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FINANCIALIZATION AND LEVEL OF HAPPINESS IN THE CONTEXT OF SUSTAINABLE
DEVELOPMENT. THE CASE OF CENTRAL AND EASTERN EUROPEAN COUNTRIES

ABSTRACT

The purpose of the article. The article aims to identify and assess the impact of the financialization
process on the level of happiness as an effect of sustainable development in selected Central and
Eastern European countries in 2012-2022.

Methodology. The research used panel models. The World Happiness Index (WHI) was adopted as
the dependent variable, taking into account social aspects of sustainable development.
Financialization measures included the Financial Development Index (FDI) published by the
International Monetary Fund and credit to the private sector (as a % of GDP). The models were
estimated using OLS, fixed-effects and random-effects estimators. Macroeconomic variables were
included in the set of explanatory variables. The most effective estimator was selected using Wald,
Breusch-Pagan and Hausman tests. Robust standard errors were imposed on the models.

Results of the research. In the estimated models, the significance of parameters in the case of
financialization varied depending on the estimator used. The Financial Development Index was an
insignificant variable in all models. Clear significance was observed in relation to credit to the
private sector (as % of GDP). Regardless of the financialization measure adopted and the estimator
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Aleksandra Ostrowska, Bogdan Wiodarczyk

used, the obtained parameters for financialization indicators were negative. Although
financialization may be an instrument for financing sustainable development, it does not have
a positive impact on the level of happiness that results from it. The basic reasons may lie in the too
low scale of financing activities related to sustainable development or in the inadequate structure
of this financing. Changes in financing are needed and its redirection to activities aimed at
achieving sustainable development and happiness. Future research should use other measures of
financiakization and happiness that take into account aspects of sustainable development and
include other countries to make a comparison.

Keywords: financialization, happiness, financial development index, credit to private sector,
sustainable development, Central and Eastern European countries.

JEL Class: B26, E44.

INTRODUCTION

Global warming, environmental degradation, and the associated risk of ecological
disasters are among the greatest problems of the modern world (Yui & Furuya,
2023: 541). To solve them, individual countries should adopt the concept of
sustainable development, which combines harmony from an economic, social, and
environmental perspective (Mukoro et al., 2022: 1). In 1987, the report of the
World Commission on Environment and Development, Our Common Future, was
published. It includes, among other things, a definition of sustainable
development. According to it, sustainable development is development that meets
the needs of the present without compromising the ability of future generations
to meet their own needs (Ptonka et al., 2022: 3). In 2015, a set of 17 sustainable
development goals was developed, which were replaced by the so-called
millennium goals (Karn & Kumar, 2024: 70). They were adopted by 193 countries
to be implemented by 2030. Their effect, apart from protecting the environment
and preserving biodiversity, is to maintain an appropriate quality of life, which
inidcates the sense of happiness among citizens of individual countries (Aksoy &
Bayram Arl, 2020: 385; Bonasia et al., 2022).

Achieving sustainable development goals and citizen happiness depends on
adequate financing (Barua, 2020: 277), both public and private (Jomo et al.,
2016: 1). According to UN estimates, their implementation will require between
5.4 trillion and 6.4 trillion dollars per year in 20232030. The main obstacle is the
lack of financial resources, and as indicated in the report Financing Sustainable
Development in 2024, the effects of the COVID-19 pandemic, including, among
others: lowering interest rates, widening the existing financing gap. Another
challenge will undoubtedly be the need to increase military spending in the
coming years, limiting the pool of funds that could be allocated to the green
transformation. This applies especially to the countries of Central and Eastern
Europe due to their geographical location. Another threat may also be the launch
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of the Excessive Deficit Procedure against six EU countries, including Poland,
Slovakia, and Hungary, which will require maintaining appropriate fiscal
discipline. Regardless of the source of financial resources, their increase leads to
the acceleration of the financialization process, i.e., the growing importance of
finance in various areas of operation of business entities, households, and the
entire economy. However, it is not entirely clear whether financialization in its
current form has a positive or negative impact on the key effect of sustainable
development, which is the happiness of citizens. To the authors' knowledge, there
is a lack of research in this area, which is the basis for addressing this issue in this
article.

The article aims to identify and assess the impact of the financialization
process on the level of happiness as an effect of sustainable development in
selected Central and Eastern European countries in 2012—-2022.

The article puts forward a research hypothesis according to which
financialization, although it is an instrument for financing sustainable
development, does not have a positive impact on the level of happiness that is its
effect. The article poses the following research questions. Did the financialization
process significantly affect the level of happiness in Central and Eastern European
countries? Did the obtained significance and the direction of the impact of the
estimated parameters differ depending on the measure of the financialization
process used?

The research results confirmed hypothesis and showed an insignificant and
negative impact of financialization on the level of happiness of the studied
countries in the case of the financial development index and a significant one
about credit to the private sector (as a % of GDP). The significance of the impact
of measures of the financialization process on the level of happiness depended on
the measure used, but the direction of the impact was the same.

1. THEORETICAL BACKGROUND

The key effect of achieving sustainable development is to achieve the appropriate
quality of life and happiness for the inhabitants of individual countries (Grum &
Kobal Grum, 2020: 788). Happiness is a subjective category related
to an individual's life satisfaction (Veenhoven, 2017). External effects, such
as global warming and environmental pollution, generate many negative effects,
including deterioration of health, which negatively affects the level of happiness.
The well-being and happiness of citizens therefore depend largely on progress
in achieving sustainable development (Aksoy & Bayram Arl, 2020: 386).
Moreover, happier citizens are more willing to implement its rules (Zidansek,
2007). Ensuring an appropriate level of happiness for individuals is one of the
social dimensions of sustainable development (Gamage et al., 2022).
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Achieving sustainable development goals and citizen happiness requires
adequate financing (Nykvist & Maltais, 2022). According to Mazzucato (2023:
14), the most important are public funds, which should mobilize private
investments and be complementary to them. Due to the decreasing possibilities
of financing with public funds, there is a need to use private funds, including bank
financing, non-financial enterprises, and households. The financing gap is one
of the greatest barriers to achieving the Sustainable Development Goals,
especially in developing countries (Barua, 2020: 277). This gap has been widened
by the development of the COVID-19 pandemic and the shocks it has caused
(Mazzucato, 2023: 12). Another shock was the escalation of the Russian-
Ukrainian conflict, which disrupted supply chains, leading to a sharp increase
in energy and food prices around the world. These events required increased fiscal
spending, which weakened the fiscal capacity of both developed and developing
countries. This poses a threat to the financing of the SDGs (Arora & Sarker 2023:
1). Another challenge will undoubtedly be the need to finance additional military
expenditure in the coming years, which will also limit the pool of funds that could
be allocated to sustainable development. This particularly applies to the Central
and Eastern European countries due to their geographical location of the above-
mentioned armed conflict. These expenses will be related to the modernization of
the army, improving defense capabilities, and strengthening cyber security
(Weiwei, 2023: 307). Another threat may be the launch of the Excessive Deficit
Procedure against six EU countries, also against the CEE countries, including
Poland, Slovakia, and Hungary.

The growing demand for financing sustainable development may be another
factor driving the financialization of the economy. The growing importance of the
financial sphere in the functioning of economic entities and the entire economy
has its positive and negative consequences, which can be related to the level of
happiness of citizens. The development of financial markets itself is positive, but
its excessive growth in the economy has negative effects (Ratajczak, 2017: 30).
The positive effects of financialization include growing access to financial market
instruments. It is possible to finance consumption needs with loans and credits,
related to current consumption as well as long-term consumption, e.g., the
purchase of durable goods or real estate (Fernandez & Aalbers, 2016), leading to
an increase in the level of happiness to some extent. However, financialization
contributes to maintaining the wealth effect due to the increase in the value of
owned assets and the tendency to further increase consumer spending (Ratajczak,
2012: 173), which may be negative. Another aspect is the financing of sustainable
consumption with bank loans, e.g., in the context of renovation or purchase of
a property with an ecological installation, or the purchase of electric vehicles
reducing CO2 emissions (Sadorsky, 2010), which should be considered positive.
Households also have access to capital market instruments, such as shares and

10
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bonds, which allow them to deposit surplus funds in the form of savings and make
investments. However, this raises concerns about the development of speculative
activities and the fight for short-term profits (Ratajczak, 2012: 173). Another
aspect is the possibility of using insurance and pension security instruments, or
bank deposits related to the sustainable development goals. Financialization
understood as the growing importance of financial services and products in the
economy may therefore be positive in this context, ensuring the security of
invested funds and the possibility of increasing them. The associated financial
stability may affect the increasing level of happiness. On the other hand, the effect
of financialization may be an increase in the burden of servicing the incurred debt
and the possibility of losing funds, which results from an inherent element of
financial markets, which is a risk. If it materializes, there may be financial
instability, loss of security, and a related decrease in happiness. Another aspect is
the financing of industries that hurt the environment, which may also indirectly
negatively affect the level of happiness.

The mentioned effects may vary between countries and depend on the
characteristics of the financial market, the level of its development, the orientation
of the financial system, the adequacy of the instruments offered, or the financial
knowledge of clients of financial institutions. From the perspective
of financialization as an instrument for financing sustainable development,
it is important to offer financial products and services and provide financing that
will have a positive impact on both sustainable development and the happiness
of citizens. Access to financing is therefore one of the conditions for achieving
sustainable development, and its goal and effect is to increase the level
of happiness of citizens (Stasiak, 2022: 29; Kryk, 2012: 145). It is difficult to find
studies on the impact of financialization on the effect of sustainable development,
which is the happiness of citizens, which was the motivation for undertaking this
research issue.

2. RESEARCH METHODOLOGY

The research used panel models. The selection of variables was made based
on substantive and statistical criteria. The research included annual data for 11
Central and Eastern European countries belonging to the European Union, i.e.,
Bulgaria, Croatia, the Czech Republic, Estonia, Lithuania, Latvia, Poland,
Romania, Slovakia, Slovenia, and Hungary. The rationale for the choice
of countries is the proximity of the geographical location and the similarity
of banking-oriented financial systems. They are also characterized by a relatively
lower level of happiness and financialization compared to Western members
of the European Union. It is a region of strategic importance that has experienced
increased geopolitical risk in recent years (Huang, 2023: 1).

11
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The importance of environmental factors in achieving happiness
is increasingly emphasized. In turn, happiness itself, related to the quality of life,
is both the goal and the effect of sustainable development. For this reason, the
World Happiness Index published annually by the Gallup Institute in World
Happiness Reports was selected as the dependent variable. It takes into account
the economic aspect, which is GDP per capita, and social issues, including social
support, healthy life expectancy, freedom, generosity and corruption. The ranking
is based on a person's self-assessment of life, in particular on his or her answers
to the life assessment questions included in Cantril's ladder. The countries' results
are based on a survey in which respondents rate the quality of their current life
on a scale from 0 to 10. The higher the value of this indicator, the higher the level
of happiness. This indicator has been published since 2012, which determined the
choice of the beginning of the research period.

Two financialization indicators were included as explanatory variables. The
first is the Financial Development Index (FDI) published by the International
Monetary Fund, consisting of nine sub-indices measuring the quality of individual
financial market segments. This measure was also used by Ha (2023) and Bui
(2020). The research period for this indicator has been shortened to 2021. The
second indicator of financialization was credit to the private sector
(as a % of GDP). Credit is an adequate measure of financialization for Central and
Eastern European countries with banking-oriented financial systems. This
measure as a measure of financialization was used in the research by Adom
et al. (2020).

The set of explanatory variables included control variables from the
macroeconomic environment. Macroeconomic stability is a key factor both in the
development of financial markets (Basyariah et al. 2021: 201) and in achieving
sustainable development and high quality of life. It determines the supply of loans
offered by banks as well as the demand for loans from potential borrowers.
As shown in previous studies, macroeconomic variables significantly influence
the level of happiness experienced by citizens of European Union countries
(Akgun et al. 2023). Greater macroeconomic stability can also provide greater
security and improve the situation of economic actors involved in achieving the
Sustainable Development Goals. The macroeconomic variables included
following other authors are GDP (Kwon et al., 2021), unemployment rate (Barros
et al., 2023), public debt (as % of GDP) (Frey et al., 2014) and the current account
balance (as % of GDP).

The characteristics of the variables used are presented in Table 1.

12
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Table 1. Characteristics of variables

Symbol Variable Unit Source Mean Min Max 3;?/?;?52
World
HI Happiness index - Happiness 5.94 3.99 7.04 0.59
Reports
Financial
FDI Development - IMF 0.35 0.20 0.50 0.10
Index
C Credit for %of | Eurostat | g1 64 | 4370 | 13010 | 19.60
private sector GDP
Dynamics of
GDP Gross Domestic % 2.71 -8.60 13.80 3.09
Product
UR U”emf;t%yme”t % 757 | 200 | 1730 | 335
. % of
PD Public debt GDP 47.59 8.20 86.10 20.61
Current account % of
CAB balance GDP 0.30 9.10 7.30 3.10

Source: own study.

Then, tests for the stationarity of the variables were performed. The results of
the Levin-Lin-Chu test indicate that all levels of the variables were stationary, as
shown in Table 2.

Table 2. Results of Levin-Lin-Chu stationarity tests for variable levels

Variable Coefficient t-Student z-score p value
HI -0.270 —-4.913 -2.817 0.002
FDI —0.450 =5.716 -3.196 0.000
C —0.135 —4.818 —3.661 0.000
GDP -1.279 —14.281 —12.028 0.000
UR —0.161 =5.377 —3.986 0.000
PD —0.586 =7.106 —3.787 0.000
CAB —0.540 =7.138 —4.040 0.000

Source: own study.

Then, linear correlation coefficients between the variables were calculated.
They are presented in Table 3.

13
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Table 3. Correlation matrix

Zmienna HI FDI C GDP UR PD CAB

HI 1.00

FDI —-0.10 1.00
C —0.50* 0.38* 1.00

GDP 0.05 —0.11 —0.24* 1.00

UR —0.54* —0.02 —0.38* —-0.19 1.00

PD 0.08 0.52* —-0.09 —0.08 0.15 1.00

CAB —0.13 0.09 0.21 —0.22%* 0.08 0.14 1.00

*means significance at the 0.10 level

Source: own study.

According to Schober et al. (2018), a strong correlation occurs when the
correlation coefficient is 0.70 and above. In no case did the obtained correlation
coefficients exceed the limit values. Therefore, the variables were included in one
model. The strongest correlation occurred between HI and SB (0.54), and the
weakest between HI and GDP (0.05). HI was positively correlated with GDP and
DP, and negatively with other variables.

The following model was adopted for the OLS approach (Kufel, 2011):

Vit = XitB + Vit, @
where:
yit — dependent variable,
Xt — independent variable (in general, the vector of independent variables),
B — vector of the N dimension of the models’ structural parameters,
v;; — total random error composed of the purely random part €;; and individual

effect u;; pertaining to the specific i-th unit of the panel
(Vie = &t + Ujp)-

The model with fixed effects FE assumed the form:
Vit = XieB + uj + €2, (2)

And the model with random effects RE looked as follows:

Bre = (XTQ1X)'XTQ y, (3)

14
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where:

B re — generalized estimator of the least squarea of structural parameters,
X — matrix of independent variables,
y — vector of depenedent variables,
Q —is a reversible matrix of variance and covariance of the total random
error.

The validity of the models was assessed with the Wald, Breusch-Pagan
and Hausman tests (Kosko et al., 2007).

3. RESULTS

The modeling was performed taking into account the OLS estimator, with fixed
and random effects. After selecting the most effective estimator and testing the
properties of the models, robust standard errors (robust HAC) were imposed. The
modeling results are presented in Table 4.

The results of the Wald test (p-value =0.000 < 0.05) indicated that the
hypothesis that the OLS model is appropriate should be rejected in favor of the
alternative hypothesis that the fixed-effects model is more appropriate. The results
of the Breusch-Pagan test (p-value = 0.000 < 0.05) showed that the hypothesis
that the OLS panel model is correct should be rejected in favor of the alternative
hypothesis that the random-effects model is more appropriate. The decision was
made based on the Hausman test, according to the results of which
(p-value = 0.943 > 0.05) the hypothesis that the random effects model is appropriate
should be accepted. After selecting the estimator, the model was diagnosed in terms
ofthe presence of cross-sectional dependence, autocorrelation and
heteroskedasticity. The results of the CD-Pesaran test (p-value =0.751 > 0.05)
indicate that there is no problem with cross-sectional dependence. The results of
the Wooldridge test (p-value =0.002 <0.05) indicate the occurrence of
autocorrelation. In turn, the results of the Wald test (p-value =0.309 > 0.05)
suggest no problems with heteroscedasticity. Robust HAC standard errors were
therefore imposed on the estimator and the model was re-estimated. The value of
the variance inflation factor (VIF) was also checked. Its value lower than 10
indicates the lack of multicollinearity between the variables (Sal-merén et al.,
2020). For all variables, this condition was met.

The results of the estimated parameters indicate that FDI negatively affects
the level of happiness. This parameter was significant only in the case of the OLS
estimator. GDP also took a negative direction of effect, but it was insignificant
regardless of the estimator used.
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Table 4. Model estimation, dependent variable: HI, number of observations: 110

: RE
Variable OoLS FE RE robust HAC VIF
cont 6.985% | 64037 | 66427 | 66427 B
: (0.000) (0.000) (0.000) (0.000)
T1.945% ~0.864 ~1.270 ~1.270
FDI (0.001) (0.431) (0.151) (0.268) 141
~0.017 ~0.010 —0.011 ~0.011
GDP (0.245) (0.282) (0.231) (0.210) 111
UR Z0.100%F% | —0.104%F% | —0.103%*% | —0.103%** oo
(0.000) (0.000) (0.000) (0.000) :
o5 0.011%** 0.014** 0.012%* 0.012* 49
(0.000) (0.027) (0.012) (0.087) :
~0.033* Z0.032%% | —0.033** ~0.033
CAB (0.051) (0.030) (0.019) (0.182) L
v 14.842 24531 B B B
ot (0.000) (0.000)
2
RETESDV 0.416 0.800 - - -
H 2
AR 0.388 0527 - - -
17559
Wald test - (0.000) - - -
Breusch- 3 3 180.639 3 3
Pagan test (0.000)
Hausman B B 1.218 B B
test (0.943)
CD-Pesaran B B 0.317 B B
test (0.751)
Wooldridge 17.374
test B B (0.002) B B
2.350
Wald test - - (0.309) - -

Source: own study.

A significant negative impact was recorded in the case of the unemployment
rate. This is consistent with the research of Akgun et al. (2023), who proved that
the situation on the labor market has the greatest impact on the level of happiness,
and job loss generates many negative effects, both mental, social and economic.
The parameter for public debt was, inturn, significant and positive for all
parameters. It should be emphasized that public debt (as % of GDP) in individual
CEE countries reached a much lower level in the analyzed period compared to
other European Union countries. Moreover, in the case of CEE countries, there
has been a gradual increase in social spending, including social spending, which
may have a positive impact on the happiness of beneficiaries (www.1).
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Additionally, during the period under review, the need to finance expenses related
to the pandemic increased. The current account balance (as % of GDP) also had a
significant negative impact on the level of happiness. It should be emphasized that
it was negative in most CEE countries. A significant deterioration in SROB was
additionally recorded in 2021-2022 (www.2).

The next stage of modeling was performed using credit to the private sector
(as a % of GDP) as a variable representing financialization. The results are
presented in Table 5.

Table 5. Model estimation, dependent variable: HI, number of observations: 110

Variable oLS FE RE robu?tEH AC VIF
Const 7.255%%* 7.177%%* 7.250%** 7.250%** i
' (0.000) (0.000) (0.000) (0.000)
DI —0.010%** —0.013%** —0.013%** —0.013%** 130
(0.000) (0.000) (0.000) (0.000) )
—0.025* —0.019** —0.020** —0.020%**
GDP (0.085) (0.038) (0.027) (0.001) L1
UR —0.080%** —0.069%** —0.070** —0.070** 192
(0.000) (0.000) (0.000) (0.000) )
0.004* 0.004 0.001 0.001
PD (0.090) (0.139) (0.142) (0.294) 108
-0.013 —0.002* —0.021** —0.021**
CAB (0.361) (0.048) (0.044) (0.045) L1
E-
17.315 29.699
Stat./LSDV _ _
F-Stat (0.000) (0.000)
R2ILSDV | 0429 0.809 - -
Adj. R2/
Within R2 0.405 0.572 - -
Wald test - (2000%%(; - - -
Breusch-Pa- 3 3 232.117 3 3
gan test (0.000)
Hausman B B 1.630 B B
test (0.898)
CD-Pesaran 2.477
test B B (0.014) B B
Wooldridge 3 3 23.472 3 3
test (0.001)
23.123
Wald test - - (0.210) - -

Source: own study.
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The results of the Wald test (p-value =0.000<0.05) indicated that
the hypothesis that the OLS model is appropriate should be rejected in favor of the
alternative hypothesis that the fixed-effects model is more appropriate. The results
of the Breusch-Pagan test (p-value = 0.000 < 0.05) showed that the hypothesis that
the OLS panel model is correct should be rejected, given the alternative hypothesis
that the random effects model is more appropriate. The decision was made on the
basis of the Hausman test, according to the results of which (p-value = 0.898 > 0.05)
it should be assumed that the model with random effects is appropriate. After
selecting the estimator, the model was diagnosed in terms of the presence of cross-
sectional dependence, autocorrelation and heteroske-dasticity. The results of the
CD-Pesaran test (p-value = 0.014 < 0.05) indicate a problem with cross-sectional
dependence. The results of the Wooldridge test (p-value = 0.001 < 0.05) indicate
the occurrence of autocorrelation. In turn, the results of the Wald test
(p-value = 0.210 > 0.05) indicate no problem with heteroscedasticity. Robust HAC
standard errors were therefore imposed on the estimator.

The results of the estimated parameters indicate that credit to the private sector
(as a % of GDP) has a negative impact on the level of happiness. This was
a significant variable in all estimated models. A loan is one of the options for
financing everyday consumption and the purchase of real estate. On the one hand,
it should contribute to an increasing level of happiness due to the possibility
of financing consumption and improving the quality of life. On the other hand,
a loan involves the need to pay monthly installments and the risk of an increase in
the costs of its servicing in the conditions of variable interest rates and an uncertain
macroeconomic situation. Another argument is the increase in housing prices, the
scale of purchasing luxury goods and the risk of developing gambling
(Gudmundsdottir et al., 2016). Similar results were obtained by Li et al. (2020) and
Jantsch and Veenhoven (2019). The significance and direction of the influence of
the remaining control variables were similar to those in the previous models.

To sum up, the conducted research confirmed the research hypothesis. The
clear significance of financialization was recorded only in the case of credit to
the private sector (as a % of GDP). In the context of sustainable development, this
may mean that the financial systems of the surveyed countries are not geared
towards the green transformation of the economy or the scale of green finance is
still too low. In this regard, it is important to recommend activities aimed at
financing technological projects that are environmentally friendly and increase the
sense of happiness of citizens (Destek & Manga, 2021: 19). Loan burdens may
also be too high, which may be due to the increase in interest rates in recent years.
The robustness of the results was obtained by using several panel estimators and
including macroeconomic indicators in the set of explanatory variables.
The significance and direction of the influence of parameters determining
macroeconomic variables were the same in each of the models.
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CONCLUSIONS

Achieving sustainable development is one of the greatest challenges of the modern
world. Its main goal and effect is to achieve an appropriate quality of life, which
is the basis for citizens' happiness. The multidimensionality of the Sustainable
Development Goals requires adequate financing, both public and private.
Financialization understood as the growing role of the sphere of finance in the
functioning of individuals and in the economy may therefore be an instrument for
achieving sustainable development. In this respect, it is important to study the
impact of financialization on the key goal of sustainable development, i.e.,
citizens' happiness.

The conducted research confirmed the research hypothesis according
to which financialization, albeit financialization is an instrument for achieving
sustainable development, does not have a positive impact on its effect, which is
the happiness of citizens.The parameter values of the estimated panel models for
the countries of Central and Eastern Europe showed an insignificant, negative
impact of the financial system development index on the happiness of citizens and
a significant impact of credit to the private sector (as a % of GDP) on the world
happiness index. Financialization is not good for the happiness of the inhabitants
of Central and Eastern European countries. According to various studies,
a negative impact is noted when the development of financial markets exceeds
a certain level. However, this cannot be presumed in the case of the studied
countries, because these are economies in which financialization is just
developing and the scale of its development is relatively small compared to the
United States or Western European countries (Gotgbiowski & Szczepankowski
2015: 213). Therefore, changes are needed to achieve a positive impact of
financialization on citizens' happiness and sustainable development. According to
M. Mazzucato (2023), investments related to sustainable development are not
attractive because they do not bring measurable profits immediately, only in the
long term. Financialization, on the other hand, is associated with short-term
profits. It is necessary to create incentives to make long-term investments in
sustainable development, as well as to educate society in this area. Instruments in
this area may be public-private partnerships or green financial instruments offered
by financial institutions, including banks. According to statistics, the CEE
countries are among the economies with the lowest levels of innovation and the
scale of eco-innovations introduced (www.3).

The conducted research has some limitations. One of them was the adopted
research period, which resulted from the availability of data on the World
Happiness Index, which began to be published in 2012. For this reason, and
in order to ensure greater robustness of the results, future research should also
include other happiness indicators containing individual aspects of sustainable
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development. Another possibility is to use other measures of the financialization
process. Moreover, due to the lack of other studies aimed at estimating the impact
of financialization on the level of happiness of citizens, more countries, e.g., the
entire European Union, should be included.
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FINANSYZACJA A POZIOM SZCZESCIA W KONTEKSCIE ZROWNOWAZONEGO ROZWOJU.
PRZYKLAD KRAJOW EUROPY SRODKOWO-WSCHODNIE)

Cel artykutu. Celem artykutu jest identyfikacja i ocena wptywu procesu finansyzacji na poziom
szczescia jako efektu zréwnowazonego rozwoju w wybranych krajach Europy Srodkowo-Wschod-
niej w latach 2012-2022.

Metoda badawcza. W badaniach wykorzystano modele panelowe. Jako zmienng zaleing,
uwzgledniajaca spoteczne aspekty zréwnowazonego rozwoju, przyjeto Swiatowy Indeks Szcze-
$cia (WHI). Miary finansyzacji obejmowaty wskaznik rozwoju system finansowego (FDI) publiko-
wany przez Miedzynarodowy Fundusz Walutowy oraz kredyt dla sektora prywatnego (jako % PKB).
Modele oszacowano za pomocg estymatorow KMNK, efektéw statych i efektow losowych. Do
zbioru zmiennych objasniajacych wiaczono zmienne makroekonomiczne. Najbardziej efektywny
estymator wybrano za pomocg testéw Walda, Breuscha-Pagana i Hausmana. Na modele natozono
odporne btedy standardowe (robust HAC).

Wyniki badan. W estymowanych modelach istotnos¢ parametréow w przypadku finansyzacji réz-
nita sie w zaleznosci od uzytego estymatora. Wskaznik rozwoju system finansowego byt zmienng
nieistotng we wszystkich modelach. Istotno$¢ zaobserwowano w przypadku kredytu dla sektora
prywatnego (jako % PKB). Niezaleznie od przyjetej miary finansyzacji kierunek wptywu uzyska-
nych parametréw byt ujemny. Cho¢ finansyzacja moze by¢ instrumentem finansowania zréwno-
wazonego rozwoju, nie wptywa ona pozytywnie na poziom szczescia badanych krajow. Podsta-
wowymi przyczynami mogg by¢ zbyt mata skala finansowania dziatan zwigzanych ze zréwnowa-
zonym rozwojem lub nieodpowiednia struktura tego finansowania. Konieczne sg zmiany w fi-
nansowaniu i przekierowanie go na dziatania majace na celu osiggniecie zréwnowazonego roz-
woju i szczescia. W przysztych badaniach nalezy wykorzystac inne miary finansyzacji i szczescia
uwzgledniajace aspekty zréwnowazonego rozwoju oraz uwzgledni¢ pozostate kraje UE w celu
dokonania poréwnan.

Stowa kluczowe: finansyzacja, szczescie, wskaznik rozwoju systemu finansowego, kredyt dla sek-
tora prywatnego, zréwnowazony rozwdj, kraje Europy Srodkowo-Wschodniej.
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IMPLEMENTATION OF PARENT COMPANY'S LIABILITY FOR BANKRUPTCY EXPERIENCED
BY SUBSIDIARY: CASE IN INDONESIA

ABSTRACT

The purpose of the article. The article aims to reveal the existence of vacuum of norms regarding
a group company in Indonesia, especially regarding the parent company's responsibility for
bankruptcy experienced by its subsidiary.

Methodology. This research is normative juridical research. It uses several approaches to obtain
information from various aspects regarding the legal issues being studied, namely the statute
approach and case approach.

Results of the research. This legal vacuum causes differences of opinions among judges in
assessing the relationship between a parent company and its subsidiary as a basis for implementing
the parent company's liability for bankruptcy experienced by its subsidiaries. In this research, there
were cases Where the judge found that the parent company was not responsible for the losses or
bankruptcy experienced by its subsidiary on the basis that these two companies were separate
entities. Meanwhile, in a different case, a judge's opinion was that the parent company and its
subsidiary were a single economic entity and there was a special relationship between the two
companies, so that the parent company was liable for the bankruptcy experienced by its subsidiary.
In this regard, we are of the opinion that it is necessary to establish legislation regarding a group
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company, specifically regulating the liability of parent company for bankruptcy experienced by its
subsidiary in order to guarantee legal certainty and provide legal protection for all relevant
stakeholders.

Keywords: group company, parent company's liability, bankruptcy of subsidiary.

JEL Class: G33, K29.

INTRODUCTION

Global economic developments also influence the development of existing
business entities, one of which can be found through the presence of a group
company. In this entity the company's operational activities are carried out using
a structure involving a parent company and subsidiary (Petrin & Choudhury,
2018). The existence of a group company as a company certainly has an influence
on the development of the economic sector in a country. This cannot be separated
from the fact that both small and large companies have an influence on the
development of the economic sector, one of which is through the role of
companies in providing employment opportunities (Edmiston, 2011). In this
regard, the role of group company in the economic sector in Indonesia is
demonstrated, one of which is that the total income of the top ten group companies
in Indonesia reached 9.27% of Indonesia's GDP in 2010 (Sulistiowati, 2013, p. 3).
On the other hand, in business terms, the formation of group companies is
considered to be able to reduce transaction costs by internalizing transactions
through carrying out transactions between companies that are in the same group
compared to more expensive market interactions between different companies
(not in the same group), so that through the formation of a group company can
reduce transaction costs and increase overall economic activity (Dau et al., 2021).

The presence of a group company in Indonesia has existed since the end of
the 19th century, which was marked by the emergence of Oei Tiong Ham Concern
as the first group company during the Dutch East Indies colonial period which
also became the first group company in the Southeast Asia region (Purwanti,
2022). In its development, the existence of a group company in Indonesia
continues to experience growth, this can be seen by the increasing number of
group companies being formed, for example: Djarum Group, Bakrie Group, and
Astra Group. On the other hand, the formation of a group company as a form of
business entity has not been followed by legal development efforts. This can be
seen from the reality that to date there are no statutory norms that specifically
regulate a group company. This condition has led to a vacuum of norms (rechts
vacuum) in the regulation of a group company in Indonesia, especially regarding
the regulation of the parent company's liability for bankruptcy experienced by the
subsidiary which is the focus of this research. Vacuum of norms can occur due to
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several things, namely, first, the process of drafting statutory regulations takes
a relatively long time, so that when the statutory regulations have been ratifed
there is a possibility that the circumstances or things to be regulated have
undergone changes. Second, a particular situation or thing cannot yet be regulated
into a statutory organ, or even though it has been regulated into a statutory one, it
is still unclear or incomplete (Nasir, 2017). This also reflects the reality that the
law will always lag behind the development of society (Kusbianto, 2019).

The absence of statutory norms that specifically regulate the parent
company's liability for bankruptcy experienced by its subsidiary has resulted in
the single company approach as regulated in Law Number 40 of 2007 concerning
Limited Liability Company (hereinafter referred to as Company Law), to be used
to assessing the liability of parent company. Based on that statutory tegulations
the parent company basically has limited liability, with the basis of the assessment
that the parent company only has the position of shareholder in its subsidiary. This
is in line with the opinion of Altieri and Nicodano (2002) which states that the
limited liability of a parent company for the obligations or debts of its subsidiary
is @ common characteristic in various countries. This creates tension with the
controlling authority that the parent company has over its subsidiary, where the
parent company can exercise "control™ or "influence" business decisions made by
the subsidiary, thus giving rise to a related problem of the parent company's
liability for the bankruptcy experienced by its subsidiary.

Regarding the liability of a parent company for the debts of a subsidiary that
declared bankrupt, Murphy (1998) stated that the concept of limited liability is not
relevant in the context of a subsidiary whose shares are all owned by the parent
company. In this case even though based on the company law in Australia, a parent
company can be held liable for subsidiary debts based on the provisions of
the Company Law and the "shadow director" approach, but there can be seen the
fundamental incompatibility between commercial interests and the legal
approach. Furthermore, Long (2020) revealed the fact that the parent company has
the power to exercise control over its subsidiary and analyzed that it is very likely
that the parent company will use its subsidiary for its own benefit and harm the
interests of creditors. She further stated that the parent company could take
advantage of the limited liability principle and independent corporate personality
as well as a very careful application of piercing the corporate veil doctrine in the
UK, so that the parent company could discharge its liability for the debts of its
subsidiary which were in a state of insolvency. Then, Zhang (2022) revealed that
based on the law in China, absolute limited liability applies to a parent company
which are foreign investors, provided that the parent company has fulfilled the
requirements as a legal entity. The implementation of piercing the corporate veil
is still limited in application to domestic position of parent company and
subsidiary. Meanwhile, this article focuses on the implementation of parent
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company's liability for bankruptcy experienced by its subsidiary by exploring
several court decisions in Indonesia, where there are different perspectives of
judges regarding the relationship between the parent company and its subsidiary
as a basis for decision making.

