38 5 10 8 9
Trust 8.63

Source: own elaboration.

for dimensions of consumer trust for brand image and customer satisfaction are
close to 9 points (Tab. 4). Slightly lower scores were obtained for the quality
of products (probably in relation to their relatively high prices). The respond-
ents were quite unanimous in their evaluation. The standard deviation was at
the level of 1.16 — 1.38 points only, while for the previously examined areas
of trust (intra-organizational and inter-organizational) it was generally well over
2 points. The respondents did not assign scores below 5 points for any of the
trust dimensions. High scores can be seen also when examining the median or
the mode, which generally amounted to 9 or 10 points.

The research conducted aimed at verifying the usefulness of the proposed
tools derived from the research concept presented. The research tools used for
this purpose are, on one hand, comprehensible and suitable for management
practice while, on the other, they do not oversimplify reality. The concept of
systemic trust analysis satisfies the reliability criterion and it can be hoped that
it reflects, to the highest possible degree, the reality in which enterprises operate.

Summary

An increase in the importance of trust results from mutual, complex rela-
tionships, which concern each contemporary organization. Managers should
make every effort to understand the nature and the essence of trust, to be able
to develop it in a competent manner and prevent its loss. The process 1s more
efficient if the enterprise demonstrates such features as competence and relia-
bility, honesty, openness and concern for (internal and external) stakeholders.

This paper proposes a concept facilitating trust measurement in a comprehen-
sive manner from the perspective of the enterprise. In view of the complex and
multifaceted nature of trust, the research approach was based on three pillars:
employees, consumers and business partners. The division into three areas, as
proposed in the study, is justified by the fact that various entities participate in
the process of shaping trust and different factors determine specific trust areas.
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The proposed measurement dimensions satisfy reliability requirements.
The studies carried out with the application of suggested dimensions make
it possible to formulate relevant conclusions and to take appropriate managerial
decisions. Managers using the tools to measure trust in a comprehensive manner,
referring to the majority of stakeholders, may have knowledge that, if properly
used, will improve the competitiveness and market position of enterprises.

In future, the tools developed can be used on larger research samples and
the obtained results could be compared with the economic results achieved by
enterprises, such as income, profits and customer loyalty.

A significant limitation of the presented research concept is its modest ver-
ification on one-off and small research trials. It is based mainly on enterprises,
that is commercial entities cooperating with many partners and consumers.
It should also be noted that the service sector has been omitted from the analyzes.

Translated by BIURO TLUMACZEN OSCAR
Proofreading by MARK JENSEN
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