As we will show in this article, there is inconsistency among judges in
assessing the relationship between a parent company and its subsidiary as a basis
for determining the parent company's liability for the bankruptcy experienced by
the subsidiary. We believe that it is necessary to establish statutory norms to
provide legal certainty regarding the parent company's liability for bankruptcy
experienced by its subsidiary. To articulate the argument that we develop, this
article consists of several parts. First, it begins by discussing the existence of
a vacuum of norms, because there are no laws and regulations that specifically
regulate a group company in Indonesia, especially in this case regarding the
regulation of the parent company's liability for bankruptcy experienced by its
subsidiary. Second, after seeing that there is a vacuum of norms regarding the
parent company's liability, a search will be carried out on court decisions that are
related to the focus of this research to see the basic considerations used by the
judge in deciding the case. This description will be accompanied by criticism
regarding the absence of statutory regulations that specifically regulate the
liability of a parent company for bankruptcy experienced by their subsidiary

1. METHOD

This research is a normative juridical research. The legal materials used in this
research are legislation, books, documents and other articles related to the focus
of this research. The technique for searching for legal materials is carried out using
library research and browsing the internet. After an inventory of legal materials
related to this research was carried out, the legal materials were studied and then
grouped based on their hierarchy and analyzed using prescriptive analysis
techniques to draw conclusions. This research uses several approaches to obtain
information from various aspects regarding the legal issues being studied, namely
the statute approach which is carried out by reviewing all laws and regulations
relating to the legal issue being handled and the case approach which is carried
out by reviewing cases related to the legal issue under study (Marzuki, 2015: 136—
158).

The aim of this research is to reveal the existence of a vacuum of norms
regarding a group company, especially regarding the parent company's
responsibility for bankruptcy experienced by its subsidiary. To explain this, we
analyze several cases related to this research which show that there are differences
in judges' opinions regarding the relationship between a parent company and its
subsidiary as a basis for decisions. By revealing this, it is hoped that this research
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can provide a comprehensive understanding of the relationship between a parent
company and their subsidiary and build arguments regarding the importance of
establishing laws and regulations as a basis for implementing the parent
company's responsibility for bankruptcy experienced by its subsidiary.

2. RESULT AND DISCUSSION

2.1. Vacuum of norms regarding the parent company's liability for the bankruptcy
experienced by the subsidiary

As explained above, there is a vacuum of norms in the regulation regarding the
liability of a parent company to its subsidiary that declared bankrupt. This
condition cannot be separated from the fact that to date, there are no statutory
norms that specifically regulate a group company. This vacuum of norms can
cause confusion (chaos) in society regarding what rules should be used or applied,
so that there is no legal certainty regarding a particular matter (Nasir, 2017). Based
on this, it is appropriate that the law in the form of statutory norms must be able
to follow the dynamics and legal problems that exist in a society. However, as
explained above, the existence of a group company in Indonesia is still not
specifically regulated in a statutory norm. The legal vacuum related to the group
company can be exploited by the parent company by doing the following:

a) a parent company can use its subsidiary to carry out high-risk business
activities, so that when a loss occurs, the loss will be the responsibility of the
subsidiary;

b) a parent company can use a loan obtained by one of its subsidiaries from
a third party to finance the operations of other subsidiary without the creditor's
knowledge;

c) a parent company can transfer part of the assets of its bankrupt subsidiary
to another subsidiary, without the knowledge of minority shareholders and
creditors of the bankrupt subsidiary. When the bankruptcy assets were settled,
ownership of the assets was transferred to another subsidiary. This results in third
parties experiencing difficulties in claiming these assets to fulfill their receivable
rights (Sulistiowati, 2012).

In this regard, if the activities carried out by the subsidiary run smoothly in
accordance with the company's objectives, it will not cause legal problems.
Problems arise when the subsidiary experiences financial distress, which results
in the subsidiary having difficulty fulfilling its obligations, and then leading to
bankruptcy of the subsidiary, which will give rise to problems regarding liability
for the losses incurred. In general, the company's responsibility for losses is also
influenced by the company's legal status, as follows:
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a) liability of a company that is not legal entity;

In companies that are not legal entities, there is no separation between the
company's assets and the assets of the company owner. This means that the
company owner can be asked to be held responsible for any debts or losses
experienced by the company (Bachmid, 2021). For example, in a private
company, a person is both the owner and the manager, so the manager is the person
who is responsible for all engagements carried out by the company, including
responsibility for losses experienced by the company. In this case, the provisions
of Article 1131 of the Civil Code apply (Indonesia, 1847b, art. 1131).

Furthermore, in companies that are civil partnerships, general principles
apply, where members or partners are not related and not responsible for all
partnership debts, and each partner or member cannot bind other partner members,
if they are not given the authority to do so (Indonesia, 1847b, art. 1624). Thus,
only the member of the partnership who carries out the legal action is responsible
to a third party and is personally responsible. However, if the members of the
partnership jointly take legal action with a third party, then the third party can sue
each of them for the same amount and share (Indonesia, 1847b, art. 1643).

The other forms of companies that are not legal entities are Firm (venootschap
onder firm) and CV (Comamanditaire Vennootschap). In a firm, in principle, each
partner has the authority to act on behalf of the firm, where members of the firm
do not need authority from other members, but these actions bind the partners or
other members of the firm to fulfill the obligations that arise from the action to
third parties jointly and severally (Indonesia, 1847a, art. 17, §1). That joint
liability does not apply if one of the partners is proven to have committed an ultra
vires act (Indonesia, 18473, art. 17, §2).

Meanwhile, in CV there are two types of partners, namely management
partners or complementary partners, who act as management and limited partners,
also known as non-working partners, whose status is only as providers of capital
(Indonesia, 1847a, art. 19, §1). Limited partners are only responsible for the
capital they have contributed, while complementary partners are personal liability
for the obligations/debts of CV. However, if the limited partners are proven to be
involved in the management, they will be held jointly and severally liable
(Indonesia, 1847a, art. 21);

b) liability of companies that are legal entities;

In contrast to companies that are not legal entities, these companies are legal
subjects, and are viewed like humans as legal subjects who hold rights and
obligations. There are several forms of companies that are recognized as legal
entity in Indonesia, namely State-Owned Enterprises (BUMN), Limited Liability
Company, and Cooperatives. Specifically, regarding limited liability companies
which are a form of a company that is a member of the group company studied in
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this research, the principle of limited liability as regulated in Company Law
applies. Based on this principle of limited liability, shareholders are not personally
responsible for all agreements made for the company and not responsible for any
losses suffered by the company in excess of the shares they own (Indonesia, 2007,
art. 3, §1). The limited liability principle does not only apply to shareholders, but
also applies to directors and board of commissioners as long as they carry out their
obligations and authority in accordance with the applicable provisions as
regulated in the Company Law and the company's Articles of Association
(Sufiarina et al., 2023).

Based on the company's liability according to its legal entity status as
described above, a subsidiary in the form of a limited liability company will bear
responsibility for losses that arise, as long as the losses arise as a result of actions
carried out by the management on behalf of the subsidiary and for the interests of
the subsidiary. However, as explained in the introduction, in a group company
there is a possibility of control exercised by the parent company over its
subsidiary. The parent company as controlling shareholder can dominate decision
making in a subsidiary and maximize personal profits for the parent company, for
example, through appointing management to subsidiary that follow the wishes of
the parent company (Fujita & Yamada, 2022). In this regard, a subsidiary as
a company in carrying out its business activities will of course have relationships
with other parties, these relationships can be in the form of sale and purchase
agreements, loan or other relationships related to the subsidiary's business
activities. In connection with the business activities carried out by the subsidiary,
one of the risks that the subsidiary may experience is bankruptcy, where the
provisions regarding bankruptcy law in Indonesia are regulated in Law Number
37 of 2004 concerning Bankruptcy and Suspension of Debt Payment Obligations
(hereinafter called Bankruptcy Law).

The reason for the enactment of the Bankruptcy Law is because the
regulations in the context of settling debts based on Faillissements verordening,
Staatsblad 1905:217 juncto Staatsblad 1906:348, most of the material is no longer
in accordance with the development and legal needs of society and therefore has
been changed by a Substitute Government Regulation Law Number 1 of 1998
concerning Amendments to the Law on Bankruptcy, which was later enacted into
Law based on Law Number 4 of 1998, however, these changes have not yet met
the development and legal needs of society. There are several factors that require
regulations regarding Bankruptcy and Suspension of Debt Payment Obligations
as stated in the explanation section of the Bankruptcy Law, including (Indonesia,
2004):

a) to prevent seizure of the debtor's assets, when creditors within the same
time frame submit claims for their receivables to the debtor;
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b) to prevent creditors holding material security rights from demanding
fulfillment of their receivables by selling goods belonging to the debtor without
considering the interests of the debtor or other creditor;

c) to prevent fraud, whether committed by the debtor or one of the creditors.

In connection with the existence of regulations related to bankruptcy law in
Indonesia, Adnan & Sunarto (2020) revealed that the purpose of bankruptcy is to
divide the assets belonging to the debtor to all creditors, which is implemented by
the curator taking into account their respective rights. Furthermore, according to
Babatunde Onakoya & Olotu (2017) revealed that the main purpose of the
regulations in bankruptcy law is to provide protection and convenience for
debtors, to be a tool that guarantees the achievement of a fair distribution of debtor
assets to all creditors, as well as to prevent fraudulent actions that can undermine
the purpose of bankruptcy law. These two opinions show that the main purpose of
bankruptcy law is to regulate the mechanism for distributing the assets of
a bankrupt debtor to its creditors correctly. The party that can be declared bankrupt
based on a commercial court decision is the debtor (Indonesia, 2004, art. 1, point 3),
where the debtor can be ahuman (natuurlijke person) and a legal entity
(rechtspersoon). In connection with this, a subsidiary in the form of a limited
liability company can be a party that is requested to be declared bankrupt because
of its status as a limited liability company which is a legal entity as long as it meets
the requirements for declaring bankruptcy as regulated in Article 2 paragraph (1)
of the Bankruptcy Law, namely:

a) the debtor has 2 (two) or more creditors; and

b) the debtor does not pay off at least 1 (one) debt that is due and collectible.
The debt is not paid either because the debtor is unable to pay or because they do
not want to pay (Devi et al., 2022).

The parties that can apply for a bankruptcy declaration as regulated in the
Bankruptcy Law include: debtor, creditor, prosecutor, Bank Indonesia, the Capital
Market Supervisory Agency, and the Minister of Finance (Indonesia, 2004, art. 2).
However, after the enactment of Law of the Republic of Indonesia Number 21 of
2011 concerning the Financial Services Authority as amended by Law Number 4
of 2023 concerning Development and Strengthening of the Financial Sector, there
has been the following change in authority in submitting applications for
bankruptcy.

The Financial Services Authority is the only party that authorized to submit
a request for a bankruptcy declaration and/or a request for suspension of debt
payment obligations to debtors who are bank, securities company, stock exchange,
alternative market operator, clearing and guarantee institution, depository and
settlement institution, fund administrators of investor protection, securities
funding institution, securities price assessment institution, insurance company,
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sharia insurance company, reinsurance company, or sharia reinsurance company,
pension fund, guarantor institution, financing institution, microfinance institution,
electronic system operator that facilitate the collection of public funds through
offers securities, providers of information technology-based joint funding
services, or other financial institutions registered and supervised by the Financial
Services Authority as long as their dissolution and/or bankruptcy are not regulated
differently from other statutory (Indonesia, 2023, art. 8B).

Based on the provisions as described above, in general, a subsidiary can be
filed for bankruptcy by the subsidiary itself as a debtor or by one of the
subsidiary's creditors. When a debtor is declared bankrupt based on a commercial
court decision, the bankrupt debtor loses their right to control and manage assets
which are included in the bankruptcy assets, starting from the time the bankruptcy
decision is pronounced (Indonesia, 2004, art. 24, §1). This is in accordance with
the opinion of Kartoningrat & Krisharyanto which states that debtors who have
been declared bankrupt lose their right to control and manage their assets which
are included in the bankruptcy assets, where the authority to manage and settle
these assets is transferred to the curator (Kartoningrat & Krisharyanto, 2023). All
processing (clearing up bankruptcy assets) is carried out by the curator from the
time the decision on the bankruptcy declaration is pronounced, even if the decision
is submitted for cassation or judicial review (Simbolon & Sitorus, 2024). The
impact of the decision to declare bankruptcy on the debtor is only limited to the
debtor's assets, where the decision does not result in the debtor being placed under
guardianship (Hadi Shubhan, 2019). In this case, the debtor only loses the ability
to manage and transfer assets which are included in bankruptcy assets, but does
not lose the ability to carry out legal actions that concern them. In general, the
legal consequences of the decision to declare bankruptcy include:

a) the debtor loses the right (capacity) to control and manage assets which are
included in the bankruptcy assets;

b) the decision to declare bankruptcy only causes the debtor to lose the right
to control and management related to the bankruptcy assets, but not regarding the
personal person of the bankruptcy debtor;

c) control and management of bankruptcy assets is carried out by the curator
for the benefit of creditors with supervision from the Supervisory Judge;

d) all claims and lawsuits related to the rights and obligations of the
bankruptcy estate are filed by or against the curator;

e) all actions of the debtor that were carried out before the debtor was
declared bankrupt based on a commercial court decision can be canceled if it can
be proven that the actions were carried out by the debtor to harm their creditors —
this is known as actio paulina;
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f) the curator can ask the court to cancel the gift made by the debtor, if the
curator can prove that at the time the gift was made the debtor knew or should
have known that the gift would be detrimental to the interests of the creditor;

g) an agreement entered into by a debtor during bankruptcy only binds the
debtor personally or can be requested for cancellation, unless the agreement
creates a benefit for the bankruptcy debtor's assets;

h) the execution rights of creditors or third parties to demand fulfillment of
their rights which are part of the bankruptcy assets, are suspended for a maximum
period of 90 (ninety) days;

i) the right to retain property owned by the bankrupt debtor is not lost;

j) bankruptcy experienced by a husband or wife that is not accompanied by
a separation of assets agreement, so it is treated as bankruptcy of a union of assets
(Makmur, 2018).

Furthermore, although bankruptcy assets include all of the debtor's assets at
the time the bankruptcy declaration decision was pronounced as well as
everything obtained during the bankruptcy (Indonesia, 2004, art. 21), based on
humanity considerations there are some assets belonging to the debtor that are not
included in the bankruptcy assets, including (Indonesia, 2004, art. 22):

a) objects, including animals that are really needed by the debtor in
connection with their work, equipment, medical equipment used for health, beds
and equipment used by the debtor and their family, and food for 30 days for the
debtor and their family who live at that place;

b) everything that the debtor obtains from their own work as remuneration for
a position or service, as wages, pensions, waiting money or allowances, to the
extent determined by the Supervising Judge; or

c) money that given to the debtor to fulfill an obligation to provide
maintenance according to the law.

Specifically for limited compaies that become bankruptcy debtors, the
decision to declare bankruptcy results in the directors' power to manage the
company being "locked in", even though they continue to hold positions as
directors of the company (Sjahdeini, 2009, p. 191). In this regard, a decision to
declare bankruptcy against a company does not necessarily result in the company
being dissolved, so that a company that has been declared bankrupt based on
a commercial court decision can still carry out its business activities (Suryati et al.,
2022). In connection with this, there are several benefits that may be obtained by
continuing the company's business activities:

a) able to increase the bankruptcy assets through profits obtained from the
company's activities;

b) there is a possibility that with the continuation of the company's activities,
the company will gradually be able to pay its obligations or debts in full;
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c) the possibility of achieving peace between the bankruptcy debtor and its
creditors (Karundeng, 2015).

Furthermore, in relation to the management functions of the directors, in the
event that the company has been declared bankrupt, the Bankruptcy Law regulates
that the company organs, including in this case the directors, can still carry out
their functions, but in relation to the expenditure of money included in the
bankruptcy assets, this is the authority of the curator (Indonesia, 2004, art. 24, §1).
This means that the company's directors can still carry out their functions, except
for actions related to spending money as regulated in the Bankruptcy Law. There
are several consequences of the decision to declare bankruptcy on the company,
including:

a) the power possessed by the directors to manage the company becomes
"limited", but the directors in this case still hold their positions as directors of the
company;

b) the company's directors become the functus officio (recipient of the
company's mandate);

c) all assets of the company which are bankruptcy assets are managed and
controlled by the curator for the benefit of the creditors in the context of settling
the bankruptcy debtor's assets under the supervision of the Supervisory Judge;

d) all obligations carried out by the directors after the company is declared
bankrupt cannot be fulfilled from the bankruptcy assets, unless the agreement
benefits the bankruptcy assets (Manikoe et al., 2023).

Based on the consequences of declaring bankruptcy as described above, when
a subsidiary is declared bankrupt, all assets it owns will be used to pay off all its
debts to creditors, which will be carried out by a curator. When the assets of
a subsidiary that has been declared bankrupt exceeds all the debts it has, this will
not cause problems, especially for creditors, because they will still receive
satisfaction for their receivables. Problems arise when the assets owned by
a subsidiary are not sufficient to pay off all its debts to creditors, so that the
subsidiary is in a state of insolvency (Hidayat et al., 2023). In this regard, the
provisions in the current Bankruptcy Law did not regulate the responsibilities of
the parent company if its subsidiary is declared bankrupt.

Furthermore, the insolvency situation experienced by the subsidiary as
regulated in the Bankruptcy Law, can be a reason for the dissolution of the
subsidiary as regulated in Article 142 paragraph (1) of the Company Law. The
provisions in the Company Law stipulate that the dissolution of the company can
occur due to:

a) based on the decision of the General Meeting of Shareholders;

b) because the period of existence stipulated in the articles of association has
expired;

c) based on a court order;
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d) with the revocation of bankruptcy based on a commercial court decision
which has permanent legal force, the Company's bankruptcy assets are insufficient
to pay bankruptcy costs;

e) because the bankruptcy assets of the Company which has been declared
bankrupt are in a state of insolvency as regulated in Bankruptcy Law; or

f) due to the revocation of the Company's business license, which requires
the Company to carry out liguidation in accordance with statutory provisions
(Budiono & Talia, 2023; Rasyidi, 2022).

Similarly, the Bankruptcy Law does not regulate the parent company's
liability for bankruptcy experienced by its subsidiary, the provisions in Company
Law also do not explicitly regulate the parent company's liability for bankruptcy
experienced by its subsidiary. However, the provisions in the Company Law
regulate the liability of company organs when the company is declared bankrupt,
as follows:

a) liability of director;

If the assets of a company that has been declared bankrupt are not sufficient
to pay off all debts, then each member of the board of directors must be jointly
and severally responsible for paying off the company's debts, provided that the
bankruptcy occurred due to an error or negligence committed by the directors
(Indonesia, 2007, art. 24, ayat 2).

This provision also applies to members of the board of directors who have
committed errors or omissions, who have served for a period of five years before
the decision to declare bankruptcy is pronounced (Indonesia, 2007, art. 104, §3).
However, a member of the board of directors can be released from this
responsibility if they can prove that (Indonesia, 2007, art. 104, §4):

— bankruptcy experienced by the company did not occur due to the illegality
or negligence of the director;

— the director managed the company in good faith, prudence and full
responsibility for the interests of the company and in accordance with the aims
and objectives of the company;

— the management actions carried out by the director do not have a conflict
of interest either directly or indirectly; and

— the board of directors has taken action to prevent bankruptcy;

b) liability of the board of commissioners;

If the assets of a company that has been declared bankrupt are not sufficient
to pay off all debts, and the bankruptcy occurs due to an error or negligence by
the board of commissioners in supervising the management carried out by the
board of directors, then each member of the board of commissioners is jointly and
severally responsible with the members of the board of directors for the debt
(Indonesia, 2007, art. 115, §1). This responsibility also applies to members of the
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board of commissioners who commit errors or omissions, who have served for
a period of five years before the decision to declare bankruptcy is pronounced
(Indonesia, 2007, art. 115, §2). Just as members of the board of directors that can
be free from liability for bankruptcy experienced by the company, members of the
board of commissioners can also be free from this liability if they can prove that
(Indonesia, 2007, art. 115, §3):

— bankruptcy experienced by the company did not occur due to the illegality
or negligence of the members of the board of commissioners;

— the member of the board of commissioners did the task of supervising the
management carried out by the board of directors in good faith and prudence for
the interests of the company and in accordance with the aims and objectives of the
company;

— do not have a conflict of interest, either directly or indirectly, regarding the
management actions carried out by the directors which caused the company to go
bankrupt; and

— the member of the board of commissioners has provided advice to the
board of directors to prevent bankruptcy;

c) liability of the General Meeting of Shareholders;

The General Meeting of Shareholders is one of the organs of the company
which consists of the shareholders of the company. In contrast to the liability that
is held by the directors and board of commissioners for bankruptcy experienced
by the company as described above, shareholder has limited liability for
bankruptcy experienced by the company, this means that shareholders are only
responsible for the shares they deposit into the company (Nugraheni, 2020).
However, the limited liability of shareholders does not apply if proven:

— the requirements for the company as a legal entity have not been or are not
fulfilled;

— the shareholder, either directly or indirectly, in bad faith, uses the company
for his personal interests;

— the shareholder is involved in unlawful acts committed by the company;

— the shareholders either directly or indirectly use the assets owned by the
company, which results in the company's assets being insufficient to pay off debts
(Widijowati & Darmawan, 2020).

Based on the description regarding the regulations contained in the Company
Law and the Bankruptcy Law as described above, it can be seen that in these two
statutes there are still no regulations related to a group company, especially
regarding a regulation related to the liability for bankruptcy experienced by its
subsidiary, so that this condition causes a vacuum of norms with the absence of
statutory provisions that regulate the liability of parent company for bankruptcy
experienced by its subsidiary. This of course creates legal uncertainty in law
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enforcement regarding the parent company's liability, which can be seen in the
second part of this article by exploring several court decisions.

2.2. Cases in Indonesia

The existence of a vacuum of norms related to the regulation of a group company,
especially regarding the regulation of the parent company's liability for losses or
bankruptcy experienced by subsidiary, this reality has led to differences in the
views of the panel of judges in deciding cases regarding the parent company's
liability for losses or bankruptcy experienced by subsidiaries. This can be seen in
the case below:

2.2.1. AMERICAN EXPRESS BANK LTD, SINGAPORE ET ALV PT. OMETRACO
CORPORATION TBK.

This case started when PT. Ometraco Corporation Thk. (hereinafter referred to as
OC) as the parent company becomes the guarantor of its subsidiary, namely PT.
Ometraco Multi Artha (hereinafter referred to as OMA) in a loan agreement with
the syndicated bank American Express Bank Ltd, Singapore et al. as stated in the
Syndicated Credit Agreement (PKS) dated June 26, 1997. Apart from being
a guarantor for its subsidiary, OC also carries out loans for the benefit of its
subsidiary, namely OMA, based on the Facility Agreement on December 3, 1996.
However, until the maturity date, OMA did not pay off its obligations as stated in
the PKS, nor did OC as guarantor pays off its obligations (Ramsay, 2022), so that
American Express Bank Ltd, Singapore et al. filed a bankruptcy petition against
OC on September 8, 1998, which was registered at the Registrar's Office of the
Commercial Court at the Central Jakarta District Court under Register Number:
05/PAILIT/1998/PN.JKkt.Pst. (hereinafter referred to as case no. 05). As for the
applicant in case no. 05 among others (Pengadilan Niaga Jakarta Pusat, 1998):

1) American Express Bank Ltd., Singapore Branch;

2) Overseas Chinese Banking Corporation Limited:;

3) Royal Bank Of Canada;

4) PT. Bank Ekspor Impor Indonesia (Persero);

5) Union De Banques Arabes Et Francaises, Singapore Branch;

6) PT Bank Internasional Indonesia Thk;

7) PT Fuji Bank International Indonesia;

8) PT. Bank BIl Commonwealth;

9) PT. Bank Pembangunan Indonesia (Persero);

10) Bumi Daya Finance Internasional Ltd;

11) The Commercial Bank Of Korea Singapore Branch;

12) Industrial And Commercial Bank Limited; dan

13) PT. Bank Negara Indonesia (Persero) Thk, Cabang Hong Kong.
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Furthermore, the applicant in case no. 05 is called American Express Bank
Ltd, Singapore et al. Commercial court in case no. 05 decided that the bankruptcy
petition submitted by American Express Bank Ltd, Singapore et al. against OC
could not be accepted (Pengadilan Niaga Jakarta Pusat, 1998), where one of the
considerations used by judges in case no. 05 is a bankruptcy petition filed against
the parent company which should be submitted in one petition for bankruptcy
against its subsidiary (Pengadilan Niaga Jakarta Pusat, 1998). There are several
considerations used by the panel of judges at the commercial court in case no. 05,
among others (Pengadilan Niaga Jakarta Pusat, 1998):

a) American Express Bank Ltd, Singapore et al. as the applicants have
apparently also filed a bankruptcy application against OMA which was submitted
and registered at the Registrar of the Commercial Court at the Central Jakarta
District Court under Register Number: 04/PAILIT/1998/PN.Jkt.Pst . (hereinafter
referred to as case no. 04);

b) the legal basis for the bankruptcy petition used in case no. 05 is the same
as the legal basis used in case no. 04;

c) between OC and OMA is single economic entity, where OC as the parent
company has a large number of shares in OMA, thus greatly determining the
continuity of OMA's business or operations;

d) the applicants should only submit one application for declaring
bankruptcy, namely against OMA and also against OC, where OC is bound by
law as a joint and several liability guarantor (even considered as the only main
debtor) so that both OMA and OC can be declared bankrupt in one decision;

e) the application for declaration of bankruptcy against OC uses the same
legal basis as the application for declaration of bankruptcy against OMA in two
separate applications (case no. 04 against OMA and case no. 05 against OC) will
have confusing (ambiguous) juridical consequences.

Furthermore, regarding the decision in case no. 05 was submitted for
cassation to the Supreme Court with Register Number: 01 K/N/1998. At the
cassation level, the judges decided to continue to reject the application that
submitted by American Express Bank Ltd, Singapore et al. However, the main
consideration used in the decision at the cassation level was different from
the previous decision, namely because the debt which was a requirement for the
application for a bankruptcy declaration had not yet expired (Mahkamah Agung,
1998). The considerations used by the judges in this case are as follows
(Mahkamah Agung, 1998):

a) OC as the parent company acts as a debtor to American Express Bank Ltd,
Singapore et al for the interests of its subsidiary, namely OMA, based on the
Facility Agreement dated December 3, 1996, while OMA as a subsidiary acts as
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a debtor as described in the form of a Syndicated Credit Agreement (PKS) dated
June 26, 1997 No. 274;

b) American Express Bank Ltd, Singapore et al as the applicant in this case
have mixed up the maturity agreed in the Facility Agreement dated December 3,
1996 with the maturity stipulated in the Syndicated Credit Agreement June 26,
1997;

c) based on the provisions in the Facility Agreement dated 3 December 1996
between OC and American Express Bank Ltd, Singapore et al, the maturity date
is 24 months starting from the date of the first loan withdrawal,

d) OC had made the first withdrawal of the loan on December 3, 1996, so the
maturity date was December 3, 1998, so that the application for bankruptcy
declaration submitted by American Express Bank Ltd, Singapore et al in case no.
05 to the Commercial Court dated September 8, 1998 is premature or too early.

Although the judges at the cassation level in this case rejected the application
for a bankruptcy declaration submitted by American Express Bank Ltd, Singapore
et al against OC, the panel of judges at the cassation level in their decision were
of the opinion that in the current and future development of business activities
there are group companies which have several subsidiaries, the number of
subsidiaries can even reach tens to hundreds. In these group companies, basically
there is no separation of economic activities and objectives (may have no separate
economic existence) between the parent company and its subsidiary (Mahkamah
Agung, 1998). Even when the parent company and subsidiary have the same
management (directors), this can result in no business separation between the two
companies (Ramsay, op cit.) However, the panel of judges in their decision at the
cassation level canceled the Commercial Court Decision at the Central Jakarta
District Court Number: 05/Pailit/1998/PN.Niaga/Jkt.Pst. with consideration based
on the facts of the Facility Agreement dated December 3, 1996 and the Syndicated
Credit Agreement dated June 26, 1997 as intended, which are related to the legal
principle of separation of personality (separate entity) between the parent
company and subsidiaries within the group company, then the application for a
bankruptcy declaration is submitted in two applications that separate and
independent, namely case no. 04 and case no. 05 does not conflict with legal
provisions, so the opinions and conclusions in Decision Number
05/Pailit/1998/PN.Niaga/Jkt.Pst. which requires combining settlements in one
application for bankruptcy declaration, cannot be maintained and the decision
must be cancelled (Mahkamah Agung, 1998).

Based on the opinion of judges in the Supreme Court Decision Number:
01 K/N/1998 as described above, it confirms that legally speaking, between the
parent company and its subsidiary, each is an independent legal entity. In
connection with this, the civil law recognizes the existence of regulations
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regarding the family law, which regulates the rights and obligations that parents
have towards their children. This is different from a parent company which does
not have "parental power over its subsidiary”, like the relationship between
a father/mother and their child in the family law (Supramono, 2007). This happens
because a subsidiary in the form of a limited liability company is a legal entity
which, when it has received approval as a legal entity, is considered to be "mature"
and has independence.

2.2.2. EMPLOYEES OF PT. INTI FASINDO INTERNATIONAL V PT. GREAT RIVER
INTERNATIONAL TBK.

PT. Great River International Tbk. is a company engaged in the manufacturing
and distribution of men's, women's and children's clothing (Bloomberg, n.d.),
which was founded on July 22, 1976 with the initial name PT. Great River
Garment Industries which later changed its name to PT. Great River Industries in
1991, and finally changed its name to PT. Great River International in 1996
(Pengadilan Hubungan Industrial, 2007). PT. Great River International Thk. has
several branches and several subsidiaries, one of which is PT. Inti Fasindo
International which has business activities in the form of distribution and trading
of clothing and consulting equipment. The shareholders at PT. Inti Fasindo
International as of December 31, 2004, as follows (Otoritas Jasa Keuangan, n.d.):

Tabel 1. Shareholders of PT. Inti Fasindo International

Pemegang Saham Persentase
PT. Great River International Tbk. 99,95%
Wendy Tanudjaja 0,05%

Source: Otoritas Jasa Keuangan.

Furthermore, in carrying out its business activities, PT. Inti Fasindo
International has a company organ with a board of commissioners and directors
as follows (Otoritas Jasa Keuangan, n.d.):

a) susunan dewan komisaris:

- Chief Commissioner : Doddy Soepardi Harun Al Rasyid
- Commissioner : Wendy Tanudjaja

- Commissioner : Johanes Abdulhay Sinungan

- Commissioner : Philip Juchahana
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b) susunan dewan direksi:

- President Dirertor : Sunjoto Tanudjaja

- Vice of President Dirertor . Albert Mario Setiawan
- Dirertor : Djims Kurnia

- Dirertor : Hasanuddin Rachman

In this case, 557 employees of PT. Inti Fasindo International (as Plaintiffs)
filed a lawsuit against PT. Great River International Tbk. which is the parent
company of PT. Inti Fasindo International at the Registrar's Office of the Central
Jakarta District Court on February 15, 2007 with registration number:
40/G/PHI.PN.JKT.PST. The basis for filing a lawsuit in this case is because the
salaries/wages that the Plaintiffs should have received have not been paid. In this
case, the judges accepted the exception submitted by PT. Great River International
Tbk. (as Defendant), on the grounds that the lawsuit filed by 557 employees
clearly stated that they were employees of PT. Inti Fasindo International, but in
this lawsuit filed against PT. Great River International Tbk. so that this lawsuit is
wrong in determining the Defendant (error in persona). Apart from that, the judges
considered that between PT. Inti Fasindo International with PT. Great River
International Tbk., is two different legal entities and each is independent, so the
panel of judges in this case decided that the lawsuit could not be accepted
(Pengadilan Hubungan Industrial, 2007).

In this case it can be seen that the judges saw that even though PT. Inti
Fasindo International with PT. Great River International Tbk. has a relationship
as a subsidiary and parent company, but legally both are separate legal entities, so
that legally 557 employees of PT. Inti Fasindo International have no legal
relationship with PT. Great River International Tbk. However, it is interesting to
note the relationship between PT. Inti Fasindo International with PT. Great River
International Tbk. in their business activities, where both of them have a scope of
business activities in the clothing sector. Apart from that, as explained above, the
management at PT. Inti Fasindo International that holds the position of the main
director is Sunjoto Tanudjaja, where at the same time Sunjoto Tanudjaja is also
the President Director of PT. Great River International Tbk (Tempo, n.d.). The
existence of interconnected business activities and the similarity of management
(directors) between the parent company and the subsidiary company raises the
question of whether the concept of separation between the parent company and
the subsidiary company as a legal entity in the construction of a group company
is something absolute. This question arises because in this case there is the
potential that PT. Inti Fasindo International as a subsidiary can be used as a "tool"
for PT. Great River International Tbk. as a holding company in carrying out its
business activities.
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2.2.3. CHUAN SOON HUAT INDUSTRIAL GROUP LTD. CASE

This case started when PT. Cemerlang Selaras Wood Working (hereinafter
referred to as CSWW) has been declared bankrupt based on the Commercial
Court Decision at the Central Jakarta District Court Number:
37/Pailit/2010/PN.NIAGA.JKT.PST. on June 16, 2010. CSWW is a legal entity
in the form of a limited liability company established under Indonesian law based
on the Deed of Establishment No. 30 dated June 17, 1989, made before Agus
Madjid, S.H., Notary in Jakarta. This deed has received approval from the
Minister of Justice of the Republic of Indonesia based on Decree No. C2-10297-
HT.01.01.TH.89 dated 3 January 1989, and registered at the Tangerang District
Court Office under No.HT.01.02.58/1989/PN.TNG dated 13 November 1989, and
published in the State Gazette of the Republic of Indonesia No. 99, dated
December 12, 1989, Supplement No. 3501 (Mahkamah Agung, 2010). CSWW is
a subsidiary of Chuan Soon Huat Industrial Group Ltd. (hereinafter referred to as
CSH), which is a public company with business activities in the form of wholesale
trade in logs, sawn wood, plywood and related products.(SGPBusiness, n.d.) CSH
is a company domiciled and subject to the laws of Singapore, and is the majority
shareholder in CSWW which owns 99% of the shares (Purnama et al., 2023). The
composition of shareholders in CSWW is as contained in CSWW's Articles of
Association as stated in Deed Number 03 dated May 1, 2009, which was made
before Yasmine Achmad Djawas, S.H., Notary in Tangerang Regency, and has
received approval from the Minister of Law and Human Rights Number: AHU
23913.AH.01.02 dated June 1, 2009, is as follows (Mahkamah Agung, 2010):

Tabel 2. Shareholders of PT. Cemerlang Selaras Wood Working

1 | PT. Chuan Soon Huat 3.960 | USD 3.960.000,00 | Rp. 7.013.160.000,00
Industrial Group Ltd.

2 | Rudi Widjaja 40 | USD  40.000,00 | Rp. 70.084.000,00

Total 4.000 | USD 4.000.000,00 | Rp. 7.084.000.000,00

Source: Putusan Mahkamah Agung Nomor: 1038 K/Pdt. Sus/2010.

In this case, CSH felt disadvantaged because in the receivables matching
meeting held on August 5, 2010 the curator did not recognize the receivables
owed by CSH to CSWW amounting to US$ 37.622.051.95 and SGD 4,300,113.30
or if converted into Rupiah, it was IDR 372,879,243,493.00. The reasons used by
the curator in denying the recognition of CSH's receivables in the receivables
matching meeting are as follows (Mahkamah Agung, 2010):
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a) CSWW as a subsidiary of CSH has never sold the products it produces to
any party, other than CSH. In this case, the curator views CSH as a holding
company that finances the operational activities of its subsidiary, namely CSWW,
so that CSWW can produce all the materials, and then all the products produced
are then only sold to the parent company. Based on these conditions, the curator
sees that legally there is a special relationship between the parent company and
the subsidiary, so it views the CSH's receivable as capital participation;

b) apart from that, the curator also considered that if CSH's receivables were
recognized, it would cause losses to other creditors, because the amount of claims
submitted by CSH exceeded the amount of assets owned by CSWW.

Based on the description above, CSH's receivables were not recognized by
the curator at the receivables matching meeting, so CSH then filed an objection in
the Commercial Court at the Central Jakarta District Court. In this case,
CSH provided a rebuttal, which essentially stated that the claim submitted by CSH
arose from a debt-receivable relationship and was not a capital contribution, and
stated that CSH and CSWW were separate legal subjects with reference to
Supreme Court Decision Number: 01 K/N/1998 dated November 19,1998
between PT. Ometraco Corporation Tbk. against American Express Bank Ltd,
Singapore et al. In this case, the Commercial Court at the Central Jakarta District
Court in Decision No: 37/Pailit/2010/PN.Niaga.Jkt.Pst dated October 14, 2010
decided to reject the objection request (renvoi procedure) from CSH and
determine the list of claims to CSWW Creditors made by the Curator on August
5, 2010 is valid (Mahkamah Agung, 2010). Against the commercial court's
decision, CSH then filed an appeal. In the cassation application that submitted by
CSH, several things were stated as follows (Mahkamah Agung, 2010):

a) the receivables submitted by CSH ose because of the debt-receivables
agreement between CSH and CSWW, which has been acknowledged by CSWW
and confirmed and affirmed as correct by the Public Accountant who conducted
the Audit of CSWW's Financial Report, namely Kiman Mustika Karta from Johan
Malonda Public Accounting Firm Astika and Partners via letter dated June 28,
2010, so that the receivables do not constitute capital payments;

b) CSH as a shareholder of CSWW last paid capital to CSWW in 1994, based
on Deed No. 67 dated December 29, 1994 made before Haryati Surachman,
successor to Suzana Zakaria, Notary in Jakarta, which had obtained approval from
the Minister of Justice of the Republic of Indonesia based on Decree No.C2-
283.HT.01.04.TH'96 dated January 9, 1996;

c) based on the provisions in Article 1131 and Article 1132 of the Civil Code,
it is stated that all people who have receivables have the right to obtain repayment
of these receivables from objects owned by the party who owes them.
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In connection with the cassation petition submitted by CSH, the Supreme
Court at the Cassation level in its decision rejected CSH's petition, thus
strengthening the Decision of the Commercial Court at the Central Jakarta Court
Number: 37/Pailit/2010/PN.NIAGA.JKT.PST, on the basis that CSWW as
a subsidiary does not carry out sales transactions for its products to any party,
except to CSH which is its parent company, so this is a special relationship that
causes a breach of limited liability based on the provisions in Article 3 paragraph
(2) of the Company Law. So in this case, CSH is not a creditor and the curator's
decision to reject the receivables submitted by CSH has legal grounds (Mahkamah
Agung, 2010).

Based on the description of the court decision regarding group companies as
described above, it can be seen that there are differences in the views of the judges
regarding the relationship between the parent company and its subsidiary in the
construction of a group company, where of course these differences will affect
the burden of liaibility held by the parent company. The differences in views can
be seen in the table below:

Tabel 3. Differences in Judges' Considerations Regarding the Relationship Between Parent
Company With Its Subsidiary

No. Case Judge's Consideration Verdict

American
Express Bank
Ltd, Singapore

- the subsidiary and parent company are single
economic entity and the parent company is in
the position of debtor and guarantor, so that

Putusan Pengadilan
Niaga Pada Pengadilan
Negeri Jakarta Pusat

etal v PT. the application for declaring bankruptcy Nomor:

Ometraco against the parent company and subsidiary 05/Pailit/1998/PN.Niaga/
Corporation company should be submitted in one Jkt.Pst,

Thk. application.

Putusan Mahkamah
Agung Nomor: 01
K/N/1998

- The parent company and subsidiary are
separate entities and each company is an
independent subject, so that applications for
bankruptcy can be submitted separately.

2. |Employees of
PT. Inti Fasindo
International v
PT. Great River
International
Thk.

In law, the parent company and the subsidiary are
separate legal entity, so that the employees of the
subsidiary have no connection (relationship) with
the parent company.

Putusan Pengadilan
Hubungan Industrial
pada Pengadilan Negeri
Jakarta Pusat Nomor:
40/G/PHI.PN.JKT.PST,

3. |Chuan Soon
Huat Industrial
Group Ltd.
Case

Putusan Mahkamah
Agung Nomor: 1038
K/Pdt. Sus/2010

Between the parent company and its subsidiaries
there is a "special relationship", so that piercing the
corporate veil can be applied to the parent
company.

Source: processed by the authors.
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Based on the description of the differences in the judges' considerations
regarding the relationship between the parent company and its subsidiary as
outlined in the table above, it can be seen that there are still differences in the
judges' considerations regarding the relationship between the parent company and
its subsidiary. Even in the case of American Express Bank Ltd, Singapore et al
v PT. Ometraco Corporation Tbk, the judges at the first level saw the existence of
the parent company and its subsidiary as single economic entity, however at the
cassation level the Supreme Court considered that the parent company and
subsidiary were separate entities, where this consideration was the same as the
judge's consideration in the case of employees of PT. Inti Fasindo International
v PT. Great River International Tbk. Furthermore, judges' view that attracted
attention was in Chuan Soon Huat Industrial Group Ltd. case where the Supreme
Court considered that there was a "special relationship” between the parent
company and its subsidiary as a reason for implementing the parent company's
liability for bankruptcy experienced by the its subsidiary. However, there is no
explanation regarding the "special relationship™ in the decision, this cannot be
separated from the fact that up to now there are still no statutory that specifically
regulate the relationship between the parent company and its subsidiaries in
a construction group company.

Apart from that, in the Chuan Soon Huat Industrial Group Ltd. case in this
receivables matching meeting, the curator denied the receivables submitted by
CSH, because he considered that the receivables submitted were not receivables,
but were considered capital participation and the curator also considered that if
CSH's receivables were recognized, it would cause losses to other creditors,
because the amount of the receivables submitted by CSH exceeds the amount of
assets owned by CSWW. This of course raises the question that if the receivables
owned by CSH do not exceed the assets owned by CSWW and other creditors still
receive repayment for their receivables, whether the receivables submitted by
CSH will be accepted by the curator. In this regard, the authors are of the opinion
that the reasons used by the curator are not appropriate because even though the
assets that owned by CSWW as a debtor are not sufficient to fulfill all the
receivables owned by creditors, the fulfiliment of debts owned by bankrupt
debtors should be carried out proportionally to all creditors based on the pari passu
pro rata parte principle, which of course must first rank the creditors based on
a series of priority rights they have as regulated in the Bankruptcy Law (Yuhelson
& Maryono, 2018).

CONCLUSIONS
The research results show that the existence of a group company as a form of

development of business entity in business activity can be an option for business
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actors, but this development has not yet been followed by legal development in
Indonesia. This can be seen from the lack of statutory norms that specifically
regulate a group company, where neither Company Law nor Bankruptcy Law
explicitly regulates the liaibility of the parent company for bankruptcy
experienced by its subsidiary, which is the focus of this article. This vacuum of
norms can be exploited by a parent company, one of which is by using its
subsidiary to carry out high-risk business activities, and when a loss occurs, the
loss becomes the liaibility of the subsidiary.

Furthermore, this vacuum of norms also causes there to be no legal certainty
regarding the parent company's liability for bankruptcy experienced by its
subsidiary. This is shown by the differences in judges' opinions in assessing the
relationship between the parent company and its subsidiary. Based on the case
described in the discussion section above, it is shown that there are differences in
the opinions of judges, where there are judges who consider that the parent
company and its subsidiary are separate entities so that the parent company is not
liable for losses or bankruptcy experienced by its subsidiary. Meanwhile, in
a different case, a judge's opinion was found which considered that the parent
company and its subsidiary were a single economic entity and there was a special
relationship between the two companies, so that the parent company was liable
for the losses or bankruptcy experienced by its subsidiary.

In connection with this, we are of the opinion that it is necessary to establish
legislation regarding a group company, in particular regulating the liability of the
parent company for bankruptcy experienced by its subsidiary. This is important to
do in order to guarantee legal certainty. With legal certainty regarding this matter,
it is hoped that it can prevent misuse of subsidiary by the parent company and can
provide guarantees of legal protection for all relevant stakeholders.
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ABSTRACT

The purpose of the article. This article aims to present the characteristics of BNPL and the
excessive debt risk it poses within the context of widespread consumerism.

Methodology. The study relies on secondary data obtained through a thematic literature review,
encompassing scientific publications and industry reports. Focusing on the Polish BNPL market, the
research synthesizes this information to outline BNPL’s operational characteristics, identify
determinants influencing Polish consumers' adoption of BNPL, and discuss both the prospects and
risks associated with BNPL usage.

Results of the research. Findings indicate that BNPL facilitates consumer purchases by deferring
payments, which can drive consumerism and increase the inclination to use BNPL, thus
accelerating its growth. The simplicity and convenience of BNPL, coupled with the absence of
immediate financial repercussions, can lead to irresponsible usage and push consumers into an
excessive debt trap. Additionally, a lack of economic knowledge, particularly financial literacy,
further heightens the risk of a debt spiral. In the context of broader discussions on BNPL, other
significant risks must be considered, as the expansion of these services depends on meeting
expectations similar to those of other digital lending options. This includes establishing consumer
trust in BNPL, largely through mitigating such risks. Like other digital services, BNPL requires the
sharing of personal data, introducing potential security concerns. Therefore, BNPL providers must
prioritize data protection to secure consumer information. Additionally, consumers should stay
cautious to avoid fraud, like phishing, by being aware of the risks.
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INTRODUCTION

The concept of sustainability is becoming increasingly noticeable in consumer
behaviour, especially in purchasing habits, leading to a growing significance of
the deconsumption trend (Radziszewska, 2017). Deconsumption involves
a conscious effort to limit consumption to rational levels, based on natural,
individual, physical, and psychological characteristics of the consumer (Bywalec,
2010: 14). Although it receives considerable attention in academic discussions, in
reality, a completely opposite phenomenon is profoundly strong — consumerism
(Dabrowska, 2015). This stems from the fact that consumption forms the
foundation of the modern economy, which is reflected in the contemporary reality
as a “world of consumption” (Mysona-Byrska, 2021). Moreover, this is
encouraged by the intensification of marketing efforts of companies that in
conditions of hyper-competition, strive to create new needs and encourage
excessive consumption (Banaszyk et al., 2021).

The acquisition of goods necessary to satisfy needs through purchase has
a utilitarian nature. However, buying goods without a specific purpose can be
considered irrational. This is because consumerism and people’s attachment to
material goods, often exceed real needs (Dabrowska, 2015). Consumerism can be
a result of many factors including: spontaneous buying under the influence of
emotions (impulsive consumption), the desire for pleasure (hedonistic
consumption), the desire to express oneself and one's lifestyle (symbolic
consumption), and the desire to stand out from others by demonstrating owned
goods (conspicuous consumption) (Bylok, 2016). However, to purchase goods for
consumption, financial resources are necessary. As a result, studies on
consumption are closely tied to research on its financing (Grala & Bogucka,
2020).

The Polish financial market offers a range of credit and loan options, yet
new financial products continue to emerge. One should point here to BNPLs
(Buy now, pay later), which are a type of short-term credit that allows consumers
to purchase products, but make the payment later (Waliszewski et al., 2024).
BNPL repayment periods are typically 30 days, and this option is widely
available across leading e-commerce platforms in Poland. For consumers, BNPL
is attractive, especially considering the protections under the Polish consumer
law (Act of May 30, 2014). Under this law, consumers purchasing online have
the right to withdraw from a contract within 14 days without providing a reason.
This enables consumers to inspect purchased items before committing
financially, incurring costs only if they are satisfied and choose not to return the
item within the specified period.
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BNPL increases access to credit and simultaneously reduces the financial
exclusion (Waliszewski et al., 2024). However, irrational use of BNPL, similar to
other credit forms, introduces financial risks (Solarz, 2012: 66-89). Consequently,
enabling purchases through BNPL can be viewed as a potential source of
excessive debt (Grala & Bogucka, 2020). Therefore, it is essential to consider how
BNPL might impact consumer behavior, especially in terms of increasing
consumption levels. This article aims to present the characteristics of BNPL and
the excessive debt risk it poses within the context of widespread consumerism. To
achieve this aim, the following research questions were posed: What are the
defining features of BNPL as a form of deferred payment? What benefits does it
provide, and what risks are associated with its use?

The article is structured as follows: Section 1 provides a brief literature
review on consumerism and deferred payments, forming a foundation for further
discussion. Section 2 describes the research methodology and data collection
approach. Section 3 presents findings related to the impact of BNPL on consumer
behavior, including the risk of excessive debt. Section 4 includes a discussion of
research limitations and suggestions for future studies. The article concludes with
a summary of key insights.

1. LITERATURE REVIEW
1.1. Consumerism in the Digital Age

Nowadays, consumption goes beyond meeting economically justified human
needs; it has evolved into a lifestyle model. Consumerism reflects an attitude that
places exaggerated importance on material goods, fueled by the belief that these
possessions can enhance life quality (Dyksik, 2021). It represents an excessive
level of consumption that exceeds actual needs and often disregards social costs
and environmental impact — an important concern in an era that emphasizes
sustainable behavior. As Dyksik (2021) rightly notes, consumerism as a collective
fondness has dominated consumer consciousness to the extent that their life
ambitions, goals, joys, and sorrows are tied to acquiring and searching for material
goods.

In adopting this consumerist model, individuals align with the marketing
structure, advertising, and a desire to live without concern for the future
(Wolska-Zogata, 2018). A significant feature of consumerism on the buyer's side
is inducing a continuous desire to constantly consume new goods. This
compulsion often stems from the need to possess items simply because others do
(Gavryshkiv, 2019). Through partnerships with influencers — including
celebrities, bloggers, and vloggers who act as brand ambassadors and opinion
leaders — companies stimulate demand for products, often by creating new needs.

51



Bartosz Bagniewski, Jakub Kubiczek, Zuzanna Zuchowska

These collaborations boost the brand's visibility online, attracting new customers
and driving sales. Influencers’ endorsements may lack objectivity yet exert
a strong influence, particularly on younger audiences (Wolska-Zogata, 2018).
According to research by Potyranska and Puzio (2021), product endorsements by
public figures influence the purchasing decisions of 41% of respondents.

Consumerism can be defined by three key elements: a predisposition toward
conspicuous consumption, a materialistic approach to life, and a rising trend of
impulsive buying addiction (Kacprzak-Choinska, 2007). Materialism places
purchasing at the center of an individual's life, with success measured by the
possessions one holds. Jasiulewicz (2015) highlights that in developed societies,
self-worth and the judgment of others are often based on what they buy and how
much they own. Consumers are drawn to products for the symbolic meanings they
convey, making consumer goods topics of conversation rather than merely items
for exchange (Gavryshkiv, 2019).

This consumption imbalance was further amplified during the COVID-19
pandemic, which notably impacted consumer behavior. The pandemic not only
altered lifestyles but also reshaped habits, routines, and established consumption
patterns (Hadasik & Kubiczek, 2022). During this period, online shopping
expanded considerably and now represents a growing share of total retail sales.
According to research conducted by PayPo (2022), in 2022, 87% of adult internet
users, or about 26.1 million people, shopped online, while 8% of them made their
first online transaction during the COVID-19 pandemic (Maciejewski, 2023).
Additionally, 43% of respondents reported that the ease and accessibility of online
shopping encourage higher spending, as consumers do not directly feel the
transaction (PayPo, 2022). The pandemic-driven increase in online shopping has
fostered a trend toward excessive spending, often leading to debt accumulation.
Moreover, the development of lending services within the online shopping sector
has made credit more accessible, increasing the risk of debt traps (Waliszewski
et al., 2023).

1.2. BNPL as a Deferred Payment Service

Payment deferral enables consumers to make purchases and settle payments at
a later date. The concept of delaying payments through debt has a long history,
with financial services facilitating deferred payments evolving alongside financial
systems and technology, allowing greater flexibility in managing payment
obligations. Today, deferred payment options are widespread across various retail
sectors, including consumer credit, leasing, and mortgages.

The rapid growth of modern financial products and services has given rise to
alternative debt models like BNPL. With their use, a consumer can make
a purchase and spread the payment over instalments, often without additional
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interest if repaid within a specified timeframe set by the provider. However, BNPL
does not rely on a novel mechanism; rather, it represents an evolution of loans and
credits offered by financial institutions, particularly FinTech firms. What sets
BNPL apart from traditional debt instruments is its focus on a market segment
defined by digitalization and the increase in purchases made online by users
actively utilizing digital technologies (Waliszewski et al., 2024). The dynamics of
this segment are strengthened by demographic transformation, characterized by
a generational change, which significantly impacts the expansion of the BNPL
market. This shows that the foundation of BNPL's success lies in its adaptability
and alignment with the needs of the modern consumer in the digital age.

2. METHODOLOGY

The research process consisted of several stages. The considerations were related
to the BNPL market in Poland. It began with a thematic literature review, focusing
on searching for the phrases "buy now, pay later" and "BNPL" in both Polish and
English using Google Scholar. Due to the limited number of articles on this
subject, a broader search was conducted using Google to gather additional
information on BNPL in Poland. Additionally, data from the credit reference
agency in Poland (BIK, Biuro Informacji Kredytowej) and the Cashless.pl service,
which focuses on modern financial technologies, were utilized.

Through synthesizing the collected information, the study provided
a comprehensive overview of BNPL in Poland. This included a determination
of characteristics of BNPL market in Poland, identification and exploration of
determinants of the use of BNPL by Polish consumers, and examination
of prospects and risks of using BNPLs. Next, the study delves into reflections on
BNPL services, presenting a thorough analysis of their characteristics and the
significant risk of excessive debt they pose, particularly within the context of
widespread consumerism. These reflections aim to shed light on how BNPL
services operate, including their convenience, accessibility, and appeal to a broad
range of consumers. However, alongside these positive aspects, the study
emphasizes the potential financial pitfalls associated with BNPL usage. By
examining these dynamics, the study highlights the dual nature of BNPL services:
while they offer valuable financial flexibility, they also present significant risks if
not used responsibly. Next, reflections on BNPLs do present the BNPL
characteristics and the risk of excessive debt it poses in the context of widespread
consumerism.
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3. RESULTS
3.1. Characteristics of BNPL market in Poland

The legal environment significantly determines the development prospects of the
BNPL segment in Poland. Regulations governing consumer credit and the activity
of lending institutions are constantly being modified. The BNPL segment is
influenced by regulations related to the so-called anti-usury law, and these
prospects will also be shaped by potential changes within the amendments to the
CCD (Consumer Credit Directive) (Pisany & Gromek, 2023).

It is noteworthy that BNPL payments require the customer's credit analysis
before granting a loan, which can be time-consuming and require additional
resources. There is also a risk associated with disclosing personal data, such as
PESEL (Polish national identification number) or the customer's residential
address, which can be dangerous, especially when using this form of payment on
unknown websites (Bagniewski, 2023). However, similar risks also accompany
other forms of online loan and credit applications. It is therefore essential for
BNPL providers to prioritize data security to protect consumer information.
Equally important is educating consumers about the potential risks associated with
sharing personal data online. Consumers should be informed about how to safely
navigate these services, ensuring they make secure transactions and understand
the implications of data sharing when using BNPL options.

BNPL finds broad application primarily in the e-commerce sector. FinTech
companies also enable the use of BNPL not only for everyday online purchases
but also for paying bills (Cashless.pl, 2021). The Swedish FinTech Klarna (2024),
considered a pioneer in the BNPL field, operates in 45 markets and collaborates
with over half a million merchants, including well-known brands such as H&M,
Samsung, and AliExpress, processing two million transactions daily. In 2023,
alongside Klarna, several other significant BNPL operators were active on the
Polish market (Gut, 2023b): Allegro Pay, Twisto, PayPo, Alior Pay, Kupuj Teraz,
PKO Placg Pozniej, P24 Now, Pay Smartney, Revolut Pay, BLIK Ptace Poznie;.

The rising number of BNPL platforms in Poland reflects the consumers'
growing interest in financing solutions that offer flexibility and can be customized
to meet their individual purchasing needs (Gut, 2023a). The popularity of BNPL
as a payment deferral method is primarily fueled by the straightforward
application process, which provides a significant advantage in terms of
convenience over traditional loan options (BIK, 2023). Moreover, while BNPL
loans tend to be more costly than standard consumer bank loans, they are also
more accessible, flexible, and tailored to meet the needs of consumers across
different generations (Waliszewski & Gebski, 2024).
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3.2. Determinants of the use of BNPL by Polish consumers

Deferred payment options, while attractive, come with certain risks. They may
encourage consumers to take on excessive debt, which can lead to difficulties with
timely repayments. Additionally, institutions providing these services often
impose extra fees for late or missed payments, adding further strain on consumers'
budgets.

On the other hand, BNPL offers several advantages, such as the ability to
make immediate purchases without needing sufficient cash or available credit.
This enhances purchase accessibility, supports flexible liquidity management, and
allows payments to be split into installments or scheduled for a specific repayment
date, simplifying budgeting (Waliszewski et al., 2024). From the retailer's
perspective, this payment method can stimulate customers to buy more,
potentially driving higher sales. Chart 1 presents the determinants of BNPL use,
as outlined by BIK (2023).

W 2021 w2022

49%

Ability to defer payment over time 519%

It is convenient and fast 43%

29%

14%
No current funds 27%

Easier form of return (I don't have to wait 28%
for a refund) 21%
Willingness to see the product before | pay 21%
for it 20%
Willingness to see many products and
choose some of them before | pay for them

13%
13%

0% 20% 40% 60%

Chart 1. Determinants of BNPL use

Source: own study based on BIK (2023).

In 2022, the main motivation for 51% of respondents to use BNPL services
was the opportunity to defer payment. This is in line with BNPL's core idea of
enabling customers to extend the payment date. Additionally, a significant
percentage of users choose BNPL as a strategy to expand their consumer options
by ordering more products on a trial basis, without having to pay immediately.
Payment for these products only occurs once the customer decides to purchase
them.
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Furthermore, for 29% of respondents in 2022, it was crucial to organize
deferred payments in a convenient and time-saving way. As many as 20% of
respondents noted that deferred payment option also allows to view or try on
a product available online before making payment. A similar percentage of
respondents (21%) emphasize that it is also easier to return purchases, as there is
no need to wait for a refund. As many as 13% of respondents marked that they
want to select one or part of many products. Clothing ranks as the top product
purchased with BNPL, as it offers the opportunity to order multiple sizes of
a garment on deferred payment. The customer pays for only the item they keep
after trying on and returning the rest.

An extremely relevant factor for 27% of those using the BNPL option is
the lack of available funds at the time of purchase. It is worth noting that the
percentage of such customers doubled in 2022 compared to 2021, when it was
only 14%. The economic situation of Poles and the rise in prices may be the
additional factors prompting the use of deferred payment. This clearly shows that
BNPL is becoming an increasingly attractive and popular way to finance
consumption, providing a potential alternative to debt. A study by Bagniewski
(2023) suggests similar conclusions, revealing that respondents associate BNPL
usage with factors such as:

— confidence that the seller will not commit fraud;
temporary inability to log into online banking;

— building a positive credit history;
accidentally selecting a deferred payment option, and

— access to free delivery.

Adamek and Solarz (2023) identified key factors influencing consumer
adoption of digital lending services, including perceived trust, risk, usefulness,
and financial health. Their findings indicate that perceived ease of use and
innovation do not significantly impact consumers’ attitudes toward adopting these
services. Additionally, in another study, Solarz and Adamek (2023) demonstrate
that trust and personal innovativeness are statistically significant factors in the
decisions Poles make about using digital loan services provided by FinTech
lenders.

3.3. Prospects and risks of using BNPLs

The increasing availability of BNPL services and their growing competitiveness
with traditional deferred payment options indicate promising prospects for further
growth in this sector. Bagniewski (2023) conducted a survey on respondents'
future intentions to use deferred payments. The results are presented in Chart 2.
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Yes
= No

= Probably

N =570
Chart 2. Potential future use of BNPL

Source: own study based on Bagniewski (2023).

The largest group of respondents, nearly 45%, indicated that they were open
to the possibility of using BNPL payments in the future. This openness suggests
that these individuals might consider this option if certain conditions are met or if
they acquire more understanding of the benefits and potential risks associated with
deferred payments.

The second largest group, accounting for approximately 40% of respondents,
responded negatively to the prospect of using BNPL in the future. This trend may
reflect a preference for traditional payment methods, apprehension about possible
fees or conditions tied to deferred payments, or simply a lack of interest in taking
on new financial commitments.

The remaining 15% of respondents explicitly confirmed their intention to use
deferred payments in the future. This segment demonstrates a clear interest in
utilizing BNPL, likely motivated by a desire for enhanced financial management.
They may view BNPL as a means of achieving greater financial flexibility and
control over their household budget, allowing them to make necessary purchases
by spreading costs over time and facilitating better expense planning.

BNPL services thus have a potential to continue shaping their appeal among
online shoppers. Despite challenges in perception and adoption, there is
a considerable potential for broader BNPL uptake in the future, as indicated by
the significant interest from respondents open to exploring new financing options.

As BNPL remains a relatively new service, consumers may not always fully
understand the distinctions between traditional payment methods and purchase
financing through credit. Before committing to BNPL, it is crucial for consumers
to carefully review repayment terms and assess their repayment capacity.
Additionally, they should be mindful that the overall cost of deferred payments
may increase due to credit interest or late fees.
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4. DISCUSSION

The development of consumption culture is linked to the pursuit of possession.
Purchases can be made not only with available financial resources but also by
leveraging debt. The widespread availability of credit and loans fuels
overconsumption, often prompting individuals to take on excessive debt through
both banking and non-banking channels. As Zalega (2012: 23) notes, irrational
use of debt opportunities can lead to dangerous debt spirals. Consequently, the
creation of needs and desires and the pursuit of satisfying them are key
contributors to insolvency. When individuals choose to maintain a high level of
consumption, they often respond more to subjective influences than to genuine,
objective needs (Reczuch, 2020).

Excessive household debt is both a social and economic issue (Ggbski, 2013).
This problem is particularly acute in highly developed countries (Btedowski &
Iwanicz-Drozdowska, 2010), where consumer credit is more accessible and
widely used. In these environments, materialistic attitudes and behaviours directed
toward consumerism can often lead to excessive debt. This debt accumulation can
result in severe consequences such as insolvency and financial exclusion, where
individuals are unable to meet their financial obligations and subsequently lose
access to mainstream financial services (Reczuch, 2020).

Financial education and literacy play a crucial role in addressing these risks.
A sufficient level of economic and financial knowledge enables consumers to
make informed decisions about the financial products and services they use. This
knowledge helps individuals understand the terms and conditions of credit
agreements, recognize the long-term implications of their borrowing choices, and
manage their finances more effectively (Warchlewska, 2020). Thus, enhancing
financial literacy is a key strategy for promoting responsible financial behavior
and preventing the adverse effects of excessive debt.

BNPLs, on the one hand, can improve access to finance and help reduce credit
exclusion (Waliszewski et al., 2024). They provide a convenient option for
consumers who may not qualify for traditional credit, thereby promoting greater
financial inclusion. However, on the other hand, the easy access to these services
can encourage consumers to purchase more products than they would otherwise.
This effect is particularly pronounced in online shopping environments, where the
digital format reduces the perception of the real cost, encouraging impulsive
spending. Misuse of BNPL services, like traditional forms of credit, carries the
risk of excessive debt. The appeal of immediate gratification without an
immediate financial outlay can lead consumers to accumulate debt beyond their
means to repay.

In the context of discussions on BNPL, it is also important to consider other
risks associated with its use, as the further expansion of these services depends on
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their ability to meet expectations similar to other digital lending services (Adamek
& Solarz, 2023). This particularly concerns trust in BNPL, which is reflected in
the ability to mitigate these risks. Like any other digital service, BNPL requires
the provision of personal data, which poses a threat to its security. Therefore,
BNPL providers must place a strong emphasis on ensuring data protection.
Additionally, consumers themselves should remain cautious to avoid fraud and be
aware of the risks, so as not to fall victim to phishing.

4.1. Limitations of the study

The research limitations associated with analysing the BNPL market in Poland
poses a challenge, as research limitations are broad. First, BNPL is a relatively
new service in the financial sector, which has led to a scarcity of data sources and
academic studies on the topic. This novelty limits the availability of literature in
both Polish and English, making it challenging to conduct a comprehensive
analysis and fully understand the service’s operations and effects.

Additionally, BNPL has yet to achieve widespread use in Poland, resulting in
a relatively small user base. This makes social research challenging, as reaching
BNPL users is difficult — they are fewer in number, may be hard to identify, and
could be reluctant to participate in research.

4.2. Directions for further research

The novelty of BNPL calls for a deeper understanding and ongoing research to
track the BNPL market’s development, not only in Poland but globally. As this
financial service continues to evolve, it will be essential to monitor its growth,
adoption rates, and impacts on consumer behavior and financial well-being.
Future research should aim to gather more extensive data, explore the long-term
effects of BNPL usage, and identify best practices for consumer education and
regulation. Expanding research efforts will provide greater insights into the
benefits and potential risks associated with BNPL, ensuring its positive
contribution to the financial landscape.

A particularly important area of study may be the link between the risks of
BNPL usage, providers’ ability to mitigate these risks, and consumers’ sense of
trust. Verifying the hypothesis that positive BNPL experiences can significantly
strengthen consumer trust in these services could yield interesting findings.
Another hypothesis, forming the foundation of this article, is to examine whether
broader access to credit through BNPL increases the risk of excessive debt.
Proposed research could explore if this risk applies primarily to individuals
already predisposed to high debt or if BNPL inherently raises the risk of over-
indebtedness across a broader consumer base.
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CONCLUSIONS

BNPL services represent a new step in making credit more accessible and
convenient for consumers, providing flexibility in repayment and enabling
purchases without an immediate impact on the budget. However, research
indicates a risk of excessive debt linked to these services. Consumerism is one of
the main drivers behind BNPL usage. Modern consumption culture promotes
constant acquisition of new products, often without regard for actual needs or
financial means. In this context, BNPL serves as a tool that enables consumers to
fulfill consumerist desires by purchasing on credit without immediate repayment.

Nonetheless, using BNPL can lead to excessive debt, particularly when
consumers adopt irresponsible approaches to repayment. The ease of access,
simplicity of use, and lack of immediate consequences can lead consumers into
a debt spiral. Additionally, limited economic and financial knowledge may prevent
consumers from recognizing the risks associated with debt, resulting in impulsive
purchases and uncontrolled spending that can cause long-term financial problems.

The expansion of the BNPL sector could also impact the lending market and
traditional financial institutions. The rise of FinTech companies offering BNPL
services might pressure conventional banks to innovate to retain customers.
However, increased competition over time could lead to relaxed credit standards,
elevating risk within the financial sector.

Understanding these risks is crucial for both consumers and policymakers.
Consumers need to be aware of potential pitfalls and manage their BNPL usage
responsibly. Policymakers should also consider these risks when formulating
regulations and guidelines to protect consumers from excessive debt. Promoting
financial literacy and responsible borrowing practices can help mitigate these
risks, ensuring that BNPL remains a helpful financial tool rather than a source of
financial hardship.

In conclusion, BNPL services provide an innovative solution that enhances
credit accessibility and makes shopping more convenient. However, it is vital for
consumers to consider the costs and implications of these services and to use them
responsibly, according to their financial means. Additionally, industry regulation
and oversight may be necessary to ensure consumer protection and maintain
financial market stability.
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ABSTRACT

The purpose of the article. The aim of the article is to analyze and diagnose economic security
in the context of holistically understood social challenges. The main research problem addressed
inthe article is the intensification of economic threats in the conditions of the transition to financial
capitalism and the increasing social costs of the risk of this transition.

Methodology. The article mainly uses literature studies, descriptive and narrative methods.

Results of the research. Excessive liberalization of financial markets has brought more losses than
benefits, the value of work and the idea of full employment have been forgotten. Most people in
the world earn their living from income from work, meanwhile the imbalance between the
manufacturing and financial sectors has resulted in a decline in income from work and forced the
vast majority of workers who want to maintain or increase consumption to take out loans and
credits. Consumption is growing, but household debt is growing. The financial sector has grown
beyond measure, disturbing the basis for rational decision-making by consumers — based on the
actual, real value of disposable income.
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WPROWADZENIE

Rewolucja internetowa zmienita system kapitalistyczny, zar6wno w zakresie pro-
dukcji, jak tez dystrybucji doébr i ustug. Dzigki zastosowaniu nowoczesnych te-
chonologii komunikacji wydaje sig, ze pokonano barier¢ czasu i przestrzeni — wie-
lonarodowe i transnarodowe korporacje rozsiane po catym $wiecie pracuja bez
przerwy wykorzystujac réznice czasu miedzy poszczegdlnymi strefami czaso-
wymi. Nowe technologie stwarzaja nieznane dotad mozliwosci, jednoczesnie ge-
neruja nowe ryzyka — kradziez danych, kradziez tozsamosci, manipulacja infor-
macja rynkowa i inne (Shiller, 2016). Wspotczeny system kapitalistyczny charak-
teryzuje si¢ znacznie wigkszym poziomem ryzyka, niz miato to miejsce w po-
przednich okresach rozwoju gospodarczego. Mozna wskaza¢ co najmniej kilka
zjawisk, ktore ksztattuja ryzyko, takich jak: znaczny rozwoj sektora finansowego,
ograniczenie dziatalno$ci przemystowej w krajach wysoko rozwinigtych, zmiang
roli panstw narodowych, duzy poziom nieré6wnosci ekonomicznych i politycz-
nych w $wiecie, zmiany klimatyczne i degradacja srodowiska przyrodniczego,
zmiany modeli konsumpcji. Wspodtczesnos¢ charakteryzuje si¢ swoistym chaosem
spolecznym, stad w ostatnich latach w literaturze z zakresu nauk spotecznych za-
obserwowa¢ mozna rosnace zainteresowanie problematyka bezpieczenstwa, poj-
mowanego nie jedynie jako ochrona przed zagrozeniami o charakterze militarnym
czy pochodzacych z sit natury. Na bezpieczenstwo patrzymy jako na wartosé¢
ekonomiczna, ale takze jako dobro o wymiarze etycznym i spotecznym. System
ekonomiczny, polityczny i spoteczny, ktory powstat jako efekt mysli neoliberalne;j
stanowi potencjalne zrodto zagrozen dla jednostki i spoteczenstwa. Krytyka neo-
liberalizmu w ostatnich latach jest do$¢ powszechna, wérod ekonomistow i poli-
tykow trwa zywa dyskusja nad przysztym, pozadanym modelem rozwoju gospo-
darczego. Na poziomie diagnostycznym interesujacg propozycja jest koncepcja
Becka spoteczenstwa ryzyka, ktdra na gruncie rozwazan socjologicznych w spo-
sob catosciowy 1 holistyczny charakteryzuje kondycje wspotczesnego spoteczen-
stwa w fazie pdznej nowoczesnosci. Mozna zatem postawi¢ hipoteze, ze wspot-
czesny system gospodarczy i polityczny powinien w znacznie wigkszym stopniu
zosta¢ poddany regulacji i kontroli spotecznej. Prawdopodobnie ograniczytoby to
ryzyka, a tym samym zwigkszyto poczucie bezpieczenstwa dla obywateli, ktorzy
powinni zyska¢ wieksza podmiotowos¢ w relacjach z wtadza ekonomiczng i po-
lityczng. Bezpieczenstwo systemu spotecznego stanowi warunek harmonijnego
rozwoju shuzacego jednostce i spoleczenstwu, procesy ekonomiczne w ujeciu an-
tropologicznym sg tylko czes$cig wigkszej catosci. Celem artykutu jest analiza
i diagnoza bezpieczenstwa ekonomicznego w kontekécie holistycznycznie poj-
mowanych wyzwan spolecznych. Odizolowanie ekonomii od sfery spotecznej
i politycznej rodzi¢ bedzie nieuniknione konflikty i turbulencje systemowe. Za-
stosowano metode¢ opisowg i studia literaturowe.
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1. BEZPIECZENSTWO EKONOMICZNE JAKO PRZEDMIOT BADAN

Bezpieczenstwo ekonomiczne jest przedmiotem zainteresowania zarowno ekono-
mii, jak i innych nauk spotecznych. Wynika to z interdyscyplinarnosci bezpie-
czenstwa ekonomicznego, ale takze roznych perspektyw badawczych. Realia eko-
nomiczno-spoteczne i polityczne nakazuja traktowac bezpieczenstwo jako nad-
rzedng potrzebe cztowieka i zbiorowosci, rozumiang jako ,,brak czegos, co jest
niezbedne do zachowania zycia, rozwoju, utrzymania roli spotecznej” (Stacho-
wiak, 2012: 38).

Bezpieczenstwo jest rodzajem dobra publicznego, o charakterze nierywaliza-
cyjnym, z konsumpcji ktérego nie mozna wytaczy¢ zadnego cztonka danej zbio-
rowosci. Decyzje o dostarczaniu dobr publicznych sa efektem wyboréw publicz-
nych oraz decyzji politycznych (Stachowiak, 2012). Bezpieczenstwo, bedac do-
brem publicznym, posiada wspdlne cechy z innymi dobrami zaliczanymi do tej
kategorii, w tym m.in. uzyteczno$¢, jako miarg satysfakcji z konsumpcji. Dostar-
czenie bezpieczenstwa wymaga odpowiednich $rodkdéw i zwigzanych z nimi na-
ktadow w czasie. Bezpieczenstwo jako dobro publiczne warunkuje takze kon-
sumpcj¢ innych dobr i ustug, stanowigc dobro podstawowe oraz jednoczesnie be-
dac dobrem komplementarnym w stosunku do warto$ci objetych przedmiotowo
zakresem bezpieczenstwa. Za dostarczanie i wytwarzanie bezpieczenstwa odpo-
wiada panstwo w wymiarze instytucjonalnym. Jednym za§ z obszardw bezpie-
czenstwa jest bezpieczenstwo ekonomiczne (Stachowiak, 2012). Warunkiem sku-
tecznego ksztaltowania bezpieczenstwa (ekonomicznego) jest suwerennos¢ pod-
miotu, w tym przypadku panstwa. ,,Mimo postepujacej integracji i dynamiki two-
rzenia ugrupowan integracyjnych suwerenno$¢ pozostaje wytacznym atrybutem
panstw i stanowi o istocie panstwowosci. Nasilenie procesow globalizacji i frag-
mentacji wywotato pytania dotyczace mozliwosci 1 sposobow odpowiedzi na
nowe wyzwania i zagrozenia w stosunkach migdzynarodowych, w tym dotyczace
suwerennos$ci panstwa. Dylemat ten odnosi si¢ w gtownej mierze do dalszego
funkcjonowania migdzynarodowego systemu opartego na panstwach narodowych
i ich zdolnosci do skutecznego dziatania w globalizujacym si¢ §wiecie, w rzeczy-
wistos$ci turbokapitalizmu” (Gracik-Zajaczkowski, 2011: 234).

Z punktu widzenia analiz bezpieczenstwa ekonomicznego istotne staje si¢
okreslenie suwerennosci ekonomicznej panstwa. Niemozno$¢ skutecznego wpty-
wania na przebieg procesow gospodarczych czy utrzymanie porzadku publicz-
nego, interpretowana jest jako utrata suwerenno$ci. Suwerenno$¢ ekonomiczna
rozumiana jest jako okreslona kontrola sprawowana przez wtadze publiczne nad
transnarodowymi przeplywami towarow, kapitatu, osob i idei (Gracik-Zajacz-
kowski, 2011). Panstwo narodowe nadal pozostaje gtownym aktorem w zakresie
kreowania bezpieczenstwa, w tym ekonomicznego, przy czym zmienia si¢ jego
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rola w zwigzku z nasilajacym si¢ procesem globalizacji, przechodzacym w hiper-
globalizacje. Suwerenno$¢ danego panstwa moze by¢ ograniczana w imi¢ tzw.
celow wyzszych, jak obrona zycia i zdrowia zagrozonych mieszkancéw w pan-
stwach upadtych lub rezimach niedemokratycznych.

Wspolczesnie pojawiaja si¢ nowe, nietypowe zjawiska i procesy ekono-
miczne zagrazajgce stabilnosci panstwa. Dotyczg one takich obszarow jak: zdol-
no$¢ systemu gospodarczego do konfigurowania wewnetrznych i powigzanych ze
soba czynnikdéw ekonomicznych, tak aby zapewnity one panstwu stabilno$¢; wy-
padkowa czynnikdéw gwarantujacych stabilno$¢ i rozwoj gospodarki narodowej
i tych, ktore majg charakter zaklocajacy; bilans potrzeb zapewniajacych stabil-
no$¢ i rozwoj gospodarce i mozliwosci ich zaspokojenia; stan rozwoju gospodarki
oraz jej struktur umozliwiajacych skuteczne przeciwdziatanie negatywnym czyn-
nikom ostabiajgcym stan gospodarki i Stabilno$ci systemu spoteczno-politycz-
nego kraju oraz zdolnosci obronnej; wyobrazenia rzeczywistych i potencjalnych
zagrozen struktur gospodarczych panstwa; stopnia podatnosci do przenoszenia
przez dziedzing gospodarcza panstwa oddziatywan majacych na celu ostabienie
bezpieczenstwa i stabilnosci panstwa (Ciszek, 2013).

Wedhug Ksiezopolskiego (2012) bezpieczenstwo ekonomiczne to niezaklo-
cone funkcjonowanie gospodarek, to znaczy utrzymanie podstawowych wskazni-
kow rozwojowych oraz zapewnienie komparatywnej rownowagi z gospodarkami
innych panstw. Autor wyodrgbnia cztery wymiary bezpieczenstwa ekonomicz-
nego, ktore sg ze sobg logicznie powigzane i zalezne, a mianowicie wymiar finan-
SOwWYy, SUrowcowo-energetyczny, zywnosciowy i dostep do czystej wody. Pojecie
bezpieczenstwa ekonomicznego odzwierciedla nie tylko zgodno$¢ (harmonig)
okreslonych wielkosci ekonomicznych — makro i mikro, ale takze liczne wyzwa-
nia i zagrozenia, ktérych pokonanie wymaga wysitku calego spoleczenstwa. Wy-
zwania i zagrozenia maja swoje zrodto zar6wno w systemie wewnetrznym danego
panstwa (méwimy wowczas o wydolnosci badz niewydolnosci systemowe;j), ale
takze coraz czgsciej wynikajg z rozwoju i funkcjonowania swiatowej gospodarki
(Stachowiak, 2012). ,,Bezpieczenstwo ekonomiczne panstwa jest to wzglednie
zréwnowazony endo i egzogennie stan funkcjonowania gospodarki narodowej,
w ktorym wystepujace ryzyko zaburzen rownowagi utrzymane jest w wyznaczo-
nych i akceptowalnych normach organizacyjno-prawnych oraz zasadach wspot-
zycia spolecznego” (Raczkowski i Solarz, 2015: 81). Zdaniem K. Zukrowskiej
,,Bezpieczenstwo ekonomiczne (...), oznacza warunki harmonijnego rozwoju, po-
zwalajacego budowaé zrownowazony dobrobyt obywateli panstwa. (...). W uje-
ciu makroekonomicznym bezpieczenstwo to stabilno$¢ zatrudnienia, niski po-
ziom bezrobocia, przewidywalne perspektywy rozwoju gospodarki, charaktery-
zujace si¢ pltynnoscig finansowa. W ujeciu mikroekonomicznym to wyplacalnosé
gospodarstwa domowego lub przedsigbiorstwa. W obu przypadkach chodzi
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0 mozliwos¢ rownowazenia zobowigzan w stosunku do potrzeb w srednim okre-
sie” (Zukrowska, 2013: 35). Bezpieczenstwo ekonomiczne jest to: wypadkowa
czynnikdw rozwoju gospodarczego i barier go ograniczajacych; stan gospodarki
i jej struktury oraz relacji gospodarczych umozliwiajacych skuteczne przeciwsta-
wianie si¢ negatywnym dziataniom zewnetrznym, ktore mogg wptyna¢ na stabil-
no$¢ systemu panstwa, zakloci¢ rozwdj gospodarczy czy obnizy¢ potencjat
obronny; og6lny stan zalezno$ci ekonomicznej, okreslajacej stopien efektywnosci
zewnetrznej ingerencji ekonomicznej w wewnetrzny rozwdj gospodarczy; wyraz
stopnia podatnos$ci danego panstwa na przeniesienie przez ptaszczyzne gospodar-
czg — glownie przez transmisje kanatami i mechanizmami zalezno$ci ekonomicz-
nych — dziatan o charakterze politycznym skierowanych na ostabienie bezpieczen-
stwa panstwa (szantaz energetyczny, spekulacje na rynku walutowym i kapitato-
wym); bilans potrzeb rozwojowych i mozliwos$ci ich zaspokojenia (Stachowiak,
2012). Ostania z prezentowanych definicji w najpetniejszy sposob oddaje istote
bezpieczenstwa ekonomicznego jako obszaru polityki ekonomicznej panstwa,
a takze sfery stosunkow miedzynarodowych.

2. BEZPIECZENSTWO EKONOMICZNE W POLITYCE PANSTWA

Z perspektywy bezpieczenstwa ekonomicznego (rozumianego zaro6wno jako da-
zenie do ciaglej poprawy pozycji ekonomicznej kraju, jak tez dbanie o poziom
zycia obywateli) wysoki poziom produkcji i jej wzrost — uzyskiwany przez petne
wykorzystanie i state powigkszanie potencjatu ekonomicznego — trzeba uznaé za
podstawowe zadanie polityki ekonomicznej rzadu (Winiarski, 2001). W interesie
narodowym lezy zapewnienie wysokiego poziomu zatrudnienia, redukcja bezro-
bocia i stymulowanie dziatan stuzacych trwatemu podnoszeniu poziomu docho-
déw i poziomu zycia ludno$ci. Odziatywanie na te zmienne posrednio determinuje
takze sytuacje demograficzng, a powoduje ona, ze Polska znalazta si¢ w gronie
szybko starzejacych si¢ spoleczenstw. W perspektywie kilku lat moze by¢ to
istotng bariera dla powigkszania zasobow majatkowych kraju oraz tworzenia bo-
gactwa. W oddziatywaniu polityki ekonomicznej na jej przedmiot, czyli gospo-
darke narodowa, nalezy zawsze uwzglednia¢ mozliwo$¢ wystapienia zaktocen
w uktadzie zmiennych niezaleznych, takich jak warunki pogodowe, rynki zaopa-
trzenia w surowce, zalamania koniunktury na §wiecie, wojny, niepokoje spo-
leczne czy zamachy terrorystyczne.

Ksztattowanie podstaw bezpieczenstwa ekonomicznego panstwa napotyka
obecnie na obiektywne trudnos$ci zwigzane z procesem globalizacji — w istocie
ograniczyla ona realne mozliwos$¢ szybkiego i skutecznego oddziatywania na go-
spodarke. Globalizacja zmienita kapitalizm i funkcjonowanie rynkow, nastapito
uruchomienie szeregu procesOw nie wystepujacych na tak duza skalg w poprzed-
nich dekadach. Chodzi tutaj m.in. o:
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— urynkowienie wielu dziadzin zycia spotecznego (edukacja, zdrowie, $ro-
dowisko naturalne),

— rozrost sektora bankowo-finansowego — przejscie od kapitalizmu korpora-
cyjnego do kapitalizmu finansowego,

- ,.ufinansowienie” struktur spotecznych i spadek bezpieczenstwa spotecz-
nego (Tomczak, 2015).

Jak zauwaza Sadowski (2014) na przetomie XX i XXI w. system rynkowy
ulegl zasadniczym zmianom, ktére okre§li¢ mozna mianem wynaturzenia obja-
wiajacego si¢ finansyzacja. Stworzona dzigki paradygmatowi neoliberalnemu
swoboda przeptywu i inwestowania kapitatu finansowego, majaca do dyspozycji
rozwinigte formy tgcznosci zwigzane z rewolucjg informacyjna, doprowadzita
W bardzo krétkim czasie do powstania instrumentéw pochodnych, konkurujacych
ze sobg w okreslaniu atrakcyjnych form lokowania i pomnazania kapitatu. Roz-
miary przeptywow kapitatu osiggnety wielkos$é, wobec ktorej obroty handlowe
przestaty ogrywac istotna role. Glownga formg dziatalnosci ekonomiczne;j stata si¢
gra gieldowa wielkimi i wcigz rosngcymi kapitatami pieni¢znymi. Nowa forma
dzialalno$ci stato si¢ szerokie doradztwo finansowe, rozwinety si¢ firmy ratin-
gowe, ktore czgsto mimowolnie badz §wiadomie uczestnicza w procesie kreowa-
nia zachowan podmiotow i instytucji. Sfera realna zwigzana z produkcja i ustu-
gami nie znikneta, ale jej rola stata si¢ podrzedna i uzalezniona od systemu zasi-
lania finansowego sterowanego przez gry spekulacyjne (Sadowski, 2014).

Szybki rozwoj i globalizacja rynku finansowego w ostatnim trzydziestoleciu
zmienity relacje miedzy instytucjami tego rynku, wigzato si¢ to miedzy innymi
z wprowadzeniem na rynek szeregu ,,innowacyjnych” produktow finansowych —
ktore zachecaty do spekulacji i sprzyjaty powstawaniu tzw. ,,baniek spekulacy;j-
nych”. Na rynku pojawity si¢ fundusze spekulacyjne — zarejestrowane w rajach
podatkowych i wyspecjalizowane w skupowaniu dtugéw na rynku wtérnym, naj-
czesciej znacznie ponizej ich nominalnej wartosci, z celem osiagniecia dzieki nim
maksymalnego zysku. Nie podlegaja one zadnej kontroli publicznej. Fundusze
kupuja na rynku wtérnym po znacznie zanizonej cenie dawne obligacje pan-
stwowe (emitowane przez kraje zadtuzone). Pozniej, w drodze wieloletnich pro-
cesow sagdowych domagaja si¢ sptaty wierzytelnosci w wysokosci 100% ich war-
tosci (Zigler, 2021).

Innym zjawiskiem zwigzanym z globalizacja byla bardzo szybko postgpujaca
deindustrializacja. Szybkie fuzje i wrogie przejecia, czgste zmiany lokalizacji pro-
dukcji, nowe formy organizacji pracy, zarzadzania — wszystko to spowodowato
upadek kultury przemystowej, kultury korporacyjnej, w ktorej menedzer odpo-
wiadat za stan firmy i ludzi, a korporacja gwarantowata pracownikom odpowiedni
poziom zabezpieczen finansowych. Ekspansja w postaci tworzenia korporacji
transnarodowych, pogon za wysokimi obrotami i zyskami, aspiracje do wszech-
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wladzy ekonomicznej i wptywow politycznych ostabily site panstwa do ksztalto-
wania warunkow gospodarowania. Rozrost korporacji, wydtuzanie tancuchow
produkcyjnych i tancuchdéw dostaw w istocie zmniejszyto realny wplyw panstw
narodowych na gospodarke, ponadto zwigkszyto ryzyko kryzysdéw i napie¢ na tle
ekonomicznym. Globalizacja zmienita instytucj¢ panstwa i ograniczyta mozli-
wos¢ wptywu polityki na procesy gospodarcze i spoteczne. Wpltyw globalizacji
dokonat si¢ poprzez: szybki i niekontrolowany przeptyw kapitatu, masowy i row-
nie szybki przeplyw informacji, deregulacje rynku pracy, ,,ufinansowienie” zycia
spotecznego. U fundamentéw tych zjawisk bylo zniesienie ograniczen w przepty-
wie kapitalu na przetomie lat 80. i 90. XX wieku. Proces ten zostat zapoczatko-
wany wczesniej, a presja rynkéw na uwolnienie $wiata finanséw spod kontroli
demokratycznych rzadoéw zaczeta si¢ juz w latach 60. w Stanach Zjednoczonych.
Na ptaszczyznie korporacyjnej finansyzacja przejawia sie, po pierwsze, zwicksze-
niem zaangazowania przedsi¢biorstw niefinansowych w dziatalno$¢ finansowa
(Sleszynska, 2021). Spotki niefinansowe, ktore zarabiaty dzieki produkcji i sprze-
dazy dobr i ushug, zaczely czerpaé coraz wigksza czgs¢ swoich przychodow ze
zrédet finansowych. Od potowy lat 70. systematycznie rost stosunek dochodéw
kapitatowych (odsetki, dywidendy i zyski zatrzymane z inwestycji) przedsie-
biorstw do ogotu ich przeplywow pienieznych. Finansyzacja jest przedmiotem
poglebionej analizy co najmniej od trzech dziesigcioleci. W zaleznosci od pod-
staw ideologicznych spotyka sie trzy poglady na geneze tego zjawiska. Zwolen-
nicy ekonomii politycznej, wyrastajacy z marksizmu, uwazajg, ze kapitalizm fi-
nansowy wytonit si¢ jako alternatywny rezim akumulacji kapitatu przez rentierow
w obliczu stagnacji w dojrzatym kapitalizmie przemystowym. Brak mechanizmu
redystrybucji bogactwa w zaawansowanym kapitalizmie przemystowym powo-
duje ich zdaniem, rozziew migdzy konsumpcja ograniczong dochodami a rozpg-
dzonymi mocami produkcyjnymi korporacji oligopolistycznych. Innymi stowy
popyt nie nadgzat za podaza. Klasa rentierow zwraca si¢ wigc Ku sferze finanso-
wej, aby utrzymac istniejgcg stope akumulacji bogactwa. Badacze z nurtu socjo-
logii ekonomicznej upatruja przyczyn finansyzacji w zbiegu szeregu czynnikow:
fala fuzji i przejec¢ na tle rozczarowujacych wynikéw przedsiebiorstw w latach
70. w., deregulacja amerykanskiego sektora finansowego przez administracje Ro-
nalda Reagana oraz rodzace si¢ wowczas innowacje finansowe, takie jak obligacje
$mieciowe. Konczyto si¢ panowanie konglomeratow kapitalowych, charaktery-
stycznych dla krajobrazu korporacyjnego lat 60. XX w., a zaczynata si¢ era skon-
centrowanych spotek branzowych, w ktorych wynagrodzenie kadry zarzadzajacej
byto $cislej powigzane z wynikami gietdowymi, czyli wartos$cig dla akcjonariu-
szy. Stosowanie wykupow lewarowanych (wykorzystujacych dzwigni¢ finan-
sowg) sprzyjato koncentracji wlasno$ci w rekach inwestorow instytucjonalnych,
ktorzy forsowali szeroko zakrojong restrukturyzacje, a wiec redukcje etatow oraz
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wylaczanie ze struktury przedsigbiorstwa tych funkcji, ktore byty albo niezwia-
zane z podstawowg dziatalnoscig, albo mogty by¢ taniej wykonywane przez ze-
wnetrznych kontrahentow (poczatki outsourcingu). W ciggu dekady prawie jedna
trzecia spotek przemystowych z listy Fortune 500 zostata przejeta lub potaczona,
tak ze w 1990 r. amerykanskie korporacje byly znacznie mniej zdywersyfikowane
niz dziesie¢ lat wczesniej. Jeszcze inne spojrzenie proponujg przedstawiciele so-
cjologii politycznej. Ci bowiem podkreslajag role (wing?) panstwa, widzac w fi-
nansyzacji niezamierzong konsekwencje reakcji politycznej na kryzys w latach
70. XX w. Pod koniec ery powojennej prosperity mielismy ich zdaniem do czy-
nienia z trzema kryzysami: spotecznym — narastajacy konflikt migdzy grupami
spotecznymi, fiskalnym — przepas¢ miedzy wydatkami a dochodami panstwa oraz
kryzysem zaufania do rzadu. W USA administracja prezydenta Reagana sprytnie
przezwyciezylta te kryzysy, przerzucajac odpowiedzialnos$¢ za realizacje potrzeb
spotecznych na rynek. Liberalizacja regulacji dotyczacych transakcji kapitato-
wych zaowocowala zwiekszong dostepnoscia kredytow i naptywem kapitatlu za-
granicznego. Jak za dotknigciem czarodziejskiej r6zdzki, rzad zamienit deficyt
W urodzaj, tworzac fatlszywe poczucie obfitosci zasobow. Krok ten miat donioste
konsekwencje w postaci gwattownego wzrostu sektora finansowego i zapoczat-
kowania ery strukturalnie niestabilnego kapitalizmu finansowego.

W USA w latach 1960-2014 udzial finansow w wartosci dodanej brutto
zwigkszyt si¢ ponad dwukrotnie, z 3,7 do 8,4%. W tym samym okresie udziat
przemystu spadt prawie o potowe z 25 do 12%. Ten sam proces zaszedt w innych
wysoko rozwinigtych panstwach. W ciaggu trzech dekad deregulacji sektor finan-
sowy znacznie wyprzedzit realng gospodarke. Gdy na poczatku lat 80. zaczgto
znosi¢ regulacje, zyski amerykanskich korporacji finansowych ujmowane jako
procent cato$ci zyskow przedsigbiorstw prywatnych — znajdujace si¢ na poziomie
10-15% przez czterdziesci lat po drugiej wojnie §wiatowej — wzroslty do poziomu
20%, osiagajac szczytowa wartos¢ 40% na poczatku XXI wieku (Mazzucato,
2021). Wystepuje duzo powodow, aby stwierdzié, ze system spoteczno-ekono-
miczny ,,szpeca” nadal ogromne nierownosci dochodowe i majatkowe — wiele lu-
dzi zyje w cigglym niedostatku, podczas gdy inni oplywaja w luksusach. Chociaz
nierownosci ekonomiczne migdzy gospodarstwami domowymi sg w duzej mierze
uzasadnione (te wynikajace z rdznic potencjatow, bodzcéw, motywacji i produk-
tywnosci), to nierownosci wynikajace z nieuczciwych transferow kapitatu, niewy-
nikajace z realnego wktadu pracy stanowig wazny problem i potencjalny obszar
konfliktow spotecznych (Shiller, 2016: 268). Pozostaje nierozwigzang czesto za-
gadka, jak ludzie zwigzani z sektorem finanséw moga stawac si¢ W stosunkowo
krétkim czasie bajecznie bogaci — nieporéwnywalnie bogatsi w stosunku do in-
nych ludzi.

Uwolnienie przepltywow kapitatowych spowodowato dynamiczny wzrost go-
spodarczy w wielu krajach poprzez nowe inwestycje, modernizacj¢ infrastruktury,
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przeptyw technologii i jednocze$nie lepsze wykorzystanie miejscowych zasobow.
Pozytywne efekty uwolnienia przeptywu kapitatu nie byly jednak pozbawione
znacznych kosztow. Nalezg do nich m.in.: wrogie, a czasem niemal darmowe
przejecia wlasno$ci, masowa prywatyzacja majatku narodowego — wypracowa-
nego przez pokolenia, przejmowanie produkcji konkurencyjnej w celu jej likwi-
dacji badz zdobycia atrakcyjnych gruntoéw. Problemem wolnego rynku kapitato-
wego sa przeptywy portfelowe, poniewaz szybki przyptyw i odptyw duzych sum
walut w celach wylacznie spekulacyjnych destabilizuje gospodarke poprzez
znaczne zmiany plynnosci na rynku pieni¢znym i wahania kursu walutowego
(Tomczak, 2015). Kapitalizm finansowy jest nowym ,,wynalazkiem”, a proces
ksztattowania tego systemu nie jest zakonczony, system ten powinien by¢ w prze-
myslany sposob ukierunkowany na potrzeby przysztosci. Chodzi o demokratyza-
cje 1 ,,uspotecznienie” instytucji finansowych, tak aby instytucje te wywieraty po-
zytywny wptyw na jako$¢ otoczenia (Shiller, 2016). Ponadto znaczaco obnizyty
si¢ standardy zabezpieczenia spotecznego dla zatrudnionych w krajach o $rednim
i wysokim dochodzie narodowym.

3. PROBLEM NIEROWNOSCI SPOLECZNO-EKONOMICZNYCH

Glownym tematem wielu dyskus;ji stat si¢ problem niesprawiedliwego podziatu
dochodéw w kapitalizmie finansowym. Rosngce nierownosci sg przedmiotem tro-
ski polityki panstwa, a poszukiwanie skutecznych rozwigzan w postaci zaprojek-
towania odpowiednich systemow dystrybucji bogactwa bez nadmiernego dreno-
wania zasobow kapitatu ludzkiego beda w najblizszych latach zadaniem dla wiadz
publicznych. Powigkszanie zasoboéw bogactwa stuzy w istocie zaspokajaniu roz-
licznych potrzeb ludzkich.

W kontekscie rozwazan o bezpieczenstwie ekonomicznym nie mozna baga-
telizowa¢ potrzeb spotecznych (jednostkowych). Panstwo nie jest bytem abstrak-
cyjnym, w tym sensie, ze musi by¢ wypetnione tkankg spoteczng i instytucjonalnag.
Chcac tworzy¢ trwale podstawy bezpieczenstwa ekonomicznego kraju musimy
przyja¢ zatozenie o koniecznos$ci przywrocenia znaczenia polityce i politycznosci,
jako z jednej strony praktycznemu dziataniu, z drugiej za$ no$niku wartosci ak-
ceptowalnych dla ogotu spoteczenstwa.

Oddzielenie ekonomii od polityki i politycznej motywacji jest nie tylko jato-
wym wysitkiem, ale rowniez $wiadomie tworzong przykrywka dla rzeczywistej
ekonomicznej wiadzy i motywacji. Jest rowniez glownym zrodtem fatszywych
ocen i bledow w polityce gospodarcze;j. Istnieje zatem realna potrzeba tworzenia
wiedzy naukowej, ktéra wpisuje si¢ w obszar ekonomii politycznej bezpieczen-
stwa narodowego — tak zarysowana przestrzen konsumuje w catosci zaréwno do-
mene dzialalno$ci panstwa, jak tez uwzglednia wspolnoty ludzkie wraz z ich po-
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trzebami, za$ komponent ekonomiczny wprowadza elementy racjonalnosci wy-
boru w warunkach ograniczonosci zasobow. Badania w ramach ekonomii poli-
tycznej bezpieczenstwa narodowego otwieraja pola badawcze dla politologow,
ekonomistéw i socjologdw — przedstawicieli dyscyplin tworzacych triad¢ nauk
spolecznych, ostatnio nadmiernie odseparowanych od siebie.

Wspotczesny proces gospodarowania oparty jest o ryzyko, przy czym skala
ryzyka stata si¢ na tyle wysoka, iz w literaturze mozna spotkac si¢ z okres§leniem,
iz gospodarke opanowat chaos (Maczynska, 2018: 34). Dysfunkcjonalno$¢ sys-
temu ekonomicznego sktania do refleksji nad modelem ustroju spoteczno-ekono-
micznego, ktory w bardziej racjonalny, a zarazem sprawiedliwy sposob nakre-
$latby ramy funkcjonowania spoteczenstwa. Od mniej wigcej trzydziestu lat ob-
serwujemy narastajagca lawinowo asymetri¢ w podziale i dystrybucji bogactwa
swiatowego. Realizowana polityka gospodarcza w wigkszo$ci panstw nie sprzyja
racjonalnemu wykorzystaniu zasoboéw, w tym potencjalu pracy. Kumulacja bo-
gactwa sprzyja zachowaniom spekulacyjnym (nadptynnos$¢ sktania do ryzykow-
nych inwestycji badz zakupéw nadmiaru dobr luksusowych), z drugiej strony
uboga cze$¢ populacji jest pozbawiona szans na poprawe standardu zycia, ubo-
stwo deprawuje w sensie ekonomicznym, ale takze etycznym i moralnym. Pro-
blem nieréwnos$ci stal si¢ problemem politycznym — kwestia nierownosci jest
gtéwng osia konfliktu liberatow i konserwatystow (zwolennikow ,,urynkowienia”
cato$ci stosunkow spotecznych) oraz nurtu lewicowego i chadecji odwotujacych
si¢ do koncepcji sprawiedliwosci spotecznej, pomocniczosci, aktywnego panstwa
i redystrybucji (Piketty, 2015: 7-9).

Narastajace nierdéwnosci w podziale bogactwa sa dodatkowo potggowane ra-
dykalnym pogorszeniem standardéw pracy — zjawisko przepracowania, niepew-
nosci co do zatrudnienia, niestalo$¢ umow o prace i kontraktow, konflikt migdzy
pracg z zyciem rodzinnym — te wszystkie zjawiska obserwujemy w krajach roz-
winigtych. Fetyszyzowanie PKB powoduje wydluzanie ponad miarg dnia pracy,
zwlaszcza w krajach preferujacych model anglosaski oraz w krajach poddanych
rygorowi neoliberalnemu, m.in. Europa Srodkowo-Wschodnia. Proby przywroce-
nia wlasciwych relacji miedzy zyciem zawodowym i rodzinnym, podniesienie
standardow ochrony stosunku pracy, upodmiotowienie pracownika spotykajg si¢
z krytyka ze strony $rodowisk neoliberalnych oraz cze$ci opinii publicznej. Jak
zauwaza Davidson wadliwos¢ przyjetych rozwigzan w funkcjonowaniu wspolcze-
snej gospodarki wynika z ignorancji elit i odrzuceniu mys$lenia Keynesa. Nad-
mierna liberalizacja rynkdéw finansowych przyniosta wigcej strat niz korzysci, za-
pomniano o wartosci pracy i idei pelnego zatrudniania. ,,Cywilizowane spoteczen-
stwo powinno zachgci¢ swoich obywateli do osiagania perfekcji we wszystkich
podejmowanych staraniach. Cywilizowane spoleczenstwo powinno jednak takze
zapewni¢ obywatelom mozliwo$¢ pracy i rozwoju umiejetnosci. (...) wszystkie te
cele sa tatwiejsze do osiagniecia w systemie gospodarczym, w ktorym kazdy ma

72



0 zagrozeniach bezpieczenstwa ekonomicznego w spoteczenstwie ryzyka

mozliwos¢ pracy i zarobku. W gospodarce kapitalistycznej mozliwo$¢ otrzymania
uczciwego zarobku za uczciwag prace buduje szacunek do siebie u osoby zatrud-
nionej oraz u wszystkich cztonkéw jej rodziny” (Davidson, 2012: 141). Ekonomia
postkeyesowska uznaje rynki finansowe za potencjalne zrodto niestabilnosci, po-
niewaz kreacja endogenicznego pienigdza moze przyczyniac si¢ do cykli wzro-
stow (boomdéw na poszczegodlnych rynkach) lub kryzysow. Pienigdz endoge-
niczny moze sprzyja¢ powstawaniu baniek na rynkach aktywow. Banki centralne
powinny skupi¢ si¢ zatem na polityce antycyklicznej, kontroli makroostroznoscio-
wej bardziej niz na polityce stopy procentowej. Wigkszos¢ postkeynesistow po-
zostaje sceptyczna wobec zalet miedzynarodowych przeptywow kapitatu. Czesto
sprzyjaja one powstawaniu baniek finansowych (m.in. banki na rynku nierucho-
mosci). Kontrola krajowych uwarunkowan monetarnych wplywa na skuteczno$c¢
polityki panstwa. Proces ten jest wspomagany aktywnymi regulacjami w zakresie
zarzadzania kapitatem (Stockhammer, 2018: 46-47). Wiekszo$¢ ludzi na §wiecie
utrzymuje si¢ z dochoddéw z pracy, tymczasem zachwianie proporcji miedzy sek-
torem wytworczym a finansowym spowodowato spadek dochodow z pracy i zmu-
silo znakomita czes¢ pracujacych chcacych utrzymac badz zwickszy¢ poziom
konsumpcji do zaciggania kredytow i pozyczek. Rosnie konsumpcja, ale rosnie
zadtuzenie gospodarstw domowych. Sektor finansowy rozrost si¢ ponad miarg,
zaburzajac podstawy racjonalnego podejmowania decyzji przez konsumentéw —
W oparciu o rzeczywista, realng wartos¢ dochodow do dyspozycji. W ostatnim
trzydziestoleciu obserwujemy takze sukcesywne wycofywanie si¢ panstwa jako
regulatora i gwaranta stabilnosci systemu kapitalistycznego. Podzial na mikro
i makroekonomi¢ przestania najbardziej dokuczliwg przyczyne wspotczesnego
bezrobocia w rozwinietych krajach przemystowych — upadek starszych gatezi
przemystu. Cho¢ polityka makroekonomiczna moze poprawi¢ lub poglebié
ogoblne bezrobocie, to wobec specyficznego charakteru tych gatezi przemystu nie
jest na nie lekarstwem (Galbraith, 2011: 272). Cze$¢ badaczy (Rodrik, Luttwak)
okresla nowa posta¢ kapitalizmu mianem turbokapitalizm. Turbokapitalizm uzna-
wany jest za najbardziej zaawansowana forme kapitalizmu (system bez ingeren-
cji), gdzie nadrzedng zasada jest zasada efektywnosci rynkowej, a zysk ekono-
miczny rownowazny jest zaspokojeniu potrzeb spotecznych. To taka odmiana
rynku, ktory pozbawiony jest regulacji rzadowych, zwigzkow zawodowych, ogra-
niczen w przeptywie kapitatu, barier dla prowadzenia dziatalnosci gospodarcze;.
Autorem tego pojecia jest Luttwak (2000: 5), ktory turbokapitalizm okreslit jako
system rynkowy, ktoremu maksymalng efektywno$¢ zapewnia: deregulacja, pry-
watyzacja i globalizacja. Logice gry rynkowej podporzadkowane zostatly nie tylko
procesy gospodarowania, ale takze wszelkie procesy spoleczne, polityczne i kul-
turowe — to wszechwtadny rynek zapewni maksymalnie efektywne wykorzystanie
zasobow 1 w konsekwencji sprzyjac¢ bedzie ogdlnoswiatowemu dobrobytowi spo-
tecznemu. Jezeli jedynym kryterium oceny systemu pozostaje efektywnosc¢ i zysk,
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to turbokapitalizm statby si¢ prawdopodobnie najbardziej pozadanym modelem
rynku (Brudnicki, 2013: 143). Dazenie do maksymalnej efektywnosci przynosi jed-
nak skutki uboczne takie jak: ubdstwo, bezrobocie, wzrost nierdéwnosci spotecz-
nych, rozpad struktur spotecznych, alienacje jednostek.

Tabela 1. Réznice migdzy kapitalizmem a turbo kapitalizmem

Kapitalizm Turbokapitalizm
Gospodarka sterowana, wspotistnieje przy Gospodarka wolnorynkowa, pozbawiona
silnym systemie politycznym, ktorego jakiejkolwiek kontroli.
zadaniem jest osiaganie okreslonych celow

spolecznych. Utozs?rplenle efektywnosci rynkowej ze
szczgéciem spotecznym.

Elementy wolnego rynku poddane sg kontroli

i ograniczeniom ze strony panstwa (wtadza

ustawodawcza, wykonawcza, sagdownicza).

Dazenie do deregulacji (brak kontroli

panstwowej), prywatyzacji (brak wlasnos$ci

panstwowej) i globalizacji (otwarcie granic

Panstwo: handlowych).

e wspiera lub ogranicza niektore galezie
przemystu (bezposrednio — finansowanie
lub posrednio — finansowanie badan

Szybkie zmiany technologiczne i strukturalne
wplywaja na sytuacj¢ polityczno-spoteczng

naukowych) $wiata.

o ustala zakres importu i eksportu Przyczyng i skutkiem turbokapitalizmu jest
produktow, surowcow (cta, limity, bariery | przesuniecie wladzy w pafistwach
handlowe) z politycznej na gospodarcza.

e reguluje warunki pracy

e obejmuje opieka socjalng

e dokonuje podziatu $rodkéw na ustugi
spoteczne (zdrowie, edukacja, kultura).

Podporzadkowanie spoteczenstwa i panstwa
jednemu ekonomicznemu celowi, czyli
maksymalizacji zysku.

Zrddlo: Brudnicki (2013: 141).

4. IDEA SPOLECZENSTWA RYZYKA

Studia nad wspotczesnym kapitalizmem, w tym zwlaszcza naturg kryzysow, ktore
W znacznym stopniu maja swoje zrodto w zbyt ryzykownym podejsciu do procesu
gospodarowania wymagja wyjasnienia spotecznej natury ryzyka, Zachowania
spoleczne, ktore w sposob samoistny generuja ryzyko, przy braku mechanizméw
,zabezpieczajagcych” ze strony instytucji panstwa przyczyniaé¢ si¢ mogg do nara-
satnia zjawisk dezintegrujgcych i zaklocajacych harmonijny rozwoj spoteczno-
ekonomiczny, w istocie beda zwigkszac brak poczucia bezpieczenstwa. Socjolog
Beck uznawany jest za tworce koncepcji spoteczenstwa ryzyka, ktora sprowadza
si¢ do analizy procesoéw spotecznych, w tym gospodarczych z perspektywy gene-
rowania niepewnosci, nieprzewidywalno$ci, tworzenia spoleczenstwa zagrozo-
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nego skutkami réznych trudnych do przewidzenia i oszacowania ryzyk (ograni-
czona mozliwo$¢ asekuracji). W miar¢ zwigkszania rozmiaru produkcji oraz po-
stepu technicznego pojawiajg si¢ problemy w postaci kosztoéw zewnetrznych prze-
chowywania i utylizacji odpadow, zanieczyszczen, pojawia si¢ problem nadmier-
nej koncentracji kapitatu 1 wladzy, a w zwigzku z tym nasilajg si¢ napigcia spo-
teczne i polityczne. Jak zauwaza Beck (2005), w obecnej fazie rozwoju pojawia
si¢ paradoks neoliberalnego pojmowania panstwa. Z jednej strony tzw. rynki fi-
nansowe oczekuja panstwa minimalnego, podporzadkowanego regutom konku-
rencji i otwartego na oczekiwania transnarodowego kapitatu. Z drugiej za$ strony
efektywnej deregulacji i prywatyzacji sektorow zdominowanych tradycyjnie
przez wiasno$¢ publiczng nie mozna oczekiwac od panstwa stabego instytucjo-
nalnie, niezdolnego do sprawnego dziatania. Panstwa silnego oczekuje si¢ zwlasz-
cza w aspekcie kontroli granic i przeptywu oso6b — nastgpuje swoista brutalizacja
stosunkow spotecznych. Narastajaca globalizacja kapitatu nie wyklucza uszczel-
niania granic i intensyfikacji przeptywu ludnosci. Nie jest zatem realne zrezygno-
wanie z wladzy politycznej i autonomii rzadoéw, a tylko niekiedy ich wzmocnienie.
Od panstwa oczekuje si¢ sankcjonowania niedemokratycznych regut gry — nieogra-
niczonej wolnosci dla przeptywdéw kapitatowych i skrupulatnej kontroli nad ru-
chami ludnosci zaréwno z pobudek ekonomicznych (migracje z peryferii do cen-
trow), jak i politycznych i bezpieczenstwa (terroryzm). Jak pisze Beck (2005: 123)
,»aby wigc osiggnac cel neoliberalnej rekonstrukcji §wiata, nalezy wladzg panstw
zarazem minimalizowa¢ i maksymalizowac”. Skutkuje to ograniczeniem kontroli
spotecznej nad waznymi procesami politycznymi i gospodarczymi.

Istnieje pewna zalezno$¢ miedzy globalizacja a indywidualizacja nieréwno-
$ci spotecznych. W wyniku kryzyséw finansowych oraz ich nastepstw spoteczno-
politycznych postgpuje wykluczenie jednostek i spoteczno$ci. Liberalizacja ryn-
kéw zaostrza konkurencje nie tylko w wymiarze transnarodowym, ale takze
W ujeciu personalnym — migdzy osobami wykonujacymi ten sam zawod, a beda-
cymi przedstawicielami innych narodowosci. Granice narodowe sg istotne dla
osoby posiadajacej okreslona profesj¢ (urzad), redukuja konkurencje i uzalezniaja
ja od speliania wewnatrzpanstwowych kryteriow kwalifikacji. Kiedy stabna
i stopniowo zanikaja granice, wzrasta konkurencja i presja rynkowa na rynkach
pracy osob tej samej profes;ji, lecz innej narodowosci. Zdaniem Becka powstajacy
,»WZO0rzec nierownosci” nosi nastepujace cechy:

1) Nierownosci okre§lone sg sektorowo, co znaczy, ze bardziej dotycza jed-
nych sektoréw produkcji i ustug niz innych — zwlaszcza tam, gdzie gtdéwnym
czynnikiem jest praca a nie kapital (migrujacy moga zaoferowa¢ swoj potencjat
pracy, ale nie koniecznie dysponuja kapitatem fizycznym).

2) W sektorach przegrywajacych (konkurencje) nierownosci dotykajg w row-
nym stopniu prace i kapitat. Sytuacja tych, ktorzy traca na globalizacji, nie odpo-
wiada klasycznej dychotomii migdzy praca a kapitalem, a uktada si¢ w poprzek
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dotychczasowej struktury spotecznej, zgodnie z terytorialnym uktadem immobil-
nosci i globalnego nacisku konkurencyjnego.

3) Do grup tracacych na globalizacji zaliczy¢ trzeba czes¢ elit politycznych
i biurokratycznych, ktore uznaja, iz podstawa ich istnienia zostaje zakwestionowana
przez ponadnarodowe organizacje (Unia Europejska, WTO, MFW, ONZ i in.) oraz
przez presje ze strony transnarodowych koncernéw 1 instytucji finansowych.

Przeciwnicy postepujacej globalizacji 1 neoliberalizacji si¢gaja po rdzne
formy sprzeciwu. Znajduje on wyraz w nasilaniu si¢ nacjonalizméw, ksenofobii
i fundamentalizmu religijnego, w powstawaniu grup antykapitalistow, ekoterro-
rystow, zwolennikow narodowej demokracji i silnego panstwa. W istocie Beck
twierdzi, iz wytworzone przez globalizacje spoteczenstwo ryzyka §wiatowego jest
spoteczenstwem w zarodku rewolucyjnym.

PODSUMOWANIE

W artykule podjeto rozwazania nad bezpieczenstwem ekonomicznym w kontek-
$cie przejscia do ery kapitalizmu finansowego. Jest to prawdopodobnie kolejna
faza rozwoju tego sytemu ekonomiczno-spotecznego zwigzana z procesem aku-
mulacji kapitalu. Proces ten wywotuje turbulencje skutkujace przyspieszonym
ograniczaniem dzialnosci produkcyjnej a zwigkszaniem si¢ zakresu dziatalnosci
opartej o finanse — wzmocnieniem nasilenia tych zmian jest wykorzystanie tech-
nologii internetowej. Tempo i zakres tworzenia nowej rzeczywisto$ci gospodar-
czej przynosi takze skutki spoteczne w postaci spoteczenstwa ryzyka, ktdére musi
podejmowac decyzje dotyczgce swojego bytu i przysztosci w oparciu o dane frag-
mentaryczne i niepewnos¢. Wywotuje to rézego rodzaju zagrozenia potegowane
przez coraz mniej akceptowalne nierdéwnos$ci spoteczne i ekonomiczne. Postulo-
wanym kierunkiem zmian jest ,,uspolecznie” $wiata finasow, wigkszy zakres re-
gulacji w odniesieniu do inwestycji ryzykownych, eliminacja podejscia do go-
spodarki jak do gry w kasynie. Wymaga to z jednej stony bardziej §wiadomego
konusmenta, a z drugiej lepiej przygotowanych, bardziej etycznych decydentow
politycznych. Coraz wigksza presja spoteczenstw, Zardwno panstw wysokorozwi-
nigtych, jak tez panstw — rynkow wschodzacych, przyczyni si¢ do wigkszego za-
kresu regulacji w rynki finansowe. W przypadku braku takich regulacji moze do-
chodzi¢ do coraz bardziej spektakularnych ,,peknie¢” baniek finansowych, co
z Kolei rodzi¢ moze narastajacg frustarcje. W teorii ekonomii pozgdanym kierun-
kiem badan wydaje si¢ nowa teoria wartosci ekonomicznej. Dysusja ta w ostatnich
dekadach stracita impet, a zwigzane to byto z ,,kolonizacja” narracji neoliberalnej
—rynek zawsze okresla warto$¢ (nawet jesli generuje to bardzo konkretne koszty
spoleczne).
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O ZAGROZENIACH BEZPIECZENSTWA EKONOMICZNEGO W SPOLECZENSTWIE RYZYKA

Cel artykutu. Celem artykutu jest analiza i diagnoza bezpieczeristwa ekonomicznego w kontekscie
holistycznycznie pojmowanych wyzwan spotecznych. Gtéwnym problemem badawczym podjetym
w artykule jest nasilanie sie zagrozen ekonomicznych w warunkach przejscia do kapitalizmu
finansowego oraz zwiekszania sie spotecznych kosztow ryzyka tego przejscia.

Metoda badawcza. W artykule wykorzystano gtéwnie studia literaturowe, metode opisowa
i narracyjna.
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ABSTRACT

The purpose of the article. The aim of this study is to predict bankruptcy among Polish non-
financial firms by constructing discriminant models and comparing the outcomes with prognostic
models developed by other Polish scholars. Utilizing financial data from 2017-2021 for 416
companies across the trade, production, and service sectors, this research strives to devise the
most effective model for classifying entities into two groups.

Methodology. The study employed a discriminant function, a statistical method enabling the
classification of objects based on several explanatory variables simultaneously. Two methods for
selecting independent variables for the discriminant function were compared using group mean
equality tests and Hellwig's method. Additionally, two techniques of winsorization were applied to
minimize the impact of outliers on the study results.

Results of the research. The study’s findings underscore the importance of operational profitability
relative to total assets and the logarithm of total assets as key variables in bankruptcy prediction
models. Results confirm the significance of industry specificity on the models' classification
accuracy. The use of different methods for selecting independent variables for models and
winsorization directly impacts classification efficacy. A comparative analysis with models from
selected Polish researchers reveals that the models developed in this study achieved a higher level
of effectiveness than existing models in terms of classification accuracy.
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INTRODUCTION

The article presents the results of predicting bankruptcy among Polish non-public
enterprises and compares these outcomes with prognostic models developed by
other Polish authors.

The data used in the analysis comes from the EMIS (Emerging Markets
Information Service) financial reports from 2017 to 2021, covering 416
enterprises across three sectors: trade, production, and services. Within the scope
of the research, 16 discriminant models were constructed. In these models,
financial indicators for constructing the discriminant function were selected based
on the group mean equality test and Hellwig's variable selection method
(Witkowska, 2023: 275-277).

The study differentiated enterprises by industry using a binary-coded non-
financial variable. The efficacy of models constructed on raw data was compared
with models based on data processed through winsorization, using Tukey's
biweight criterion (Pociecha et al., 2014: 67) and the three-sigma rule
(Witkowska, 2023: 49) to eliminate the influence of outliers.

The primary goal of the research was to obtain a model with the highest
possible classification efficacy for the test sample and to compare the efficiency
of the constructed models with those of selected Polish authors who achieved an
average classification effectiveness of models in the test sample above 75%.
Additionally, it was verified which method of variable selection would prove to
be more effective and how the data processing process would impact classification
results.

1. DISCRIMINANT BANKRUPTCY PREDICTION MODELS IN THE LITERATURE

The literature on bankruptcy prediction models in Poland is very rich. Therefore,
it is necessary to mention the most important works of domestic authors (Ptak-
Chmielewska, 2021: 41).

Since the introduction of the Z-score model by Altman (1968: 589-609),
which first utilized discriminant analysis for bankruptcy prediction purposes, most
scientific research has focused on forecasting financial difficulties of companies.
In many cases, researchers consider bankruptcy as a critical threshold intended to
distinguish between financially distressed firms and those in good condition. The
fundamental issue is defining bankruptcy itself, as in models, bankruptcy is often
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understood as the inability to continue operational activities — however, it is not
related to the legal definition of insolvency. This raises the question of how poorly
a company must be managed to be considered bankrupt (Bombiak, 2010: 148;
Kokczynski, 2022: 158). In the literature, bankruptcy is defined as a state in which
a company is unable to continue operations without external financial support
(Pasternak-Malicka et al., 2021: 251) or a state in which the value of a company's
liabilities exceeds the value of its assets (Boratynska, 2014: 21).

Some researchers conceptualize bankruptcy as a stage following the
declaration of insolvency, when the debtor's assets are insufficient not only to
satisfy creditors' claims but also to cover the costs of the bankruptcy procedures
themselves. They define bankruptcy as the ultimate state, when the debtor's
financial capabilities are so limited that they prevent any restructuring or
negotiation activities with creditors (Kopczynski, 2022: 13). In this work,
companies that have filed for bankruptcy in court are considered bankrupt.
However, it should be added that Polish authors approach this issue differently. In
the work of Gajdka and Stos, bankrupt companies are considered those that have
started the liquidation process due to financial situation, entered into a court
agreement with creditors, or reached a settlement with the bank under the act on
financial restructuring of enterprises and banks (Gajdka & Stos, 1996: 143). In the
work of Maczynska and Zawadzki, enterprises at risk of bankruptcy are
considered to be economic entities where symptoms such as negative equity,
losses, and loss of liquidity were observed (Maczynska & Zawadzki, 2006: 12).
Meanwhile, in the collective work of Pociecha et al., bankrupt companies are
considered those that have declared bankruptcy (Pociecha et al., 2014: 59), and
Kopczynski also adopted this way of defining bankrupts (Kopczynski, 2022: 15).
The adopted definition of a bankrupt determines which entities will be included
in the research group as enterprises at risk of bankruptcy. Different approaches to
the definition can lead to the selection of various data sets, which directly affects
the representativeness of the research sample and the generalization of research
findings. For example, if only companies that have formally filed for bankruptcy
are considered bankrupt, the model may be less effective in identifying companies
at earlier stages of bankruptcy risk. The literature emphasizes the low
classification effectiveness of predictive models based on data describing the
financial situation of bankrupts in the years preceding the declaration of
bankruptcy by more than two (Pociecha et al., 2014: 61).

The bankruptcy of a company signifies a disruption in its operational
continuity and has a significant impact on all stakeholders, including creditors,
owners, and suppliers. In extreme cases, the accumulation of so-called bad debts
can not only lead to the bankruptcy of individual enterprises but also trigger
a cascading effect of bankruptcies among financially interlinked companies,
generating another wave of uncollectible obligations and causing a so-called
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domino effect (Janus et al., 2022: 72). On the other hand, bankruptcies serve as
a form of catharsis for the economy, necessitating the cleansing of the market by
eliminating insolvent units that cannot meet the rules and requirements of market
efficiency (Maczynska, 2013: 4). Consequently, there is a need to develop reliable
models for predicting financial distress that can timely diagnose entities with
financial difficulties. Such models are a crucial informational tool for investors,
shareholders, company management, and financial institutions like banks (Shi &
Li, 2019: 116).

The diverse conditions under which enterprises operate in various regions are
the reason why the issue of bankruptcy prediction cannot be generalized and
requires an individual research approach based on the use of empirical data related
to a specific economy or group of economies with similar operating conditions
(Jaki & Cwigk, 2021: 3).

Among the most frequently cited works by Polish authors in the field of
bankruptcy prediction there are: Gajdka and Stos (1996), Hadasik (1998),
Wierzba (2000), Appenzeller and Szarzec (2004), Maczynska & Zawadzki
(2006), Hotda (2006), Wojna (2007), Hamrol and Chodakowski (2008), Pociecha
(2011), Pociecha et al. (2014), Kopczynski (2016). It is worth noting that Polish
authors also explore alternatives to standard financial indicators, including works
such as: Korol (2010), Ptak-Chmielewska and Matuszyk (2017), Ptak-
Chmielewska (2021).

2. DATA AND METHODS
2.1. Data

The database contains observations on 416 non-financial enterprises not listed on
the capital market. Half of the observations consist of enterprises that have filed
for bankruptcy in court (208 observations), while the other half are enterprises
able to continue their business operations. For simplification in the study, these
enterprises will be referred to as non-bankrupts. The data comes from the EMIS —
Emerging Markets Information Service.

The entities included in the study can be divided into three sectors, which are
presented in Table 1. The database gathers both financial and non-financial
information about the entities under examination. The data is complete, as missing
information was supplemented based on reports from the Ministry of Justice's
website, from which financial reports of the companies under study for the year
and two years before bankruptcy (financial reports from 2017-2021) were
downloaded. Reports from the year in which an entity filed for bankruptcy were
not included in the database.
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Table 1. Number of enterprises included in the research set by industry

Category Trade Production Services
Bankrupts 72 68 68
Non-bankrupts 72 68 68

Source: own study based on enterprise data obtained from the EMIS website.

In addition to financial data from reports, the EMIS database also contains
data on calculated financial indicators. However, it was decided to forego using
this information due to its largely incomplete nature, as well as significant
discrepancies in the calculation methods for the indicators among different
entities. Therefore, to minimize additional factors that could disrupt the models,
a decision was made to independently calculate all considered financial indicators,
selected from six groups: liquidity, indebtedness, profitability, operational
efficiency, dynamics, and size and structure, based on the literature (Pociecha
etal., 2014: 64-67, Maczynska & Zawadzki, 2006: 23-24; Hamrol &
Chodakowski, 2008: 21-24), totaling 57 financial indicators. Table 2 presents
these indicators used in the study. Additionally, a non-financial variable coded as
binary, BO1 with a value of 1 for the industry and B02 with a value of 1 for
services, was implemented in the study.

Table 2. Financial indicators

Indica- Formula
tors
Liquidity

POl Current assets / Short-term liabilities

P02 (Current assets - Inventories) / Short-term liabilities

P04 (Current assets - Short-term liabilities) / Total assets
Indebtedness

Z01 (Long-term liabilities + Short-term liabilities) / Total assets

202 (Long-term liabilities + Short-term liabilities) / Equity

Z04 Equity / Total assets

Z07 (Net income + Depreciation) / (Long-term liabilities + Short-term liabilities)

Z10 (Equity + Long-term liabilities) / Fixed assets

712 Current assets / (Long-term liabilities + Short-term liabilities)
Profitability

RO1 Operating income + Depreciation
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RO2 (Operating income + Depreciation) / Total assets
RO3 (100 - Gross profit) / Net sales revenue
RO5 (100 - Net income) / Equity
RO7 Operating income / Total assets
R0O9 Gross profit of t-1 and t-2 / Total assets
R10 Net profit /((Current assets t-1 + Current assets t-2) / 2) - 100
R12 Net profit / ((Current assets of t—1 + Current assets of t-2) / 2) - 100
R13 (Operating income — Depreciation) / Total assets
R14 (Net income / Current assets) -100
R16 Net sales revenue / Total assets
Operational Efficiency
S03 Inventories / Operating costs
504 Inventories / Net sales revenue
305 Short-term receivables / Net sales revenue
506 Operating costs / Short-term liabilities
307 Net sales revenue / Short-term receivables
509 (Inventories -360) / Operating revenue
S14 (((Inventories of t-1 + Inventories of t-2) / 2) - 360) / Operating revenue
515 (((Receivables of t—1 + Receivables of t-2) / 2) - 360) / Operating revenue
s16 (((Shor_t-term liabilities of t—1 + Short-term liabilities of t-2) / 2) - 360) /
Operating revenue
S17 S14 + S15
s18 S17-S16
s19 (((Shor_t-term liabilities of t—1 + Short-term liabilities of t-2) / 2) /
Operating costs - 360)
Dynamics
D01 Revenue of t-1 / Revenue of t-2
D02 Equity of t-1 / Equity of t-2
Size and Structure
Wwo1 Fixed assets / Current assets
W02 Log (Fixed assets / Current assets)
W03 Log (Fixed assets + Current assets)

Source: own study based on: Pociecha et al. (2014: 64-67); Maczynska and Zawadzki (2006:
23-24); Hamrol and Chodakowski (2008: 21-24).
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The collected data was subjected to winsorization, a statistical estimation
process that involves modifying outlier values to reduce their impact on the
analysis results. In this approach, variable values exceeding predefined threshold
limits are replaced with those thresholds, thereby making the estimator resistant
to the effects of large residuals. This process divides units into a group of data
used unchanged and a group of outlier observations, which are modified and
included in the sample in an altered form, enabling the estimation of parameters
based on such a transformed dataset (Dehnel, 2017: 61-62).

The winsorization process was conducted using various methodologies to
assess their impact on the models' classification efficiency. In the first approach,
the three-sigma rule was applied to modify the data (Witkowska, 2023: 49), while
the second method was based on the application of the Tukey's biweight criterion
(Pociecha et al., 2014: 67-68). Both methods of winsorization were applied
separately for each set of companies, and it should be emphasized that the
discriminant models were also constructed based on raw data.

2.2. Methods

For the construction of bankruptcy prediction models, a linear discriminant
function was used, which is a statistical method that allows for the classification
of objects based on multiple explanatory variables simultaneously according to
a specific criterion (Ttuczak, 2013: 424). The form of the linear discriminant
function is as follows:

Z=ay +a;Xqy +aX, + -+ apXg
where:
Z — represents the dependent variable,
a; — are discriminatory coefficients sa wspotczynnikami dyskryminacyjnymi,
a, — is the constant,
X; — denotes the explanatory variables.

The selection of variables for discriminant models was based on the test of
group mean equality using the SPSS software. This test, conducted through the
ANOVA analysis of variance, assesses whether the average values of the variables
under study statistically differ between the specified groups (IBM, 2023), in this
case, between bankrupt companies and those that remained on the market. The
selection criteria for variables into the model were the F statistic values and the
significance level p-value, with statistically significant differences considered at
a p-value less than 0.05. Variables that met this criterion and showed high F
values, indicating strong differences between groups, were selected for further
analysis. Although in the study, the lowest possible Wilks' lambda value is
desirable (Wojnar & Kasprzyk, 2011: 412-413), this value was not a selection
criterion for variables, as the values for most included variables were similar.
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After selecting the variables, the construction of linear discriminant functions
for various combinations of explanatory variables was initiated. A stepwise
forward method was adopted, which allowed for the identification of factors with
the most significant impact on classification. As a result of numerous experiments,
models that demonstrated the highest classification efficiency were presented.
These models were constructed based on variables: R02, W03, and R09, as well
as on W03 and R10 variables.

The second method applied for the selection of diagnostic variables was the
Hellwig method, aimed at selecting a set of variables that best characterize the
phenomenon of bankruptcy while avoiding informational redundancy
(Witkowska, 2023: 275-276). As a result of implementing the Hellwig method,
variables such as S18, R09, P02, R13, R14, R16, S04, S19, and R10 were selected
for the central variable group, and Z02, Z03, R01, R02, R05, S03, S07, W01, W02,
D01, 204, W03, D02, S09 were classified into the isolated variable group. Based
on the selected variables, two discriminant functions were constructed, separately
for the set of central and isolated variables. All constructed models were presented
in Tables 3 and 4.

Table 3. Statistical significance of estimated discriminant functions with variables selected using
the progressive stepwise method

Cano-
Eigen- | nical

value | corre-
lation

Discriminant function equation Iy % df | p-value

Raw data

FO1=0.217 - RO2 + 1.026 - W03 +
0.032 - R09 —3.322

F02 =1.043 - W03 + 0.003 - R10 — 3.357 0.159 | 0.360 | 0.863 | 49.115 | 2 0.000
Winsorized data — 3 sigma rule

F03 =0.226 - R02 + 1.051 - W03 +
0.023 - R09 —3.399

F04 = 1.063 - W03 + 0.003 - R10 — 3.415 0.163 | 0.374 | 0.860 | 50.279 | 2 | 0.000
Winsorized data — Tukey's biweight criterion
F05=0.245 - R02 + 1.238 - W03 - 0.030

0.150 | 0.361 | 0.870 | 46.468 | 3 | 0.000

0.154 | 0.366 | 0.866 | 47.754 | 3 | 0.000

0.219 | 0.424 | 0.821 | 65.752 | 3 | 0.000

- R09 - 3.952

F06 =1.210 - W03 + 0.002 - R10 — 3.842 0.226 | 0.429 | 0.816 | 67.736 | 2 | 0.000
Raw data

FO7 =0.217 - R02 + 1.028-W03 +

0.034 - R09 —0.093 - BO1 + 0.088 0.151 | 0.362 | 0.869 | 46.561 | 5 | 0.000

- B02 —3.326
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FO8 = 1.045 - W03 + 0.003 - R10—0.090

- BOL+0133 - BO? 3378 0.160 | 0.372 | 0.862 | 49.344 | 4 | 0.001
Winsorized data — 3 sigma rule

F09 = 0.226 - R02 + 1.054 - W03 +

0.024 - R09 - 0.102 - BO1 + 0.083 - B02 0.155 | 0.367 | 0.866 | 47.860 | 5 | 0.000

—3.400

F10 =1.066 - W03 + 0.003 - R10 — 0.098

- BOL+0131 - BO? — 3.435 0.164 | 0.376 | 0.859 | 50.529 | 4 | 0.000
Winsorized data — Tukey's biweight criterion

F11=0.249 - R02 + 1.249 - W03 - 0.034

- RO9 - 0214 - BOL + 0.066 - BO2 — 3.941 0.222 | 0.426 | 0.818 | 66.397 | 5 | 0.000

F12=1219 W03 +0.002 - R10-0191 | 559 | 0432 | 0.814 | 68495 | 4 | 0.000

- B01 +0.115 - B02 — 3.845

Source: own study based on enterprise data obtained from the EMIS website and analysis in

SPSS.

Table 4. Statistical significance of estimated discriminant functions with variables selected using
the Hellwig method

Discriminant function equation

Eigen-
value

Cano-
nical
correla-
tion

df

p-value

F13=0-S18 +0.271 - R09 —

0.001 - P02 +0.028 - R13 + 0-R14 —
0.018 - R16 - 0.181 - S04 + 0-S19 +
0.002 - R10 + 0.243

0.050

0.218

0.952

16.101

0.065

F14 =-0.002 - Z02 + 0.078 - Z03 +
0-R01+0.129 - R02 + 0-R05 —
0.061 - SO3 +0 - SO7 —0.051 - W01 +
0.358 - W02 + 0 - DO1 + 0.034 - Z04 +
0.779 - W03 -0.001 - D02 + 0 - S09 —
2.133

0.253

0.449

0.798

73.755

14

0.000

F15=0-S18 + 0.276 - R0O9 —0.001 - P02
+0.028 - R13+0 - R14-0.018 - R16 —
0.187 - S04 + 0 - S19 + 0.002 - R10 —
0.129 - BO1 + 0.160 - BO2 + 0.237

0.051

0.220

0.952

16.264

11

0.132

F16 =-0.001 - Z02 + 0.077 - Z03 +
0-R01+0.130 - R02 +0 - RO5 -
0.065 - S03 + 0 - SO7 —0.050 - W01 +
0.357 - W02 +0 - D01 + 0.035 - Z04 +
0.783 - W03 —-0.001 - D02 + 0 - S09 —
0.182 - B01 —-0.003 - B02 —2.085

0.255

0.451

0.797

73.997

16

0.000

Source: own study based on enterprise data obtained from the EMIS website and analysis in

SPSS.
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The verification of classification accuracy should be performed based on
a test set of observations, containing objects that did not participate in the process
of estimating parameters of the discriminant function. The process of selecting
companies for the sample should be random to avoid errors stemming from
a subjective selection (Witkowska, 2023: 318-319).

In the study, observations for the test sample were selected through
randomization, using a random number generator in Excel. The effectiveness of
the models was verified based on an 80% training sample and a 20% test sample
ratio. To maintain the representativeness of industry participation in the study for
the entire population, the drawing was conducted separately within each industry:
trade, production, and services. This approach allowed for maintaining symmetry
between the number of available observations and industry participation. The
results of the drawing from each industry were then summed up, creating
a balanced test sample that reflects the industry structure of the available database.
This should translate into greater reliability and accuracy in verifying the
effectiveness of the models.

Such a method of sample selection, unfortunately, still carries the choice-
based sample bias. This means a situation in which units are selected for the
sample based on prior information regarding the dependent variable. For instance,
initially, data concerning a group of bankrupt companies are collected. The
probability that units will be included in such a sample depends precisely on the
characteristics of the dependent variable. The sample is constructed, for example,
by including all the insolvent units, while the rest are selected using a specific
matching scheme (Gruszczynski, 2017: 24).

3. RESULTS AND DISCUSSION

Table 5 presents the classification effectiveness of the 16 constructed discriminant
models.

The least accurately classifying models, F13 and F15, were constructed using
the Hellwig method based on central variables. These models are characterized by
an average classification effectiveness of 67.50%. It is important to emphasize their
low effectiveness in classifying bankruptcies at 42.50% while simultaneously
achieving a very high effectiveness in classifying non-bankruptcies at 92.50%.
The low effectiveness in recognizing bankruptcies may indicate a suboptimal
selection of variables.

FO02, FO4, FO6, F11, F12, and F16 models stand out in terms of classification
effectiveness. FO2, FO4, and FO6 models are based on financial variables and were
constructed using a progressive stepwise method based on the test of group means
equality. Models F11 and F12 were also constructed using this method but
incorporate non-financial information about industries. The independent variables
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in F16 model were selected using the Hellwig method, consisting of variables
from the set of isolated features. The analysis of these models shows the impact
of individual variables on classification effectiveness. Variables such as W03, the
logarithm of total assets, and R02, an indicator of operational profitability relative
to total assets, appear in the most effective models, emphasizing their significance
in assessing the financial condition of companies. Additionally, the use of a non-
financial variable that differentiates observations by industry in some models,
suchas F11, F12, and F16, shows that complementing financial analysis with non-
financial information can contribute to increased prediction accuracy.

Table 5. Classification efficiency in the test set

Effectiveness of classification

Model Bank- Non-bank- Total Model Bank- Non-bank- Total
rupts rupts rupts rupts

FO1 70,00% 75,00% 72,50% | F09 67,50% 75,00% 71,25%
F02 70,00% 80,00% 75,00% | F10 65,00% 77,50% 71,25%
FO3 70,00% 75,00% 72,50% | F11 72,50% 77,50% 75,00%
Fo4 70,00% 80,00% 75,00% | F12 65,00% 87,50% 76,25%
F05 70,00% 75,00% 72,50% | F13 42,50% 92,50% 67,50%
FO6 70,00% 82,50% 76,25% | F14 72,50% 67,50% 70,00%
FO7 67,50% 75,00% 71,25% | F15 42,50% 92,50% 67,50%
FO8 65,00% 77,50% 71,25% | F16 75,00% 72,50% 73,75%

Source: own study based on enterprise data obtained from the EMIS website and analysis in
SPSS.

The study confirms that both data processing and the methodology of variable
selection are crucial for the effectiveness of discriminant models. Models based
on raw data, while effective, seem to be slightly less precise compared to those
utilizing processed data. Among the two applied winsorization methods, better
results were obtained using the method based on the Tukey's biweight criterion.
The introduction of a non-financial variable into the models affected their
classification effectiveness, but it did not always translate into a clear
improvement compared to models based solely on financial variables.

As part of the conducted research, a comparison of the obtained classification
results was also made with discriminant models developed by selected Polish
researchers. These models, presented in Table 6, were estimated using the data
employed in this study. It should be emphasized, however, that the estimation of
models by the Polish authors was based on the use of variables indicated by these
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researchers, and not on an exact replication of the discriminant functions they
proposed. The presented models were based solely on variables available in the
collected database, which allowed for their direct comparison with the

discriminant models developed as part of the research.

Table 6. Classification efficiency in the test set

Models Effectiveness of classification
Authors Variables Bankrupts Non-bankrupts Total
Wierzba’s Z0% Ri2, RIS, 20,00% 92,50% 56,25%
o P01, P02, P04, 0 0 0
Hadasik’s 701, S04, S05 30,00% 92,50% 61,25%
Pogodzifiska | o) pog 12,50% 95,00% 53,75%
and Sojak’s
Pociecha’s (D1) | S06, R02, Z10 52,50% 95,00% 73,75%
Pociecha’s (D2) | 207, Z10, S06 10,00% 97,50% 53,75%
Maczynska and | P01, RO7, Z04, o o 0
Zawadzki's (G) | 207 25,00% 92,50% 58,75%

Source: own study based on enterprise data obtained from the EMIS website and analysis in
SPSS and subject literature: Pociecha et al. (2014: 109); Maczynska and Zawadzki (2006: 21);
Hamrol and Chodakowski (2008: 21-23).

This analysis aimed to verify the effectiveness of our solutions in the context
of existing concepts. Among the models of Polish researchers, Pociecha’s model
in version D1 showed the highest classification effectiveness, achieving an
average effectiveness of 73.75%. A common feature of this model and the
developed FO6 and F16 models is the R02 variable, which refers to operational
profitability relative to total assets. This variable, as it turns out, has a significant
impact on classification effectiveness, as confirmed in both Pociecha's model and
F06 and F16 models.

CONCLUSIONS

The study focused on analyzing the bankruptcy prediction of Polish non-publicly
traded non-financial companies. The method of variable selection and data
processing techniques proved significant, where the application of the Tukey's
biweight criterion for data winsorization contributed to the improvement of the
models' classification effectiveness. The use of the non-financial BO1 and B02
variable to distinguish companies based on their industry had an impact on the
accuracy of model classification, though it did not always lead to a clear
improvement in classification accuracy. Comparing the accuracy of classification
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results of constructed discriminant models with the works of Polish authors
revealed significant classification effectiveness, especially for FO6 and F16
models, which showed a better ability for precise identification of bankruptcies.
This seems to be caused by continuous changes occurring in socio-economic
phenomena that may influence the rapid obsolescence of models (Witkowska,
2023: 233). Among the financial variables, the key indicator proved to be R02
variable, relating to operational profitability relative to total assets, indicating that
operational profitability can be a strong predictor of bankruptcy risk. Additionally,
W03 variable, the logarithm of total assets, suggests that larger companies have
a lower probability of bankruptcy, which may reflect the scale effect and greater
financial stability of large entities.

The obtained results, however, cautiously challenge the rationale behind
constructing models, emphasizing that key variables such as R02 and W03 could
themselves serve as criteria for assessing the financial condition of companies.
This conclusion may seem contradictory to the literature on the subject
(Maczynska & Zawadzki, 2006: 22-23; Gajdka & Stos, 1996: 147), yet, it is
worth noting that there are some authors who have arrived at similar conclusions
in their works (Kopczynski, 2016: 385-391; Pociecha et al., 2014: 117-118).
Nonetheless, the necessity to include statistically significant financial variables
and non-financial information, as well as the careful selection of their processing
methods, remains crucial for developing effective predictive models capable of
identifying companies deemed bankrupt.
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KONSTRUKCJA MODELI DYSKRYMINACYJNYCH W PRZEWIDYWANIU BANKRUCTWA POLSKICH
PRZEDSIEBIORSTW NIEPUBLICZNYCH

Cel artykutu. Celem badania jest prognozowanie bankructwa polskich przedsiebiorstw niefinanso-
wych poprzez konstrukcje modeli dyskryminacyjnych oraz poréwnanie wynikdw z modelami pro-
gnostycznymi opracowanymi przez innych polskich autorow. Wykorzystujac dane finansowe z lat
2017-2021 dla 416 firm z sektoréw handlowego, produkcyjnego i ustugowego, badanie dazy do
konstrukcji najbardziej efektywnego modelu w klasyfikacji podmiotéw na dwie grupy.

Metoda badawcza. W badaniu wykorzystano funkcje dyskryminacyjng, ktora jest statystyczng
metoda umozliwiajgca klasyfikacje obiektéw na podstawie wielu zmiennych objasniajacych jed-
noczesnie. Poréwnano dwie metody doboru zmiennych niezaleznych do funkcji dyskryminacyj-
nej za pomoca testow réwnosci srednich grupowych oraz metody Hellwiga. Ponadto wykorzy-
stano dwie techniki winsoryzacji w celu zmarginalizowania wptywu obserwacji odstajacych na
wyniki badania.

Wyniki badan. Wyniki badania podkreslajg znaczenie rentownosci operacyjnej w stosunku do
aktywéw ogétem oraz logarytmu sumy aktywédw jako kluczowych zmiennych w modelach pro-
gnozowania upadtosci. Wyniki potwierdzajg istotnos¢ wptywu specyfiki branzowej na skutecz-
nos¢ klasyfikacyjng modeli. Stosowanie réznych metod doboru zmiennych niezaleznych do mo-
deli oraz winsoryzacji ma bezposrednie implikacje dla efektywnosci klasyfikacyjnej. Analiza po-
rownawcza z modelami wybranych polskich badaczy ujawnia, ze modele opracowane w tym ba-
daniu, uzyskaty wyzszy poziom skutecznosci niz istniejgce modele pod wzgledem doktadnosci
klasyfikacji.

Stowa kluczowe: modele predykcji bankructwa, winsoryzacja danych, informacje niefinansowe,
metody doboru zmiennych do modeli.
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CREDIT BORROWER SECTOR OF ECONOMY AND CREDIT RISK FOR BANKS

ABSTRACT

The purpose of the article. Business entities in different industries operate differently. Therefore,
different sectors are characterized, among other things, by different profitability, the need for
external financing, and, consequently, a different level of risk of default on credit commitments to
banks. Borrowers from specific industries may be, from the perspective of banks' interests, better
or worse customers and contribute to strengthening or weakening the quality of their credit
portfolios.

The purpose of the article is to compare sections of the economy in terms of the credit risk
accompanying banks lending to them. The analysis conducted will be used to verify the hypothesis
that industries are significantly different in terms of banks' credit risk related to credits they grant.

Methodology. The article supplements the literature with a cross-sectional analysis of economic
sectors and includes an assessment of the differentiation of each of them in terms of their
economic condition and the associated potential risk of banks lending to their respective
industries. The first section of the article presents a literature review covering the issue of
comparing the risk of operating in different industries, and the second presents the classification
of sections of the economy according to the Polish Classification of Activities (PKD) . The third part
presents data from the National Bank of Poland NBP on the repayment of credits in various
industries. The fourth section of the article presents the characteristics of each section of the
economy. The size of the operating of each industry, taking into account the size of its revenues
and the number of enterprises, as well as the scale of investment and the demand for credit and
loans in each section of the economy are presented. The cost level index, debt-to-equity ratio, the
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share of credit s and credits of each section in relation to equity are also examined. The
relationships between: debt and financial results of sectors, financial costs and credit, and financial
costs and net financial results of industries are also characterized in this chapter. In addition, the
profitability and liquidity of economic sections were examined. The fourth chapter also analyzed
data on bankruptcy and restructuring proceedings opened by section of the economy.

Results of the research. The assumptions and results of the analysis of the risk of credit defaults
by each section of the economy are presented in the last section of the article. In addition, the
results of the analysis carried out in the article are discussed and compared with NBP data on the
share of credits in phases 2 and 3 in each industry. The conclusion of the study is that industries
are significantly different in terms of credit risk from the perspective of the banks providing them
with financing.

Keywords: credit risk, sector of economy, bank credit, credit quality, loans quality.

JEL Class: G21.
1. LITERATURE REVIEW

Banks have important functions in the economy. As Jaworski and Szelagowska
(2014) point out, they influence the development of almost all sectors of the
economy and the level of investment and consumption in the economy. However,
banks, when considering an application for credit granted, must first and foremost
assess the credit risk associated with their decisions, and such a risk may be
differentiated by the industry of the economy to which a borrower belongs.

There is a number of studies examining the risks associated with entities
operating in a particular industry. Zalewska and Sokoét (2022) have studied the
financial health of companies in the construction industry listed on the Warsaw
Stock Exchange under conditions of a changing environment, and have been
concerned with measuring the associated level of risk. The industry was chosen
by the authors for the study as having significant importance for the economy of
each country and the quality of life of society. The study showed that entities in
this section of the economy are characterized by a fairly high level of total debt,
which is associated with its high capital absorption and, at the same time,
a relatively low level of financial risk.

Kaminska and Nowak (2022) have focused on analyzing the risks of doing
business in the automotive industry, pointing out the main risks in the form of
component unavailability and broken supply chains, and emphasizing the role of
effective management leading to risk reduction. The logistics industry was also
dealt with by Sicinski (2021), focusing on the causes of insolvency of entities in
this section. He pointed to dependence on suppliers and connections linking
entities in the production chain and competition emerging in the market, as well
as buyer power and price flexibility as determinants of insolvency risk in the
industry. On the other hand, Boratynska and Yafremava (2023), conducting
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research in a similar area, assess that analyzing the bankruptcy risk of entities in
the automotive industry requires the use of a variety of research methods in order
to identify warning signals of bankruptcy risk early enough.

Zuba-Ciszewska (2020), on the other hand, focused on a detailed analysis and
role of the food industry in Poland. She noticed the problems of this industry, such
as the limitations of the absorptive capacity of the internal market, or the issue of
increasing import of most types of products and competition in the market.

Nakonieczny et al. (2022) have taken upa topic of assessing liquidity and
profitability on the example of the mining and steel industry. Based on an analysis
of the situation of selected companies, the authors noted that despite the safe levels
of liquidity and profitability ratios in the studied group, they are becoming worse
over time (2017-2020). The observed results made the authors conclude that this
could "lead to bankruptcy and the slow disappearance of the industry in the
domestic market".

Kantor (2021), using the example of the food service industry, showed that
even experienced entrepreneurs operating in the sector who are aware of the risks
associated with its operation may have difficulty managing risks in extraordinary
situations, as presented against the backdrop of the Covid-19 pandemic.

Zemlinska-Sikora (2021) also based her research on the Covid-19 pandemic
period when analyzing the IT industry. According to the author, the difficult time
of the pandemic opened growth opportunities for the industry, as the time of
working remotely gave the IT industry the opportunity to increase sales
of products and solutions offered.

The above studies focused on a selected industry and were not conducted in
the context of credit risk for banks. This topic was dealt with, for example, by
Kokczynski and Witkowska (2020) or Konopka (2021), but not in the context of
dividing the economy into industries, but focusing only on the issue of credit risk
assessment by banks in connection with financing provided to specific companies.

A cross-sectional assessment of industries was undertaken by Jaki and Kruk
(2022). The study, covering the period 2007-2019 and the following categories:
fuels and energy; chemicals and raw materials; industrial production and
construction; consumer goods; trade and services; health care; and technology,
examined the profitability of companies. Its results showed that health care was
the worst performer on the list. In other categories, the results were much less
varied. The basis for the division of companies was the sector classification
according to the Stock Exchange Yearbook. However, the analysis according to
this classification does not correspond to that resulting from the categorization of
companies' activities according to the industry of the PKD, and focuses only on
listed companies.
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A comparative analysis by PKD section was completed by Zawadzka (2009),
however, only to the extent of covering the importance of short-term liabilities in
corporate financing. Moreover, the study covered a distant time period, i.e., 1998—
2007.

The risk assessment of individual industries, based on companies listed on
the Warsaw Stock Exchange, was carried out by Homa and Moscibrodzka (2017).
The authors were concerned with determining the value at risk for individual
industry sectors of listed companies. The mining and fuel and energy industries
proved to be the most risky. However, the analysis did not cover all PKD
industries. An assessment of selected sector indices on the Warsaw Stock
Exchange was also made by Konarzewska (2017), focusing on the analysis of the
market risk of investments rather than the credit risk of the industry in the context
of bank credit granting.

In the literature, it is difficult to find the studies that focus on comparing the
operating risks of companies active in different industries. This study presents
a characterization of all industries with a focus on credit risk, which is associated
with operating in a specific section of the economy and determines the ability of
these industries to repay their credit commitments to banks.

2. CLASSIFICATION OF ECONOMIC ACTIVITY ACCORDING TO PKD

The division of various types of economic activity is defined in the Regulation of
the Council of Ministers of December 24, 2007 on the Polish Classification of
Activities (PKD). Its use is mandatory in statistics, record-keeping and
documentation and accounting, as well as in official records and public
administration information systems. The division structure comprisesfive levels,
which include, in order from the most general: section, division, group, class and
subclass. The most general division includes 21 sections, designated by a single-
letter symbol, which are types of activities that, as the Regulation indicates,
consist of activities related to each other from the point of view of the traditionally
formed, general division of labor. The 21 sections mentioned above are:

1. Aagriculture, forestry, hunting and fishing;
B mining and quarrying;
C manufacturing;
D electricity, gas, steam, hot water and air conditioning supply;
E water supply; sewage and waste management and remediation activities;
F construction;
G wholesale and retail trade; repair of motor vehicles, including
motorcycles;
H transportation and warehouse management;
| accommodation and food service activities;
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10.J information and communication;

11. K financial and insurance activities;

12. L real estate activities;

13. M professional, scientific and technical activities;

14. N administrative and support service activities;

15. O public administration and defense; obligatory social security;

16. P education;

17.Q health care and social assistance;

18.R cultural, entertainment and recreational activities;

19. S other service activities®;

20. T households employing workers; households producing goods and

providing services for own use;

21. U extraterritorial organizations and groups.

From the definition that comes from the Regulation, it follows that an
operation is involved when factors such as equipment, labor, production
technology, information networks or products are combined to produce a specific
product or perform a service. An operation is characterized by its input products
(goods or services), technological process and output products. In addition, it is
worth noting that business entities usually carry out different types of activities.
In order to properly classify an entity, it is therefore necessary to determine its
leading activity, .i.e., the largest share of the indicator characterizing the entity's
activity. The Regulation recommends that statistical surveys for determining the
predominant activity should be guided by value added?.

3. NBP DATA ON CREDIT REPAYMENT BY INDUSTRY

The inspiration for the study on comparing sections of the economy in terms of
the credit risk accompanying banks that grant credits to them, and looking for own
indicators that would demonstrate that particular industries may have a problem
with credit repayment, came from the NBP's financial system stability reports?,
showing the volumes of credit in banks' portfolios, in phases 2 and 3.

1 This category includes activities of membership organizations, repair and maintenance of
computers and personal and household goods, other individual service activities.

2 According to the Statistics Poland, gross value added in public statistics "represents the sum
of gross value added of all institutional sectors or branches of economic activity. It is calculated as
the difference between output and intermediate consumption (production side) or as the sum of
employment-related costs, amortization of fixed assets, gross operating surplus/gross mixed income
and other taxes decreased by production-related subsidies (income side)" — GUS.

3 NBP Reports on the stability of the financial system for the periods June 2021, June 2022,
June 2023.
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Chart 1. Share of phase 2 (top graphic) and phase 3 (bottom graphic) loans in total loans
for each PKD section, 2019-2022%
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Source: based on the NBP Reports on the stability of the financial system for the periods June
2021, June 2022, June 2023.

4 Data according to the National Bank of Poland including estimates of loan shares based on
reporting of so-called large exposures. Data includes share of loans to entrepreneurs and individual
farmers.
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Phase 2 includes banks' non-performing loan exposures, excluding POCI®
assets , for which, at a given point in time, the credit risk associated with a given
loan has increased significantly since initial recognition. On the other hand, phase
3 includes impaired credit exposures as defined in Appendix A of IFRS 99,
excluding POCI assets, where there is evidence/indication of impairment as of a
given date. Banks' phase 2 and phase 3 receivables thus show loans where
repayment difficulties have occurred or the borrower's economic and financial
situation is suspected to be deteriorating. The information on the share of loans in
phase 2 and phase 3 by each section of the economy makes it possible to infer the
credit risk associated with the financing of particular industries.

As can be seen in Chart 1, the share of loans in phases 2 and 3 changed from
year to year. This is particularly noticeable in phase 2 in the accommodation and
food service activities (1) section, where the share of phase 2 loans in relation to
all loans increased significantly in 2020-2022 with relation to 2019. A similar
situation applies to the culture, recreation and entertainment (R) and mining (B)
sections.

Analyzing Phase 3, increases in the share of hon-performing loans have been
recorded in recent years, especially in sections S other services, as well as Q health
care.

Considering the average of 2019-2022, the industries with the largest share
of loans in phase 2 are as follows:

- accommodation and food service (1) (31.7%);

— culture, recreation and entertainment (R) (27.3%);

— other services (S) (19.5%);

— health care (Q) (18.0%);

— real estate services (L) (16.7%).

In turns, the industries with the largest share of phase 3 loans according to the
2019-2022 average are:

— mining (B) (23.6%);

— accommodation and food service (1) (22.4%);

— other services (S) (21.1%);

— construction (F) (14.5%);

— agriculture (A) (11.6%).

When analyzing the above data, it is important to consider the impact of the
Covid-19 pandemic on the economy. As the UKNF’ points out, wholesale and
retail trade (G), real estate services (L) and manufacturing (C) were the most
affected by the pandemic, but accommodation and food service activities (I) and

5 Purchased or originated credit-impaired asset — purchased or originated financial asset(s) that
are credit-impaired on initial recognition, as defined in Appendix A of IFRS 9.

6 International Financial Reporting Standard 9.

" UKNF information on the situation of the banking sector in 2020.

101



Joanna Stepinska

construction (F) also suffered. The data mapped information on the industry
structure of loans covered by non-statutory moratoria in 20208,

As mentioned above, the data from the NBP reports became the motivation
for conducting our own research, which is presented in Chapter 5. In this chapter,
the results of own analysis are also compared with the data from the NBP reports.

4. CHARACTERISTICS OF SECTORS

In the article, the sections of the economy are presented in different terms to best
reflect their nature. Not all the sources used in the study provide information on
each of them. In addition, the various sources publish information in different
terms, as noted later in the paper.

In the article, the term "section™ of the economy is used interchangeably with
the terms "industry™ or "sector”, which are not mentioned in the aforementioned
PKD Regulation, but are commonly used phrases for a specific group (i.e.,
a section) of economic activity.

What is excluded from the analysis is the section of financial and insurance
activities (K), which includes banks, i.e., entities whose risk exposure to financing
other industries is examined in the article.

4.1. Revenue volume and number of operators by industry

It is useful to start characterizing industries by determining their size. For this
purpose, the revenue data of each industry was collected and presented in Chart 2.
In 2022, the largest revenues were generated by trade and manufacturing, clearly
standing out in this category compared to other industries. These two sectors
together accounted for two-thirds of the total revenue of all analyzed industries.
With the revenue data, it is also worth comparing information on the number of
entities operating in each industry (Chart 3). Trade is again the leader in this
category, with 20% of entities concentrated in this industry, followed by
construction (15%) and professional, scientific and technical activities (14%, with
a 3% share of total industry revenues). Construction, the second largest industry
in terms of revenue, is only 5th in terms of the number of entities clustered in an
industry. Therefore, it can be seen that various industries have quite different
characteristics, primarily characterized by different degrees of fragmentation.

8 Banks temporarily suspend the requirement for customers to repay capital installments.
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Chart 2. Revenue volume by industry (PLN million), 2022
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* Data on industry, i.e., sections B+D+E, are given collectively without a split into individual
industries, only with the separation of manufacturing, i.e. section C.

Source: own study based on GUS Report data.

Chart 3. Number of enterprises by industry (left axis), % share of total industries (right axis), 2022
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* Data on industry, i.e., sections B+D+E, are given collectively without a split into individual
industries, only with the separation of manufacturing, i.e., section C.

Source: own study based on GUS Report data.
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For evaluating industries, it is not only the value of revenues that is important,
but more significant are the financial results achieved by them, as well as the
change in both values over time. Comparing the years 2022 and 2015, it can be
seen that revenues in all industries increased, but this took place at noticeably
different tempos (Chart 4 top graphic). Quite similar were the changes in relation
to net income (Chart 4 bottom graphic).

Chart 4. Revenue and change of revenue 2022/2015 (top graphic);
net financial result and change of net financial result 2022/2015 (bottom graphic)
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Source: Statistical Yearbook of the Republic of Poland, 2023°.

9 The data is for non-financial enterprises with 10 or more employees. The data does not
include entities engaged in banking, brokerage, insurance, as well as investment and pension
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Table 1. Ratio of financial result growth to revenue growth

Section A B C D E F G H
Financial

result/ 2,33 1,02 1,48 6,25 1,31 1,31 2,41 1,60
Revenue

Section I J L M N P Q

Financial

result/ 1,72 1,18 0,35 2,84 3,60 15,52 1,42

Revenue

Source: Statistical Yearbook of the Republic of Poland, 20231°.

To assess the situation from the perspective of banks, it can be noted that a
high revenue growth is perceived positively, while small changes in revenue
growth can be alarming and signify a low growth potential of industries and
decreasing ability to settle their liabilities relative to other sections. It is even more
important to assess whether revenue growth over time is followed by an increase
in net income, i.e., how effectively industries are able to use the growth potential.
The most favorable translation of revenue dynamics into profit dynamics (see
Table 1) can be observed for the industries of education (P), energy generation
and supply (D), administrative services (N), professional, scientific and technical
activities (M) and agriculture (A).

Comparing 2015 with 2022, it can be observed that all sectors recorded
increases in both revenue and net income over time, but the lowest revenue
increases occurred in the real estate services (L), education (P), agriculture (A),
construction (F) and mining (B) sectors.

In contrast, the lowest growth over time in net income was in the real estate
services (L), mining (B), construction (F), information and communications (J)
and agriculture (A) industries.

4.2, Cost level index

When analyzing the efficiency of the industry, it is also worth looking at the cost
level index, defined as the relation of costs to revenues (Figure 5). This index is
the more favorable the lower values it takes, as it illustrates the share of costs
incurred to the value of sales revenues. In this aspect, the best in 2022 was the
mining and quarrying industry (B), but it is worth noting that this was also the
industry with the worst cost level ratio in 2015. The next industry with the best
cost level index was agriculture (A). The highest cost level index, and therefore

companies, national investment funds, universities, as well as independent public health care
institutions, cultural institutions with legal personality and individual farms in agriculture, as well
as trade unions, religious and political organizations.

10 |bid.
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the worst performance in this category, can be observed for the following
industries: health care and social assistance (Q), wholesale and retail trade (G) and
electricity generation and supply (D).

Immense attention is drawn to mining (B), the least efficient in 2015, which
became the leading industry in this regard in 2022. In the remaining sections of
the economy, the situation of profitability and economic efficiency as measured
by the cost level index was rather stable.
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Chart 5. Cost level index, 2015 and 202211
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Source: Statistical Yearbook of the Republic of Poland, 202312,

11 Data does not include the following industries:

O. public administration and defense; obligatory social security;

R. cultural, entertainment and recreational activities;

S. other service activities;

T. households employing workers; households producing goods and providing
services for own use;

U extraterritorial organizations and groups.

12 The data is for non-financial enterprises with 10 or more employees. The data does not
include entities engaged in banking, brokerage, insurance, as well as investment and pension
companies, national investment funds, universities, as well as independent public health care
institutions, cultural institutions with legal personality and individual farms in agriculture, as well
as trade unions, religious and political organizations.
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4.3. Investment and credit and loan demand by industry

When analyzing the issue of bank financing of the economy by industry, attention
should be paid to the needs of various sections. Information in this regard is
provided by GUS data on expenditures on property, plant and equipment incurred
by enterprises, i.e., capital expenditures and expenditures on the purchase of used
fixed assets (see Chart 6). The largest investment outlays are made in the industrial
sector, which includes four sections: mining and quarrying, manufacturing,
electricity generation and supply, and water supply and sewage and waste
management®, The total outlays of these four sections account for approx. 48%
of total outlays, with the largest outlays being incurred in the industrial processing
sector (33%). High investment needs are also recorded in the transportation and
trade industries, 13% and 12% of total outlays, accordingly.

Therefore, it can be noted that the manufacturing industry, which generates
the highest revenues in the economy (see Chart 4), is also characterized by the
highest level of investment.

Chart 6. Enterprises' expenditures on property, plant and equipment (investments and expenditures
on the purchase of used fixed assets) in 2022 by industry, in thousands of PLN
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G Trade

L Real estate activities

N Administrative and support service activities

J Information and communication

F Construction

M Professional, scientific and technical activities
Q Health care and social assistance

| Accommodation and food service activities

R Cultural, entertainment and recreational activities
S Other service activities

P Edukation

o
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* Data on industry, i.e., sections B+D+E, is given collectively without a split into individual
industries, only with the separation of manufacturing, i.e., section C.

Source: own study based on GUS Report data.

13 Data on industry, i.e. sections B+D+E, are given collectively without a split into individual
industries, only with the separation of manufacturing, i.e. section C.
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The level of credit and loan demand by sector can be illustrated by the debt-
to-equity ratio. In Chart 7, the ratio is shown for each sector in 2015 and in 2022.
It can be noted that the ratio of total liabilities to equity varies widely across
industries. This is, of course, due to the different nature of the operation of these
industries and the different needs for external financing. Some industries finance
their operations mainly with own capital, borrowing less and reducing financing
costs. In other sectors, on the other hand, a greater need to reach for external
capital is noticeable, resulting, among other things, from high investment
activity.

Among the industries whose financing source structure is dominated by own
capitals are: water supply, sewage and waste management (E); agriculture (A),
and real estate activities (L). On the other hand, among the industries that make
the most use of external capitals to finance their activities are: administrative
services activities (N), as well as wholesale and retail trade (G), and construction
(F). It's also worth noting that in the case of the electricity generation and supply
(D) and professional, scientific and technical activities (M) industries, debt to
equity increased significantly in 2022 relative to 2015. Over the analyzed period,
changes in the other direction were made primarily in mining (B), which
significantly reduced the share of external financing.

Chart 7. Debt to equity ratio, 2015 and 2022
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Source: Statistical Yearbook of the Republic of Poland, 2023°.

14 The speed of asset turnover and the resulting capital structure, shaped by the specifics of the
industry, also feature significantly.

15 The data ais for non-financial enterprises with 10 or more employees. The data does not
include entities engaged in banking, brokerage, insurance, as well as investment and pension
companies, national investment funds, universities, as well as independent public health care
institutions, cultural institutions with legal personality and individual farms in agriculture, as well
as trade unions, religious and political organizations.
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Analyzing the interest of industries in credits and loans, it should be noted
that the greatest use of this type of financing in 2022 was made by processing (at
the same time an industry with a large share of the economy) (C), trade (G) and
manufacturing and energy supply (D). For the last mentioned industry, a large
increase in interest in credits and loans can be noted when comparing 2015 and
2022. A summary of long and short-term credits and loans granted to each industry
is presented in Chart 8.

Chart 8. Credits and loans 2022 (left graphic), 2015. (right graphic), PLN million
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Source: Statistical Yearbook of the Republic of Poland, 20231,

Complementing the information gathered in Chart 7 (debt-to-equity ratio) is
a comparison of industries by the ratio of credits and loans to own capital (Chart
9). The highest value in 2022 is recorded for the sector of administrative services
activities (N), accommodation and food service activities (I), transportation and
storage (H) and information and communication (J). In 2015, the configuration of
industries in this aspect was different, with the highest ratio also observed for the

Data does not include these industries:

— 0. public administration and defense; obligatory social security;

— R. cultural, entertainment and recreational activities,;

—  S. other service activities;

— T. households employing workers; households producing goods and providing
services for own use;
U. extraterritorial organizations and groups.
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sectors of administrative services activities (N) and accommodation and food
service activities (1), but followed by healthcare (Q) and construction (F).

Chart 9. Ratio of total credits and loans to own capital 2015 and 2022
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Source: Statistical Yearbook of the Republic of Poland, 20237,

4.4. Relationship between credit liabilities and financial results of sectors

For banks, it is important to know how each sector's credit taken out translates
into both revenue and financial result. Chart 10 summarizes information on total
credits (long and short-term) taken out by industries and their net financial result.
It can be seen that an increase in the capital raised by industries from banks is
correlated with an increase in their net financial result. An increase in loans by
one zloty results in an increase in the profit of industries by PLN 0.5405. If the
capital raised from banks is used by industries to increase their income, then those
sections of the economy that make an efficient use of credit, i.e., generate higher
profits from each zloty borrowed, may be better borrowers for banks. Therefore,
it can be concluded that industries below the trend line in Chart 10, make a less
efficient use of the capital obtained from banks, i.e., generate lower profits using
the same funds. This may have a negative impact on their credit assessment by
banks. This situation applies to the following industries: real estate services (L);
administrative services activities (N); information and communication (J);
transportation and storage (H); manufacturing and energy supply (D).

A similar relationship is shown in Chart 11, but with regard to revenue.
The results for the various sections of the economy are similar, but in this view, the
accommodation and food service industry (1) additionally turns out to be less efficient.

17 1bid.
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Chart 10. Net financial result, credits in total, 2022
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Chart 11. Revenues, credits in total, 2022
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18 The data is for non-financial enterprises with 10 or more employees. The data does not
include entities engaged in banking, brokerage, insurance, as well as investment and pension
companies, national investment funds, universities, as well as independent public health care
institutions, cultural institutions with legal personality and individual farms in agriculture, as well
as trade unions, religious and political organizations.

9 1bid.
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It is important to compare financial costs to net income by industry (Chart 12
right axis). It can be noted that financial costs for some industries account for
a much larger share of the net profit than for others. These industries are therefore
relatively more burdened by a need to handle the debt incurred, and a smaller share
of profit is left for other purposes. The worst relations are found for the
manufacturing and energy supply (D), real estate services (L), information and
communication (J), administrative services (N) and health care (Q) sections.

A comparison of financial costs with the value of loans and credits taken out
by each industry also provides interesting information (Chart 12 left axis). For the
manufacturing and energy supply (D), mining (B), trade (G), information and
communication (J), professional, scientific and technical activities (M) or
construction (F) sections, the share is noticeably higher than in other industries.
This means that for the mentioned sections it is more expensive to take on debt.
This may be related to the fact that banks rate these industries as riskier and
compensate for the credit risk associated with providing financing to these
sections of the economy by setting higher margins.

Chart 12. Ratio of financing costs to credits and loans by industry, 2022 (left axis)
Ratio of financial expenses to net income by industry, 2022 (right axis)

25% 120%
2 5
S L] 100% 3
2 20% =
27 £
@ Q
2 80% g
B 15% ® =
5 ° 3
% 60% ?
2 10% ® ° s
3 ® 40% %
8 [ | =
e 0, ] [ ] o
g o 11 0% &
i e ® ° iT

0% 0%

A B C D E F G H I J L M N P Q

Finanncial costs/total credits and loans @ Financial costs/net financial result

Source: Statistical Yearbook of the Republic of Poland, 2023%°.

20 1bid.

112



Credit Borrower Sector of Economy and Credit Risk for Banks

4.5. Profitability

An important element in the assessment of economic sectors is their profitability.
Chart 13 shows the profitability results of the analyzed industries: ROS
(net financial result/revenue), ROE (net financial result/own capital), ROI (net
financial result/short-term investments)? for both 2022 and 2015. By comparing
the profitability results in each of the analyzed areas (revenue, own capital, short-
term investments) to the average (for 2022) in a given category for all industries,
it is possible to identify those economic sectors that had below-average values in
each of the three aforementioned categories (ROS, ROE, ROI). Such industries
include: energy generation and supply (D), water supply, sewage and waste
management (E), transportation and storage (H), information and communication
(1), real estate services (L), and healthcare (Q).

Chart 13. Profitability ROS, ROE, ROI of specific industries, years 2015 and 2022
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Source: Statistical Yearbook of the Republic of Poland, 2023

21 profitability ratios were counted with reference to the availability of published data.
22 The data is for non-financial enterprises with 10 or more employees. The data does not
include entities engaged in banking, brokerage, insurance, as well as investment and pension
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In 2015, profitability (ROS, ROE, ROI) below the average for the analyzed
sectors were in mining (B) and energy generation and supply (D).

Moreover, assessing the changes in each category of profitability (ROS,
ROE, ROI) between the analyzed periods of 2022 and 2015, there was a noticeable
improvement in the indicators of almost all sectors over time. However, the
performance of two industries deteriorated: ROI for professional, scientific and
technical activities (M), and ROl and ROS for real estate services (L).

Looking at the results in Chart 13, special attention is drawn to the mining
sector (B), which, in terms of both revenue, own capital and short-term
investments, was unprofitable in 2015, which may have had a major impact on its
assessment by banks as a borrower.

4.6. Liquidity

An aspect that undoubtedly needs attention to is the level of liquidity of industries,
which is important for the ability to pay liabilities. The current liquidity ratio,
expressed as the ratio of current assets to current liabilities, was adopted for the
analysis. As Kucinski (2018) points out, there are no uniformly defined limits of
the indicator in the literature, but it is assumed that its optimal value should be in
the range of 1.2-2.0 or 1.5-2.0. This indicator, of course, can reach different
values for individual industries, which is related to their specifics. However,
taking a general interpretation of the indicator, its values below 1.0 may indicate
difficulties in settling current liabilities and insufficient current assets.
Excessively high values, above 3, may also indicate problems — with the turnover
of assets or unused resources. Chart 14 shows that the lowest liquidity ratios are
observed in administrative services (N), mining (B), energy generation and supply
(D), accommodation and food service (1) and healthcare (Q). In contrast, increased
liquidity ratios characterize agriculture (A) and professional, scientific and
technical activities (M).

Changes in the liquidity index over time are also significant, indicating
improving or deteriorating results. Negative changes over the analyzed period of
2015 and 2022 can be observed for manufacturing and energy supply (D),
administrative services activities (N), health care (Q) (decrease) and professional,
scientific and technical activities (M) (increase).

companies, national investment funds, universities, as well as independent public health care
institutions, cultural institutions with legal personality and individual farms in agriculture, as well
as trade unions, religious and political organizations.
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Chart 14. Current liquidity ratio, 2015 and 2022
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Source: Statistical Yearbook of the Republic of Poland, 20232,

4.7. Bankruptcies and reorganizations

The number of reorganization and bankruptcy proceedings involving companies
operating in the area can demonstrate the increased level of risk in the industry.
Charts 15 and 16 show the number of reorganization and bankruptcy proceedings
of companies by industry in 2019-2023. It can be noted that in the area of
reorganization there were significant increases in the opening of proceedings in
the following years. In the analyzed period of 2019-2023, there were 462, 795,
1,888, 2,375, 4,239, accordingly. In the same period, the number of total
bankruptcy proceedings was more stable and amounted to, accordingly: 582, 581,
410, 357, 406. On the other hand, it can be observed that in both categories —
reorganization and bankruptcy, in almost all the analyzed years the top three
sections of the economy with the highest number of open proceedings are:
wholesale and retail trade (G), construction (F) and manufacturing (C). However,
keeping in mind the sizes of these industries, it is difficult to conclude
unequivocally that operating in these sections of the economy, and thus providing
them with financing, involves a higher risk.

Moreover, it is worth mentioning that according to the NBP, the highest share
of entities with high exposure to bankruptcy risk is among companies producing
durable consumer goods and in the energy sector (NBP Report — NBP Quick
Monitoring...).

2 1bid.
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Chart 15. Number of reorganization proceedings opened per year by industry, 2019-2023
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Source: own study based on COIG data for 2019-2023.
Chart 16. Number in bankruptcy proceedings opened in the year, by industry, 2019-2023
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Chart 17. Share of reorganizations and bankruptcies opened in 2022 in the total number of
companies in a given industry in the same year
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Source: own study based on GUS Report data and COIG data for 2019-2023.

The characteristics of different sections of the economy should also be noted,
e.g., the trade industry is noticeably more fragmented than the mining industry.
Comparing the number of entities involved in bankruptcy and reorganization
proceedings may therefore not fully show the level of risk associated with
operating in a particular area. In addition to the sheer number of entities with
difficulties in settling their liabilities, the size of their operations is also important,
as is the relationship of entities subject to reorganization and bankruptcy
proceedings to the total number of companies in a particular industry. This
relationship for 2022 is illustrated in Chart 17. The least favorable industries in
this comparison are:

— manufacturing (C);

— industry excluding manufacturing (B+D+E);

— transportation and warehouse management (H);

— accommodation and food service activities (I).

As Hybel and Strojny (2023) note, in 2016-2022, the difficulties in the trade
industry were related to the problems of companies in enforcing timely payments,
which received their receivables about two months late. As for the construction
industry, on the other hand, the authors indicate that the problem of entities in this
area is more complex, and point to the decline in investment in the private and public
sectors, the increase in the prices of labor, construction materials, energy, as well as
credit installments and leases to which high interest rates have contributed.
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5. ANALYSIS OF THE RISK OF CREDIT DEFAULTS BY SPECIFIC SECTIONS OF PKD

The previous chapters presented a series of data and financial indicators of specific
industries relevant to assessing the risk that arises for banks as a result of granting
credits to companies in specific sections. This chapter summarizes the banks' own
research of credit default risk based on the above-mentioned data. A comparison
of the research results with data from the NBP reports on the share of loans of
individual industries in phases 2 and 3 has also been carried out.

5.1. Self-study of the risk of credit defaults by specific sections of PKD

This part of the article presents an own study to determine the risk of credit
defaults by specific sections of the economy. An assessment of the economic
condition of each section of the economy was made. A multi-criteria analysis was
carried out on variables affecting the ability of industries to settle their credit
commitments. For this purpose, first a list of variables relevant to the performance
of this analysis was extracted andit included:

— differences of empirical values from theoretical values determined from
regressions between net income and total credits, for cross-sectional data of
industries in 2022;

— differences of empirical values from theoretical values determined from
regressions between revenue and total credits, for cross-sectional data of
industries in 2022;

— dynamics of revenues in the 2022/2015 period,;

— dynamics of net income in the 2022/2015 period;

— share of reorganizations and bankruptcies in the industry® in 2022;

— ROl i.e. net financial result/ short-term investments in 2022;

— ROS i.e. net financial result/revenue in 2022;

— ROE i.e. net financial result/own capital in 2022;

— profitability ROS, ROE, ROI simultaneously differing from the industry
average in 2022;

- change in ROS, ROE, ROI - 2022/2015;

— cost level ratio (costs/revenues) in 2022 and in 2015;

— debt to equity ratio, i.e. total liabilities/own capital in 2022;

— total loans/own capital in 2022;

— ratio of financial expenses to credits and loans by industry in 2022;

— ratio of financial expenses to net income by industry in 2022;

— current liquidity ratio in 2022;

- dynamics of the current financial liquidity ratio in the period 2022/2015.

24 The share of reorganizations and bankruptcies opened in 2022 in the total number of
companies in a given industry in the same year.
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Among the above-mentioned variables, one can distinguish those that are
stimulants affecting the ability of industries to regulate their liabilities (e.g., ROS),
but there are also variables that are destimulants (e.g., debt-to-equity ratio).

Since the following section compares the self-analysis with the data of the
NBP report (an increase in the share of loans in phases 2 and 3 means
a deterioration in the ability of industries to regulate their liabilities), it was
necessary to convert all variables into destimulants.

On this basis, six variables most correlated with the NBP participation data
in phases 2 and 3 were selected?®. Each variable was assigned the same weight.
Further analysis included indicators such as:

— dynamics of net income in the period 2022/2015;

— dynamics of ROI i.e. net financial result/ short-term investments in the
period 2022/2015;

— the ratio of the level of expenses (costs/revenues) in 2022;

— ratio of financial expenses to credits and loans by industry in 2022;

— ratio of financial expenses to net income by industry in 2022;

— current liquidity ratio in 2022.

Chart 18. Risk of industries
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Source: own study.

Then, in order to bring the variables to comparability, normalization of
variable values was applied. As Walesiak (2014) points out, such an effect is

2 These were variables with a correlation coefficient > 0.22.
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achieved by de-nominalizing the measurement results and standardizing their
orders of magnitude. As already mentioned, the variables were transformed into
destimulants. The study used one of the possible normalization methods which is
the quotient transformation with the normalization base equal to the maximum.
The final results of the multi-criteria analysis are shown in Chart 18. Increased
values were identified with the situation causing potential increased problems
with the repayment of credit commitments by the industry in question and
increased risks for banks in connection with credit granting. Therefore, the
sections with the highest scores represent the highest risk for banks providing
financing.

Considering the variables analyzed, the accommodation and food services (1),
agriculture (A) and real estate services (L) industries were singled out as
potentially riskier.

The self-analysis presented in the article provides some analogy to the
assessment of creditworthiness based on a group of financial indicators used by
commercial banks in the process of granting credit to businesses. Its advantage is
a synthetic approach covering various aspects of the functioning of a section of
the economy from among a wide spectrum of variables. A certain limitation when
it comes to making conclusions on the basis of such an analysis is the comparison
of industries with different business characteristics using the same indicators.

5.2. Comparison of NBP data on credit repayment by industry with the results of
the analysis presented in the article

In the following part of the study, a comparison of the analysis results presented
in the article with the NBP data on credit repayment by industry, relating to the
share of credit in phases 2 and 3 in banks' credit portfolios, was carried out. The
comparison was carried out for 15 industries for which data was available to
conduct the study?®.

In order to compare the results obtained with the NBP data, an analysis of the
distributions of values for each industry relative to its median was carried out.
Separately, the median was counted for three data series: those presenting the
share of credits in phase 2, in phase 3 and those resulting from the self-analysis.
Chart 19 shows the industries, for each of the three above-mentioned data series,
with their position relative to the median.

Chart 19 below is a table summarizing instances in which an industry, based
on both the self-analysis presented in the article and the NBP data on the share of
loans in phase 2 and phase 3 (separately for each phase), is above or below the
median.

% Industries presented in Chart 19.
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Chart 19. Analysis of the distributions of values (phase 2, own analysis, phase 3) for specific
industries relative to their median
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In terms of the comparison of self-analysis with the share of credits in phase
3, for 11 sections the results were similar (i.e., the same industry was above or
below the median). As for the comparison of self-analysis with the share of credit
in phase 2, the results are similar — for 9 sections, the results converged (i.e., the
same industry was above or below the median). The correlation coefficient of the
results of self-analysis with the share of loans in phase 2 was 0.45, and with the
share of loans in phase 3 was 0.46.

Therefore, it can be concluded that the above-mentioned variables relevant to
assessing the risk incurred by banks in lending to particular industries reflect this
risk well when comparing the results obtained with data published by the NBP on
the shares of credits in banks' portfolios in phase 2 and phase 3.

As a result, a noticeably different financial situation of the various sectors
was identified. The analysis carried out allows to conclude that different sections
of the economy are characterized for banks by different risks associated with
providing financing to these industries.

More detailed information in terms of comparing the self-analysis carried out
with the share of loans in phase 2 and phase 3 according to the NBP data is
provided in Table 2.

5.3. Conclusions

The NBP data shows that the largest share of worst-quality, i.e., phase 3 loans in
loans for each PKD section was recorded at the end of 2022 in other service
activities (S). However, the financial information on this industry necessary for
the survey was not available, so it was not included in this article. The section
includes: activities of membership organizations; repair and maintenance of
computers and personal and household goods, as well as other individual service
activities such as hairdressing and other beauty treatments; physical improvement
service activities or other service activities not elsewhere classified, among others.
The section therefore includes mostly small entities, which affects its large
fragmentation. This industry may represent a large group of borrowers less
resistant to financial difficulties.

Accommodation and food service (1), mining (B) and healthcare (Q) followed
with the largest share of phase 3 loans.

On the other hand, the largest number of credits in phase 2 in 2022, according
to the NBP, was recorded in culture, recreation and entertainment (R)?’. Financial
data was not available for this section either, making it impossible to conduct
a study including this industry.

27 Financial data on this industry, as well as the section of other service activities (S), was not
available, so the analysis in this article does not include it.
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The next worst results in terms of the share of credits in phase 2 were recorded
for accommodation and food service (1), health care (Q) and real estate services (L).

The results of the analysis presented in the article also confirm that the
accommodation and food service (1) and real estate services (L) industries, among
others, are associated for banks with an increased risk of their financing.

In this regard, it is worth noting the specificity of the mining industry, which as
recently as 2015 had the lowest profitability?® (ROS, ROE, ROI) compared to other
industries, but its performance in 2022 significantly improved, due to a sudden and
very large increase in the price of coal. The section's recent major financial problems
may affect the results taking into account the share of phase 3 loans at banks. On
the other hand, accommodation and food service (I) — an industry with one of the
highest shares of phase 3 loans is susceptible to seasonality, so this section may be
more sensitive to temporary and cyclical financial difficulties that translate into
problems with credit repayment. In the analysis conducted in the article, this section
was not explicitly identified as highly risky for banks. Such a state of affairs may be
related to the fact that the survey used data on non-financial enterprises with 10 or
more employees. Therefore, the group of the smallest entities in this sector, which
may have the weakest resilience to the financial difficulties that occur and increase
the credit risk of banks, was not included.

It is noticeable that there are some differences in the assessment of banks'
credit risk in connection with the financing of specific sections of the economy
between the results of the own analysis and the NBP data based on information
obtained from banks. The reason for this is primarily a different methodology,
which in the case of the own analysis is based on the use of publicly available
aggregated data on the financial situation of individual sections of the economy,
while in the case of the data presented by the NBP, it is a direct result of the
accounting and credit portfolio management policies applied at individual banks.
In addition, it should be kept in mind that data on the share of credits of individual
industries in phase 2, and especially in phase 3, does not take into account credits
that are written off or sold by banks.

It should be stated that many factors can affect the overall situation of
individual industries, and a number of variables can inform their ability to
generate risk for banks. Changes in the economic environment over time are also
important. Credits are granted for up to a dozen years or more. During such
a period, the situation of the industry can change dramatically and present
a completely different level of risk for banks. Therefore, it seems important for
banks to pay attention to the widest possible range of factors that can affect the
situation of individual industries and their ability to repay credits. This is because
the above translates into the quality of banks' credit portfolios.

28 The industry's recent major financial problems were caused, among other things, by
continued low coal prices.
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SUMMARY

The article pointed out that individual industries differ significantly in size, the
number of entities they bring together, profitability, propensity to invest, liability
structure and financing needs of banks. Significantly, based on an analysis of the
share of loans from each section of the PKD in phases 2 and 3 in relation to banks'
total credit portfolios, individual industries also differ in this regard, which was
also confirmed by the article's own analysis. The above confirms the hypothesis
that industries are significantly different in terms of credit risk from the
perspective of the banks providing them with financing.

The highest credit risk for banks as expressed by the percentage of loans in
phase 2 and phase 3 is recorded for the accommodation and food service (1),
healthcare (Q) and real estate services (L) and mining (B) industries, among
others.

It should be noted that the quality of loan portfolios is influenced by more
factors than just the industry a bank finances. However, the results presented in
the article indicate that individual industries generate varying levels of credit risk
for banks, expressed through the level of non-performing credits (and those
showing symptoms of possible repayment difficulties) in the entire credit
portfolio.

In this regard, it is worth noting the role that banks play in the economy. They
provide capital to all players in the economy, influencing the development of
investment and consumption in the economy. Therefore, the task of banks is to
finance both the most profitable industries and the less efficient ones. At the same
time, it is important that this efficiency of individual industries can change over
time.

It is also significant that banks must act in accordance with applicable laws
and internal procedures and apply, example.g., certain restrictions on granting
credits taking into account concentration limits, which also apply, among other
things, to the financed sectors. As the KNF indicates in the guidelines of
Recommendation C on concentration risk management?®, banks should set levels
of limits reducing concentration risk, including taking into account, among other
things, industry indicators.

Keeping the above in mind, it seems that by increasing or decreasing the value
and number of credits granted to specific industries, banks can influence the level
of credit risk and this can be one of their tools for managing the quality of credit
portfolios.

29 KNF Recommendation C on concentration risk management, May 2016.
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Joanna Stepinska

wobec bankdéw. Kredytobiorcy z okreslonych branz mogg by¢ z perspektywy interesow bankow
lepszymi badz gorszymi klientami i przyczyniac sie do wzmocnienia lub ostabienia jakosci ich port-
feli kredytowych. Celem artykutu jest poréwnanie sekcji gospodarki pod wzgledem ryzyka kredy-
towego towarzyszgcego bankom udzielajgcym im kredytéw. Przeprowadzona analiza postuzy zwe-
ryfikowaniu hipotezy, ze branze sg istotnie zréznicowane pod wzgledem ryzyka kredytowego ban-
kow zwigzanego z udzielanymi kredytami.

Metoda badawcza. Artykut uzupetnia literature o przekrojowa analize sektoréw gospodarki i za-
wiera ocene zrdznicowania poszczegolnych z nich ze wzgledu na ich kondycje ekonomiczng
i zwigzane z tym potencjalne ryzyko bankow udzielajagcych danym branzom kredytow. Przedsta-
wiony zostat w nim przeglad literatury obejmujgcy zagadnienie poréwnania ryzyka dziatania réz-
nych branz oraz zaprezentowana zostata klasyfikacja sekcji gospodarki wedtug Polskiej Klasyfi-
kacji Dziatalnosci (PKD). Ponadto przedstawione zostaty dane Narodowego Banku Polskiego NBP
o sptacalnosci kredytéw w poszczegdlnych branzach, a takze zaprezentowana zostata charakte-
rystyka poszczegdlnych sekcji gospodarki. Przedstawione zostaty rozmiary dziatania poszczegdl-
nych branz z uwzglednieniem wielkosci ich przychoddw oraz liczby przedsiebiorstw, a takze skala
inwestycji oraz zapotrzebowania na kredyty i pozyczki w poszczegdlnych sekcjach gospodarki.
Badaniu poddane zostaty rdwniez: wskaznik poziomu kosztow, wskaznik zadtuzenia kapitatu wta-
snego, udziat kredytéw i pozyczek poszczegdlnych sekcji w relacji do kapitatu wtasnego. Scha-
rakteryzowane zostaty takze zaleznosci pomiedzy: zadtuzeniem a wynikami finansowymi sekto-
réw, kosztami finansowymi i kredytami oraz kosztami finansowymi i wynikami finansowymi
netto branz. Zbadano réwniez rentownos$¢ i ptynnos¢ sekcji gospodarki. Przeanalizowano tez
dane dotyczace otwieranych postepowan upadtosciowych oraz restrukturyzacyjnych w podziale
na poszczegolne sekcje gospodarki. Przedstawione zostaty zatozenia oraz wyniki analizy ryzyka
braku sptaty zobowigzan kredytowych wedtug poszczegdlnych sekcji gospodarki. Ponadto omoé-
wione zostaty wyniki analizy przeprowadzonej w artykule oraz poréwnane z danymi NBP
o udziale kredytéw w fazach 2 oraz 3 w poszczegélnych branzach.

Wyniki badan. W artykule wskazane zostato, ze poszczegdlne branze réznia sie pomiedzy soba
istotnie rozmiarami, liczbg podmiotdéw, ktére skupiajg, rentownoscig, sktonnosciag do inwesto-
wania, strukturg pasywéw i potrzebami w zakresie finansowania udzielanego przez banki. Co
istotne, na podstawie analizy udziatu kredytéw z poszczegdlnych sekcji PKD w fazach 2 oraz 3
w relacji do portfeli kredytowych ogétem bankéw, poszczegdlne branze rdznig sie takze w tym
zakresie, co potwierdzita réwniez dokonana w artykule analiza wtasna. Powyisze potwierdza hi-
poteze, ze branze sg istotnie zréznicowane pod wzgledem ryzyka kredytowego z perspektywy
bankdéw udzielajacych im finansowania.

Stowa kluczowe: ryzyko kredytowe, sektor gospodarki, kredyty bankowe, jakosé kredytow, jakos¢
portfela kredytowego bankow.
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ABSTRACT

The purpose of the article. The purpose of the study is to present the basic assumptions adopted
in the new law on the revenues of local government units and changes in the financial situation of
different types of local government units in Poland.

Methodology. The article is of an overview and organizational nature, and the adopted legislation,
the draft law with introductory documents and the opinions of local government organizations
have been used to achieve the intended purpose.

Results of the research. The adoption of a new law on local government revenues is aimed at
reforming the financial system to restore stability and transparency. It is also a response to the
changing socio-economic and political situation. Under the law, all local government units, but not
all equally, will receive increased funding streams for public functions, mainly based on their own
revenues. The level of local government revenue has been freed from central government
decisions on fiscal policy. The need to support local governments in the area of development and
ecology has been recognized by defining development and ecology needs and granting them an
appropriate financial component. A complete novelty is the separation of a city with county rights
from the local government structure. Some of the solutions introduced deserve recognition. It
should not be forgotten, however, that there are also those that will need to be adapted. These
include the "determinants" adopted for the various algorithms used to determine the expenditure
needs of each LGU. Only practice will show whether they have been correctly estimated and take
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into account the right variables. Building a stable system of financing for local government units
will require both the government and local government sides to work together in many ways, with
mutual understanding and partnership.

Keywords: local government revenue law, financial system reform, stability of local government
financial system.

JEL Class: H76, H79, K49, M39.

INTRODUCTION

At the beginning of October 2024, the Sejm adopted a new law on revenues of
local government units (Act 2024). The aim of the new regulations is to increase
the financial stability of individual types of local self-government units (LGU).
Until now, local government finances in Poland were regulated by the Act on
Income of November 13, 2003 (Act 2003). More than twenty years have passed
since its enactment. During this time, the socio-economic and legal environment
have undergone multidirectional changes. Local authorities have had to cope with
new opportunities arising from Poland's accession to the structures of the
European Union, the financial crises at the turn of the first two decades of the 21st
century, the health and economic crises following the Covid-19 pandemic, the
effects of increased migration caused by the outbreak of war in Ukraine, or the
energy and climate crises and the effects of the 'Polish Deal' programAll these
events have left their mark on local government finances. It is therefore not
surprising that, for years, the academic and local government communities have
repeatedly appealed to government authorities to change the way in which the
tasks imposed on the sector are financed (Swiecicka, 2024).

The purpose of the paper is to present the basic assumptions adopted in the
new law on revenues of local government units and changes in the financial
situation of particular types of local government units in Poland.

The article has an illustrative and organizational character, and the adopted
legal act, the draft act with its introductory documents and opinions of self-
government organizations have been used to achieve the intended purpose.

1. THE REASONS FOR THE AMENDMENT OF THE PROVISIONS OF THE LOCAL
GOVERNMENT FINANCE ACT 2003

Until October 1, 2024, the system of financing local government units in Poland
was regulated by the Act of November 13, 2003 on income (repealed) (Act 2003).
It defined the sources of income of the units, the principles of determining and
collecting the own income of these units, the principles of determining the general
subsidy and payments to the local government units, the principles and procedure
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of transferring a part of the general subsidy, the principles and procedure of
determining the amount of a part of the general subsidy, shares in the income tax
revenues of natural persons and payments to new local government units, the
principles of determining and transferring subsidies to local government units.
Together with the Public Finance Act and the Tax Acts, it determines the
principles of managing the financial resources of the local government sub-sector.

Throughout its implementation, the 2003 Law was widely criticized. The
limitation of financial independence was pointed out; it abandoned objective
principles in the design of subsidies to local self-government units, linking the
amount of the education subsidy to the revenues of the state budget in favor of its
determination by the Minister of Finance, and then it was the Minister of
Education who, using an algorithm, distributed the funds to different types of local
self-government units (Suréwka, 2014: 2). There has been criticism of the way in
which the shares of local governments in income taxes are calculated, especially
in the case of a personal income tax. The rules laid down in the law in this way
made Polish local government dependent on the economic situation.

The explanatory memorandum to the government's draft law on local
government income of July 15, 2024 shows that the aim of the new law is to
stabilize the system of local government finances and adapt it to the dynamically
changing socio-economic and legal environment (Explanatory Memorandum,
2024: 1). The author declares that the reform will lead to a qualitative change in
the income structure of local government budgets. In 2025, the income of local
governments is expected to increase by PLN 24.8 billion compared to the current
system, and the income of each type of local government will increase by between
4 and 12%. The proposed solution follows the changes to the tax system
implemented in 2019-2022, which had a significant impact on the level of local
government incomes. The greatest loss of tax revenue is due to the exemption of
persons under 26 from income tax, the change in the tax scale from 18% to 17%
and then to 12%, and the increase in the tax-free amount to PLN 30,000 and the
tax threshold to PLN 120,000.

While the government introduced the above changes to the tax system, it did
not provide local governments with adequate systemic compensation for the
shortfall, leading to an imbalance in the ratio of current revenues to current
expenditures. This imbalance was particularly evident in 2022, when the highest
levels of inflation in Poland were recorded. The audit reports of the Supreme Audit
Office (SAO) show that during this period more than half of the local self-
government units were unable to meet their statutory obligations from their own
revenues. This was a violation of the requirement to provide self-governments
with adequate funding for their tasks, which derives directly from article 167(1)
and (4) of the Constitution of the Republic of Poland (Constitution, 1997).
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In the opinion of the Supreme Audit Office, local governments — in the
absence of a decision to reduce the scope of tasks performed — should receive
financial compensation, established by the system, in an amount corresponding to
the real losses. All the more so as these actions were not a consequence of the
economic collapse, but only of the legislator's decision in the scope in question
(SAO, 2023: 10). In 2023, the government attempted to make up the shortfall, but
these were temporary measures. As a result, local governments received funding
from the Ministry of Finance ranging from one-fifth to more than eight times the
amount of attrition, demonstrating the formation of local government finances in
violation of article 9(1)—(2) and (4) of the European Charter of Local Self-
Government (ECSL) (ECSL, 9-1994). The abovementioned irregularity revealed
a significant dysfunction of the national legislation in this respect, with particular
reference to article 50(2) of the Public Finance Act, the provisions of which refer
to draft laws and legal acts whose financial effect may be an increase in
expenditure or a decrease in income of the units of the public finance sector in
relation to the amounts resulting from the binding provisions and the indication of
the sources of their financing (Act 2009).

In addition, the weak financial situation and the impossibility in many cases
of drawing up budgets in accordance with the expenditure principle set out in
article 242 of the Public Finance Act led to the decision to relax this principle and
to allow, initially for 2022 and ultimately until 2025, the drawing up of the budget
using free funds within the meaning of article 217(2)(6) of that Act, i.e., as
a surplus of cash on the current account of the budget of the local government unit
resulting from the settlement of securities issued, loans and borrowings from
previous years. The above relaxation was made on the basis of the First
Amendment to the Local Government Revenues Act, 2021 (Act 2021) and the
second in 2022 (Act 2022). This means that the current deficit of a given year will
have to be covered in the next financial year over the coming years. For this
reason, a temporary change in the approach to the rule was introduced — from
a one-year rule to a medium-term rule (Council of Ministers, 2024: 7).

The reduction in PIT revenues and the lack of operating surpluses made local
governments completely dependent on additional grants and subsidies paid during
the budget year starting in 2020. Ad hoc support instruments wereapplied to local
governments to ensure that they maintain their financial liquidity. However, in
many cases they were granted on the basis of subjective criteria, so that the ad hoc
nature did not guarantee the restoration of financial stability in the future. In the
opinion of the Supreme Audit Office, such a practice carries a high risk of
centralization of public authority, depriving local governments of their
subjectivity, as well as of informal influence of the central government on local
authorities and a risk of corrupt activities (SAO, 2023: 15).
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It was necessary and desirable to build a new system of financing local self-
government units guaranteeing financial independence and stabilization of
incomes of TSUs.

The main objectives of the proposed changes were (Explanatory
Memorandum, 2024: 1-2):

1) strengthening and stabilizing the finances of territorial self-government
units by increasing their own revenues, primarily tax revenues, on which the
ability to perform tasks and develop self-government depends. Transfers from the
state budget in the form of subsidies should be of a complementary nature and not
of a dominant character as in recent years;

2) to base the financial supply of territorial self-government units on the
revenues from the local base of personal income tax and corporate income tax,
which will lead to the stabilization of the revenues of territorial self-government
units from these shares and will largely exempt them from the effects of changes
in the tax system;

3) objective and algorithmic calculation of funds for each TSU. The aim is to
restore the transparency and adequacy of the self-government revenue system in
the distribution of funds on the basis of objective parameters;

4) ensuring better allocation of public funds. The system of revenues of
territorial self-government units adopted in the Law takes into account, among
other things, the specifics of certain categories of territorial self-government units,
covering not only the issue of income disparities, but also — neglected in the
current system — the issue of expenditure needs of certain units resulting from the
tasks performed;

5) making the system more flexible and limiting the excessive flow of funds
between the state budget and local governments. The previous solution forced the
rich self-governments to make obligatory payments to the state budget, the so-
called "Janosikowe", while at the same time they were beneficiaries of funds from
the state budget;

6) increasing the influence of the Party of Self-Government on the
distribution of funds to territorial self-government units.

The aim of the adopted amendments is to restore transparency to the local
government income system and ensure that it is apolitical. The income of local
communities is to be based on objective parameters, measurable through statistical
data (Prime Minister's Office, 2024).

2. SCOPE OF CHANGES ADOPTED IN THE LOCAL GOVERNMENT REVENUE ACT OF
OCTOBER 1, 2024

The Act on the income of local government units (new Act) (Act 2024), adopted
by the Sejm on October 1, 2024, was created from scratch, i.e., it is not another
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amendment. In the adopted Act, the sources of own income remain unchanged
and include three main groups: own income, general subsidies and targeted
subsidies from the state budget.

A novelty in the Act is the creation of a new type of local government unit —
cities with poviat rights (CPR), and the allocation of own revenues to them in the
same way as to municipalities and poviats. From a financial point of view, this is
a welcome development. Until now, these units have been financed by the
municipal and district parts. The separation will allow for a more precise
definition:

— the expenditure specifics of cities with poviat rights, on which the
compensatory needs of local governments depend, as CPRs have a different
structure of net current expenditure than municipalities and poviats;

— development needs of particular categories of local governments, including
CPRs.

The provisions of the Act on the Income of Local Self-Governments
from October 1, 2024 set out new rules for local governments' share of income
from personal income tax (PIT) and corporate income tax (CIT). The way in which
revenue from these taxes is calculated will change. It will now be an amount
corresponding to the percentage of income of taxpayers of a given tax resident in
the territory of a given unit. Previously, local government income from
participation in PIT and CIT was calculated on the basis of the tax due. The basis
for calculating the new amount of tax revenue will be the income of taxpayers in
the most recent year for which data on such revenue is available, i.e., the year
preceding the financial year by two years. At the same time, the income of PIT
and CIT taxpayers will be valorized to the conditions of the financial year. The
income of PIT taxpayers will be revalued on the basis of the index of the dynamics
of average remuneration and the dynamics of employment. However, in the case
of the income of CIT taxpayers, valorization will be based on the dynamics of
changes in nominal GDP, taking into account both economic growth and inflation.
The indicators adopted are objective, widely known and officially projected for
budgetary purposes (Explanatory Memorandum, 2024: 12).

The change in the percentage share of PIT and CIT for each type of TSU in
the 2003 and 2024 Local Government Income Act is shown in Table 1.

The separation of cities with poviat rights as a separate category of territorial
self-government units resulted in the granting of a separate PIT and CIT rate,
different from that of gminas and poviats. Such a solution should be assessed
positively, as the wealth comparison will be carried out only within the framework
of cities with poviat rights, and thanks to this, a part of the cities that were
considered relatively rich in the previous system (of 2003) will become
beneficiaries of compensatory amounts. There will also be positive changes in the
determination of development needs (Explanatory Memorandum, 2024: 10).
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Table 1. Local government shares of PIT and CIT according to the 2003 Act on Local Government
Income and the 2024 Act on Local Government Income

Unit Act of November 13, 2003 Act of October 1, 2024
seIf-governmgnt Participation in | Participation in | Participation in | Participation in
Local authority PIT CIT PIT CIT
Commune 39,34% 6,71% % 1,6%

(?lty with district N/A N/A 8,6% 2.2%
rights

District 10,25% 1,40% 2,0% 1,7%
Voivodeship 1,60% 14,75% 0,35% 2,3%

Source: own compilation based on the Act of November 13, 2003; Act of October 1, 2024.

Another change is the extension of the existing catalogue of incomes to
include PIT collected in the form of a lump sum on registered incomes, responding
to long-standing demands from local government officials. It has been proposed
that the flat-rate income should amount to 14% of the flat-rate revenue. The same
percentage is made up — in relation to income — of income from the tax scale or
flat tax on non-agricultural business activity. Broadening the tax base to include
a lump sum of registered income will neutralize the negative effects resulting from
taxpayers changing their form of taxation and switching to a lump sum
(Explanatory Memorandum, 2024: 9).

The advantage of the adopted solutions is that the revenues of self-governments
will not be affected by changes in the tax system introduced by the government (e.g.,
deductions from income, introduced tax reliefs and exemptions or increases in the
tax-free amount). The proposed amounts of PIT and CIT shares will increase the
revenue of territorial self-government units from the discussed sources. This will
increase the motivation of self-government authorities to support economic
development by attracting investors, supporting new jobs or streamlining
administrative procedures for serving entrepreneurs and citizens.

Chapter 4 of the Act is devoted to the principles of determining the financial
needs of local government units and their financing. New categories appear in this
chapter, i.e., the financial needs of local government units, the individual wealth
index of the local government unit, the converted population of the local
government unit, the Index of Expenditure Needs (IEN).

Financial need is a new category that replaces the existing parts of the general
subsidy. The "financial needs of the TSU" (Act 2024, article 23) include:

1) compensatory needs;

2) educational needs;

3) development needs;

4) environmental needs;

5) complementary needs.
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The financial needs of territorial self-government units will be financed by
increased incomes from PIT and CIT and, if these are insufficient, by a general
subsidy from the state budget. The financial needs will be a calculation element
for determining the amount of the general subsidy.

The new system of incomes for territorial self-government units will be based
on the determination of the financial needs of each territorial self-government unit.
The calculated needs will then be compared with the increased incomes from the
PIT and CIT shares. In the case of self-governments where the incomes from these
shares are insufficient to cover the calculated financial needs, the territorial self-
government unit will receive a subsidy from the State budget, which will be
a compensation of the financial needs. In order to determine the compensatory
needs, article 24(3) of the Law in question (Act 2024) defines the individual
wealth index of the local government unit, which is calculated by dividing the sum
of the basic tax incomes of the local government unit by the product of the number
of inhabitants of the unit and the expenditure needs index. The recalculated
number of inhabitants is determined on the basis of the actual number of
inhabitants adjusted by the expenditure needs index.

The differentiating element of the 2003 legislative solutions is the
introduction of a spending needs index, i.e., a numerical measure of spending
needs in local government that takes into account the objective determinants of
various expenditures in the largest areas of local government activity. These
differentiating factors include: socio-demographic factors such as: the number and
age structure of the population; the number of children, unemployed, poor or
vulnerable groups; or differences in the cost of providing a particular service (e.g.,
water). Thus, the new revenue system takes into account not only income
disparities (as is currently the case), but also differences in the expenditure needs
of different types of people. The methodology for calculating this index is based
on four steps:

1) identification of the main task areas constituting the largest part of current
(net) expenditures of territorial self-government units' budgets, i.e. total
expenditures less property expenditures. The following will be excluded from
current expenditures: expenditures which have their own sources of financing
(educational subsidy, waste disposal fee), expenditures on projects financed from
European funds and other foreign sources of optional nature, expenditures on debt
financing and funds from payments to the equalization system;

2) selection of objective determinants (variables) that may affect the variation
of the size of current expenditure of a given local government unit. The
determinants must be characterized by the following properties: be measurable
with the help of statistical data, not susceptible to manipulation, a cause and effect
relationship between the criterion and expenditure needs can be indicated, the
criteria adopted must not discourage effective economic development policies;
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3) analysis of the variables, during which their correlation with net current
expenditure in the selected areas will be examined,

4) calculation of the conversion population using the Index of Spending
Needs. The IEN itself is the sum of the sub-indices of expenditure needs calculated
according to the formula set out in article 25(4) of the Act;

5) determination of the wealth index. The needs will be calculated for territorial
self-government units whose wealth level is below the specified level of average
wealth in a given category, and so for communes, poviats and voivodships — is not
higher than 100% of the wealth index determined respectively for a given category
of territorial self-government units, and for cities with poviat rights — is not higher
than 80% of the wealth index determined for all cities with poviat rights.

Education is one of the main responsibilities of the municipalities and county
councils. The method of financing education remains the same as in the 2003 Act.
The basis for determining the education subsidy remains the amount from the
previous year, taking into account changes in the scope of the educational tasks
performed. The distribution of the total amount for educational needs is
determined by a decree of the Minister of Education. In the new financing system,
the amount of educational needs will be increased by the effects of an increase in
the average salaries of teachers in kindergartens run by local authorities. This will
make the system more flexible by moving away from a subsidy transfer to own
income (Ministry of Finance, 2024: 4). Previous practice allowed local authorities
to use the education subsidy to finance only the effects of teachers' salary
increases, which was much criticized by local authorities (Horbaczewski, 2024).

In the new law, development needs are considered separately for each type of
unit, which is expected to contribute to more precise support for the development
of individual categories of local government. It is stipulated that a total amount of
funds equal to 23% of the amount of property expenditure less the equivalent of
property income generated by them and from subsidies earmarked for investment
will be allocated to individual types of local government.

Subsequently, the amount of development needs identified for each category
of local government unit was divided into two pools:

1) 60% of the basic pool, distributed among the territorial self-government
units in proportion to the number of inhabitants; it is proposed to establish
a minimum amount for the smallest territorial self-government units;

2)40% of the investment pool, distributed among the territorial self-
government units (territorial self-government units) in proportion to the share of
the unit's calculated property expenditure in the calculated property expenditure
of a given category of territorial self-government units. The calculated property
expenses of the territorial self-government units shall be calculated as an average
of the last three years, using the weights specified in article 28, paragraph 6, item
3 of the Law (the weight may not be less than 0 and more than 1), with the highest
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weights being assigned to own expenses, then property expenses for programs
financed from the EU funds, and the lowest to investments from state funds.

This construction of the distribution of development needs is intended to
guarantee the income of each unit. In order to eliminate randomness, the average
revenue and expenditure of the three most recent years available, based on data
from the annual accounts, have been used to determine the total amount of
development needs, as well as the distribution to each TSU.

According to the law from 2025, the algorithm for calculating the general
subsidy for local government units will take into account ecological needs.
Ecological needs are calculated for a local government unit on the territory of
which there are areas of special natural values protected by law, which the
legislator has included: national parks, nature reserves, landscape parks, protected
landscape areas, landscape protection zones established in landscape parks and
protected landscape areas, as well as Natura 2000 areas (Act 2024, article 29). The
amount of the ecological needs of a given local government unit is determined by
multiplying the basic rate for 1 ha of the area of a legally protected area by the
converted area of legally protected areas, appropriate for a given category of local
government units.

The base rate for 1 ha of legally protected area is set at the amount from the
year preceding the budget year, adjusted by the consumer price index for the first
half of the year preceding the budget year, in relation to the first half of the base
year. In turn, the converted area of legally protected areas shall be calculated as
the sum of the products of the area of legally protected areas and the weighting
for: national parks — 2; nature reserves — 1; landscape protection zones established
within the boundaries of landscape parks or protected landscape areas — 0.6;
landscape parks and protected landscape areas - 0.1 and Natura 2000 areas — 0.15
(Act 2024, article 29, §2-5).

The proposed funding mechanism is intended to be an incentive for the
creation of new forms of nature conservation. On the one hand, these areas
introduce certain restrictions, but at the same time they offer new development
opportunities. Municipalities will be able to use the additional funds to, among
other things, stimulate the development of tourism and green jobs (Ministry of
Climate and Environment, 2024).

The legislator has introduced supplementary needs in article 30 of the law
under discussion. The amount of these needs for 2025 was calculated in detail in
the transitional provisions. In the following years, the supplementary needs of the
TSU will be determined in an amount corresponding to the valorized amount of
the previous year's revenue supplement.

The amount of the general subvention for the territorial self-government unit
for the financial year will be determined on the basis of the amount of the
subvention from the year preceding the financial year. In subsequent years, the
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general subsidy from the state budget will be calculated for territorial self-
government units in the event that the increase of the increased part of tax revenue
is insufficient to cover the increase of financial needs. The increase in financial
needs in the course of the financial year may be the result of a change in the scope
of tasks of a given category of TSU or the distribution during the financial year of
funds from the reserve for supplementing TSU revenues. Thus, the general
subvention will be of a supplementary nature, as the new system assumes that it
is the income from the share in PIT and CIT taxes that will be the basic source of
revenue for territorial self-government units.

Articles 32 and 33 of the Act on the Income of Local Governments refer to
wealth adjustment. Due to the large income disparity among local governments,
the legislator left the adjustment system in place, but changed the existing rules.

The adjustment will be based on tax incomes and general subsidies, which
have not been taken into account so far. The adjustment will continue to apply to
the richest units where the income in relation to the converted population of that
unit is higher than 120% of the income in relation to the converted population of
a given type of local government unit (Act 2024, article 32, §1). In a situation
where the wealth ratio of a given local government unit is higher than 120% of
the wealth ratio of a given category of local government units, the wealth
adjustment is 50% of the excess of the wealth ratio of a given local government
unit over 120% of the wealth ratio of a given category of local government units.
The so-called "Janosikowe" will be eliminated, as the wealth adjustment will be
made by reducing the amount of increased PIT and CIT incomes.

In the state budget, a supplementary reserve for the incomes of the units of
local self-government, with flexible distribution criteria, will be established in the
amount of 1% of the financial needs established for all units of local self-
government, increased by PLN 700 million. The reserve will be used in a given
financial year to co-finance current or investment tasks of particular social or
economic importance for the local government. The amount of the reserve is
allocated after consultation with the self-government.

The changes in the system of incomes of local self-government units introduced
by the Act of October 1, 2024 are intended to provide local self-government units
with the opportunity to provide the highest quality public services and development
opportunities, taking into account the dynamic changes in civilization and socio-
economic conditions. However, the law is not free of unresolved issues, which was
pointed out by the self-government side during the project work.

3. IMPACT OF THE CHANGES INTRODUCED BY THE LAW OF OCTOBER 1, 2024
AND EXPECTATIONS FOR THE FUTURE

The Act on Local Government Incomes, adopted by the Parliament in October
2024, is a compromise between the expectations of local governments and the
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possibilities of the government. Work on the Act took place in a situation where
the loss of revenue for local government units in 2023 and 2024 was estimated at
PLN 30 billion per year. In reality, this amount will be higher, as the document
'Regulatory Impact Assessment' for the draft Act on the Revenue of Local
Government Units does not take into account double-digit inflation and related
salary increases (Ministry of Finance, 2024).

It follows from the calculations presented in Act on the Income of Local
Government Units [Ministry of Finance, 2024] that basing the revenues of
territorial self-government units from PIT and CIT on the incomes of taxpayers
from the territory of a given territorial self-government unit, together with the
incomes of taxpayers paying a lump-sum tax on registered incomes and the change
of the source of financing territorial self-government units' needs (from general
subsidy to incomes from PIT and CIT), the revenues of territorial self-government
units from participation in PIT and CIT will increase in total in 2025 according to
the new system by approx. PLN 93 billion (from PLN 108 billion to PLN
201 billion) as compared to the current system.

The change in the source of financing the needs of the self-government units
from a general subsidy from the state budget to an increase in the incomes of the
self-government units from participation in the PIT and CIT will result in
a decrease in the incomes of the self-government units from the subsidy in 2025,
in relation to the regulations currently in force, by approximately PLN 83 billion,
i.e., from PLN 127 billion to PLN 44 billion. Similarly, the state budget
expenditure on the same account will fall by the same amount.

On the basis of the new method of calculation set out in the Act, it has been
estimated that the following amounts will be allocated to local government units
for the various categories of needs:
compensatory needs — approximately PLN 19.3 billion;
development needs — over PLN 8.6 billion;

— environmental needs — approximately PLN 1.5 billion;

— supplementary needs — about PLN 6.6 billion.

Due to the elimination of payments made by territorial self-government units
to the state budget on account of above-average incomes in favor of adjusting the
revenues of these units, the expenditures of territorial self-government units will
decrease by more than PLN 5.2 billion in 2025. For the state budget, this solution
will be neutral, as both expenditures and revenues will decrease (Ministry of
Finance, 2024: 10-11).

The changes proposed in the Act, despite their acceptance by the self-
government side, raise doubts and concerns, as pointed out by self-governors such
as Krzysztof Zuk, Mayor of Lublin, or Grzegorz Cichy, Mayor of Proszowice,
self-governors of the Union of Polish Cities (Horbaczewski, 2024). The most
controversial solutions are those related to education, which is the biggest burden
on municipal budgets. In some municipalities, education accounts for up to 60%
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of the budget. The gradual underfunding of education by more than PLN 2 billion
per year over the last eight years has dramatically increased the so-called
education gap (Horbaczewski, 2024).

One of the main problems is the model for annual estimation of educational
needs, including expenditure on kindergartens (Union of Rural Municipalities of
the Republic of Poland, 2024: 3). The position of the self-government side,
addressed to the government, states that "the tasks of education and upbringing
have so far been underestimated in a particular way. The educational needs
calculated on the basis of the bill are far below the real expenditure on education"
(Association of Polish Cities, 2024). The system does not take into account
changes in the formation of teachers' salaries and wages, as well as civilization
and demographic changes. So far, the shortfall in funding for educational tasks
has been covered by local authorities from their own incomes, thus relieving the
government of the need to increase the pool of funds from the state budget in real
terms. During the work on the new law, the self-government side proposed the
introduction of solutions that would guarantee the stability of the system in the
area of educational tasks. The guarantee would have been the inclusion in the state
budget of stable funding in the amount of at least 3% of GDP, as provided for in
the Budget Act. However, this was not included in the adopted law. On the other
hand, the Minister of Finance promised to continuously monitor the new income
system in 2025 in order to identify any shortcomings and correct them in a future
amendment (Local Government Service, 2024). This solution stems from the fact
that the Act on Local Government Income will not come into full effect until
January 1, 2026. The year 2025 will be a transitional period, which is why many
of the Act's provisions are aimed at that year. The authority for this declaration is
enshrined in article 117, which states that by June 30, 2026, the Minister of
Finance will provide the Local Government Party with information on the effects
of the Act, together with possible proposals for changes.

The adoption of the new law on local government incomes should be seen as
a step in the right direction, especially as it comes at a time when the state budget
situation is difficult. According to the explanatory memorandum to the draft law,
every local government unit is expected to benefit from the reform of local
government finance. The strengths of the proposed changes include an increase in
the pool of own resources, on which local government units have full freedom to
spend (as opposed to targeted grants). The independence of PIT and CIT incomes
from government decisions on tax changes. The inclusion of the environmental
component in the revenue sources, which gives municipalities with protected
areas the opportunity to raise additional funds, and the per capita revenue potential
in the equalization system.

In addition to the necessary and appropriate changes, the law will need to be
adjusted in the future, as the legislator himself rightly notes. First of all, the
determinants adopted in the Act, which will determine the level of expenditure
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needs, will need to be fine-tuned. According to the preliminary opinion of the
National Institute of Local Self-Government, local authorities will be able to
influence the formation of some of the determinants through their policies, and
these should be objective factors (Swianiewicz & Lukomska, 2024: 3-5).

The process of reforming the system of local government finance has
undoubtedly begun, and it is to be hoped that it will continue in the direction of
greater stability, independence and transparency. It will not be a so-called
temporary solution that will last for decades, as has been the case so far.

CONCLUSION

The work on the new law on the incomes of territorial self-government units was
welcomed with great satisfaction and hope for the stabilization and
depoliticization of the financial system in the local government.

Despite the controversies, the self-government and government sides were
satisfied with the solutions proposed in the law, with a clear indication of the need
for corrections in the future. These will be based on monitoring of the new
provisions and their functioning in practice. The year 2025 is to be the period of
their review, and the Minister of Finance is to present his conclusions and
proposals for changes by June 30, 2026.

The idea behind the new law is to restore stability and transparency to the
system of financing local government units. At the same time, it is a response to
the changing socio-economic and political situation. Under the legislation, all
local government units, although not each to the same extent, will receive
increased streams of funding for public tasks based mainly on their own incomes,
for which local government authorities have spending autonomy. The amount of
self-government incomes has been freed from central government decisions on
tax policy. The need to support self-governments in the area of development and
ecology has been recognized, by defining development and ecological needs and
granting them an appropriate financial component. A complete novelty is the
separation of a new type of entity — cities with poviat rights, which have so far
been included in both the municipal and poviat systems. A number of the solutions
introduced deserve recognition. It should not be forgotten that there are also those
that will require appropriate adjustments.

These include: the system of financing educational tasks and the
‘determinants’ adopted for individual algorithms determining the spending needs
of individual TSUs. Only practice will show whether they have been correctly
estimated and take into account the right variables.

Building a stable financing system for local government units will require
both the government and the self-governments to work together on a multifaceted
basis, with mutual understanding and partnership. Neither side can consider itself
dominant, as the interests and needs of local communities are at stake, and it is at
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the local government level that they are realized on the largest scale. It is to be
hoped that the adopted regulations will not be treated as so-called ‘temporary' with
a long-term deadline.
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ZAKRES | KIERUNEK ZMIAN DOCHODOW JEDNOSTEK SAMORZADU TERYTORIALNEGO
W POLSCE W NOWEJ USTAWIE Z 1 PAZDZIERNIKA 2024 R.

Cel artykutu. Celem opracowania jest przedstawienie podstawowych zatozen przyjetych w nowej
ustawie o dochodach jednostek samorzgdu terytorialnego oraz zmian w sytuacji finansowej po-
szczegolnych typdw jednostek samorzadu terytorialnego w Polsce.

Metoda badawcza. Artykut ma charakter poglagdowo-porzadkujacy, a do osiggniecia zamierzo-
nego celu wykorzystano przyjety akt prawny, projekt ustawy wraz z dokumentami wprowadza-
jacymi oraz opinie organizacji samorzadowych.

Wyniki badan. Przyjecie nowej ustawy o dochodach jednostek samorzadu terytorialnego ma na
celu zreformowanie systemu finansowego w kierunku przywrdécenia stabilnosci i przejrzystosci.
Jednoczesnie jest odpowiedzig na zmieniajgca sie sytuacje spoteczno-gospodarczg i polityczna.
W mysl przepiséw wszystkie jednostki samorzadu terytorialnego, cho¢ nie kazda w réwnym
stopniu, otrzymajg zwiekszone strumienie finansowania zadan publicznych oparte gtéwnie na
dochodach wtasnych. Wysokos$¢ dochoddéw samorzgdowych zostata uwolniona od decyzji wtadz
centralnych w zakresie polityki podatkowej. Dostrzezono konieczno$é wsparcia samorzagdéw
w obszarze rozwoju i ekologii, poprzez zdefiniowanie potrzeb rozwojowych i ekologicznych, oraz
przyznania im odpowiedniego komponentu finansowego. Zupetng nowoscig jest wyodrebnienie
z struktury samorzadowej miasta na prawach powiatu. Szereg wprowadzonych rozwigzan zastu-
guje na uznanie. Nie nalezy zapominaé, ze sg takze takie, ktére beda wymagaty odpowiedniej
korekty. Do nich nalezg: system finansowania oswiaty oraz ,,determinanty” przyjete dla poszcze-
golnych algorytmow okreslajgcych potrzeby wydatkowe poszczegdlnych JST. Dopiero praktyka
pokaze czy zostaty prawidtowo oszacowane i uwzgledniaja wtasciwe zmienne. Budowanie sta-
bilnego systemu finansowania jednostek samorzadu terytorialnego bedzie wymagato zaréwno
od strony rzgdowej jak i samorzagdowej wieloptaszczyznowej wspotpracy, wzajemnego zrozumie-
nia i partnerstwa.

Stowa kluczowe: finansyzacja, szczescie, wskaznik rozwoju systemu finansowego, kredyt dla sek-
tora prywatnego, zréwnowazony rozwdj, kraje Europy Srodkowo-Wschodniej.
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DIRECTIONS OF CHANGES IN CUSTOMS CONTROL

ABSTRACT

The purpose of the article. In the article, two objectives are indicated: the first —the indication of
the specific features of customs control as well as the identification and evaluation of the most
important changes within this process with consideration for the specific conditions caused by the
incompatibilities between the paradigm of facilitating and simplifying the international trade in
goods and that of its security. Achieving the above purposes will allow for verification of the
hypothesis that the fiscal purpose of customs control has been significantly diminished in favor of
security.

Methodology. The methodology of the article is based on the analysis of subject-related literature,
and document study. The article also uses a statistical method.

Results of the research. Implementing facilitation and enhancing security in the international trade
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Miroslawa Laszuk

INTRODUCTION

In customs law customs control is an institution that holds a role of special
importance. According to Article 5(3) of the UKC, it means specific acts
performed by the customs authorities to ensure compliance with the provisions of
customs law and any other regulations concerning the entry, exit, transit,
movement, storage, and end-use of goods that are moved between the customs
territory of the EU and countries or territories outside it. Subject-related literature
contains a few definitions of customs controls, it has always been precisely
specified in legal acts through which it was regulated. One example is the
definition adopted by Czyzowicz who relates customs control with customs
supervision and stipulates that customs control consists of all activities undertaken
as part of customs supervision meant to confirm that goods are imported or
exported in accordance with legal regulations (Czyzowicz, 2004).

Activities performed during customs controls are aimed at ensuring the
correct collection of customs duties related to the import of goods (fiscal
function), verification of declared customs procedures, and what is particularly
important, especially after the beginning of the 21st century, assurance of the
broadly understood security (protective function). Therefore, the subject scope of
customs control is extensive.

In the context of changes within the process of customs control, the period
encompassing the end of the 20th and the beginning of the 21st century is
particularly significant. The greatest impact was exerted by the introduction of the
security paradigm as well as the attempt to incorporate it into the existing system
for the international trade of goods facilitation and simplification (the facilitation
and simplification paradigm). This process has resulted in several changes to the
management of international goods trade, including customs control — one of the
most important mechanisms within this activity. Additionally, the priority of
customs control objectives has also been altered. Ensuring security has become
one of the most important objectives of control. In this case, security should be
understood broadly, namely ensuring public safety and order, protecting human
and animal life and health, protecting the environment, and protecting the EU
market.

It is necessary to note that customs control is a distinct form of control.
A detailed analysis of changes within this process is not feasible without first
addressing its specific character. Keeping this under consideration, it becomes
possible to specify the article’s two fundamental purposes: the indication of the
specific features of customs control as well as the identification and evaluation of
the most important changes within this process with consideration for the specific
conditions caused by the incompatibilities between the paradigm of facilitating
and simplifying the international trade in goods and that of its security. Achieving
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the above purposes will allow for verification of the hypothesis that the fiscal
purpose of customs control has significantly diminished in favor of security.

Applied research methods include literature analysis and critique, document
study, and statistical analysis. The analysis of the statistics covers the period
between 2021-2022.

1. SPECIFIC CHARACTER OF CUSTOMS CONTROLS

Customs control or inspection is an extraordinarily complex and unique institution
of customs law. This is because its model is simultaneously defined by norms
introduced within international agreements, the EU legislation, and the laws of
particular countries (multicentric). Its specific character may also be evidenced in
that it directly concerns, first and foremost, the import or export of goods into or
out of the EU customs territory to or from countries not lying within it, with its
indirect subject being the activities of the entity trading those goods. Another
aspect that is specific in the process of customs control is that of time. It is
significant that customs controls dealing with particular goods occur mainly when
those goods remain under the control of the customs authority, but only until the
moment of their release. The above does not exclude the possibility of carrying
out control activities ex-ante in situations when the goods have not yet entered the
customs territory of the EU as well as after their release (ex-post) when the entity
being the subject of the control no longer has at its disposal goods that are the
subject of international trade. Customs control can, therefore, be carried out at
every stage of transporting goods from third-party countries as well as after the
release of goods, however, its effectiveness is often dependent on the aspect of
time (Laszuk, 2017).

It should also be noted that the scope and purpose of the control are largely
determined by the customs status of the goods as well as their stage of circulation.
This indicates the specified by legal regulations range of possible activities that
can be carried out by a customs body concerning the goods at various stages of
the control process. Customs controls have two fundamental aims: the security of
the EU and the protection of both national and EU financial interests (fiscal aim).
However, the diminishing importance of the fiscal goals is increasingly evident
due to the constantly reduced customs revenue as a result of the introduced trade
facilitation measures.

The Table 1, defining the scope of import controls (release for circulation)
additionally indicates their type. The rule is that each type of control is conducted
independently although its application does not mean that other types of controls
cannot be carried out at a later time. It should be noted that most types of controls
focus on ensuring security. Additionally, in random controls, security plays a more
significant role.
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Table 1. Scope and purpose of customs control with consideration for the customs situation of
the goods (based on the example of imports)

Customs status of goods - Purpose of
Scope of customs control
stage of goods turnover customs control
Non-Union goods — remain the Control of the entity's intention to take | EU security
responsibility of the carrier or a specific action, which involves the
freight forwarder and the entry of goods into the customs
customs authority has only the territory of the EU. The subject of
information about the goods control is information about the goods,
from the summary declaration. shipper, consignee, and carrier. The
summary declaration is controlled.
Ex-ante customs control
(preliminary control).
Non-Union goods — entered the | Customs control aimed at verifying EU security

customs territory of the EU
(crossed the EU border), and
before the submission of the
customs declaration and under
customs supervision (the
possibility of taking action by
the customs authority)

whether the goods pose a threat to
broadly understood security
(examining goods including sampling -
determination of parameters,
composition, function of goods;
control of means of transport). The
scope of the inspection is often
conditioned by the conducted risk
analysis.

Control in the field of security of
goods.

Non-Union goods — a customs
declaration has been submitted
for the goods, but the release of
the goods into the requested
customs procedure has not yet
occurred.

Control of the calculation elements
included in the customs declaration
(verification of the customs
declaration) and the documents
confirming the information contained
in the declaration.

Control of the customs declaration.

EU security and
fiscal

Union goods — release for the
requested customs procedure,
which gives the customs
authorities limited scope for
action.

Inspection concerns mainly documents
(customs, accounting, commercial),
since most often the goods are no
longer there.

Ex post customs control

Fiscal

Source: developed by the author.

The unique character of customs controls can also be seen in the institution
introduced within the UCC, requested customs control. In this situation, the holder
of the goods being subjected to control can at any time, with permission from
customs authorities, examine or sample goods to resolve their tariff classification,
customs value, or customs status (Art. 134 sub. 2 UCC). The aim of requested
customs control may be the determination of missing elements when the party
requesting the control does not possess all the information necessary for the proper
classification of the goods or its verification, in cases when the goods’ holder has
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doubts regarding the agreement of the goods in question with documents provided
by their foreign exporter. Requested customs control is a preliminary process of
product verification. The Union legislator clearly defined the forms of control —
examination or sampling of goods. This investigation allows not only for the
verification of data contained within documents attached to the goods by the
supplier but is also significant in determining the type, quality, and quantity of
imported goods (Kosonoga, 2001). These activities are especially important from
the perspective of subjecting these goods to the process of particular customs
procedures (Lasinski-Sulecki, Rudyk & Spiewak, 2007).

However, it must be noted that activities initiated at request do not exhaust
all levels of assigned controls. The examination of goods is aimed at determining
the goods’ actual status. The results of the examination are compared with
descriptions or information contained within documents held by the requesting
entity. Yet, there does not exist a stage that identifies the causes of discrepancies
if such do occur. The rule is that the state determined through examination is
accepted as factual. The above-described institution is not defined either in tax
law or in controls carried out in accordance with business law. It is characteristic
solely of customs law (Laszuk, 2017).

2. THE PARADIGM OF FACILITATION AND SIMPLIFICATION AS WELL AS THAT OF
SECURITY AND CUSTOMS CONTROL

Within the last several decades (the end of the 20th and the beginning of the 21st
century) customs policy and customs law have evolved significantly. This was
connected with events that have had a considerable influence on trade occurring
within the economic sphere as well as those concerning security. The role of the
traditional paradigm of customs policy and law concerning financial aspects — the
collection of tariffs and other public duties — has, over the years, declined. Efforts
initiated internationally as early as the end of World War Il meant to liberalize
trade. Initially decisions were made concerning rules and procedures reducing
industrial trade barriers and then, after the end of the Uruguay Round, activities
meant to liberalize other areas of trade, such as agriculture, services, and
intellectual property were initiated (Glodowska, 2015). Aside from lowering
duties on goods, these steps meant to shorten processing time as well as to reduce
the cost of international trade transactions, (Portugal-Perez & Wilson, 2009).
At the end of the 20" century, these schemes caused the formulation of a new
paradigm within international trade — facilitation and simplification. Literary
sources clearly emphasize that this model primarily focuses on the simplification
and harmonization of trade procedures through the reduction of transport costs
(Behar & Venables, 2011), efficient customs procedures (Messerlin & Zarrouk,
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2000), transparent and uniform legal regulations, and improved IT infrastructure
(Wilson, Mann & Otsuki, 2003).

However, the increased need to ensure security and public order (terrorist
attacks of the early 21st century), the necessity for protecting the lives and well-
being of people and animals, the environment as well as the common EU market
resulted in the emergence of a new paradigm in international trade, one parallel to
that of facilitation, that of security. It created the demand for the development of
global norms (Wolffgang & Dallimore, 2012) that would ensure the safety
of international trade.

The first implementation of the facilitation and simplification paradigm and
the subsequent appearance of the paradigm of security caused several significant
changes in the rules of international trade in goods. The introduction of solutions
meant to ensure the security of that trade in the context of already implemented
significant facilitation and simplification measures, which was particularly
important. Having noted the fact that solutions implemented within the sphere of
facilitation often did not fully comply with those connected with security, the
introduction of resolutions balancing those two aspects demanded a special
attention from the EU legislators (Laszuk & Sramkova, 2017). Striving to attain
that balance border services must simultaneously deal with two types of risk —
potential incompatibility with particular legal regulations and the potential lack of
facilitation at a level expected by their government. Despite the belief that the
above-listed paradigms are contrary to one another, control and facilitation are not
mutually exclusive (Widdowson, 2006).

One example of balancing between the above-mentioned paradigms is the
institution, introduced in 2008, of the authorized economic operator (AEO).
Entities possessing such a status are subject to modified rules of customs control.
Verified through a thorough auditory process an authorized enterprise benefits
through several facilities and simplifications in customs proceedings concerning
goods including those pertaining to carried-out customs controls. It gains,
therefore, certain privileges in that respect (fewer controls, is informed by
authorities about the intent to carry out controls) unless customs control is required
due to elevated levels of risk or the need for inspection resulting from other EU
regulations.

In situations where an analysis of risk is the basis for conducting control, the
fact that an enterprise holds the status of an AEQ is considered. Entities holding
AOES certificates are subject to fewer document and physical controls concerning
security while those with AEOC certificates are not as scrupulously inspected with
regard to fiscal risks (connected to misestimation of customs duties and taxes).
The regulations do contain an exception to the above-described rule concerning
fewer controls — the right to a decreased number of physical and document
controls is not observed in situations where an agent having AOE status (such
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as a customs agency) represents an entity that does not enjoy such a status
(Laszuk, 2017).

However, the greatest impact on the rules governing customs controls has
been exerted by the paradigm of security. Balancing trade facilitation,
standardization, and uniformization of procedures concerning international supply
chains and the need for greater control and intervention, has led to an increased
importance of risk analysis or, in a broader sense, management of customs risk.
Currently, customs controls are mainly conducted on the basis of risk analysis.
Effective employment of rules governing risk management systems is key to
reconciling the simultaneous functioning of two paradigms — facility and security.
Risk management and the analysis of risk have become fundamental to customs
controls. This can be corroborated through the definitions of customs risk as well
as risk management, in force since 2016, within the Union customs code. The
concept of risk stipulated in Art. 5 Sub. 7 of the UKC clearly indicates situations
requiring customs controls ("»risk« means the likelihood and the impact of an
event occurring /.../, which would prevent the correct application of Union or
national measures, compromise the financial interests of the Union and its
Member States or pose a threat to the security and safety of the Union and its
residents, to human, animal or plant health, to the environment or to consumers").
In turn, risk management has been defined by the EU legislatures through
activities. Management of customs risk, therefore, encompasses activities such as
collecting data and information, analyzing and assessing risk, prescribing and
taking action, and regularly monitoring and reviewing that process and its
outcomes, based on international, Union, and national sources and strategies.
Customs authorities manage risk to differentiate between levels of risk with goods
subject to customs controls or supervision as well as to determine if, and if so
where, goods will be subject to particular customs control. This manner of
defining risk management closely binds it to the institution of customs control.
Management of customs risk is similarly defined in the subject-related literature
— one such example is the definition presented by Drobot and Klevlee (2016)
according to whom it is the systematic effort on developing and the practical
implementation of preventative measures and minimization of threats, assessment
of the effectiveness of their application as well as verification of recommended
customs operations assuring continued actualization, analysis and authentication
of information available to customs authorities. Operationally, management of
customs risk is an effective tool in the processing of large numbers of people,
goods, and vehicles with limited resources and fluctuations in the levels of risk
without hindering the flow of legal trade. It is possible, however, to also find
definitions that too closely associate risk management with control. Harmash
(2019) claims that the management of customs risk is a key method of customs
control. Customs risk management cannot be solely identified with customs
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control. Keeping in mind the manner of defining the term "risk management" in
management sciences, the understanding of this concept must be accepted
in a broader scope.

Risk management’s extensive scope also ensues from such documents as the
Kyoto Convention or the SAFE Framework of Standards to Secure and Facilitate
Global Trade. Within these documents, customs risk management is identified as
the systematic application of management procedures and practices providing
customs authorities with information crucial to the handling of movement or
transport of goods that may pose a threat (Kyoto Convention, 1973). The scope of
the definitions quoted above is similar to the interpretation adopted by the EU
legislators.

Referring to the above, customs risk management should, therefore, be
understood as an interactive process in which information is continuously
updated, reviewed, and amended (WCO, 2011). This mechanism consists of
several elements: ascertainment of context, identification of risk, risk analysis,
assessment and determination of risk priorities, and risk prevention. In customs
controls, identification and analysis of risk are of particular significance. Correct
implementation of these two stages of risk management results in effective
customs control.

Identification of customs risk is the process of recognizing threats that may
negatively impact the achievement of goals assumed by customs authorities. (In
Poland, the purpose of the Customs and Fiscal Service is to protect the interests
of the state and the EU customs territory. Specifically, customs authorities are to
collect duties related to the import of goods into the EU customs territory, to
ensure that trade in goods takes place in accordance with the law, to ensure the
safety of EU citizens, the EU market, and protection of the environment). The
process of risk identification mainly concerns the discovery of new phenomena
and dangerous activities of entities resulting in the violation of legal norms within
the scope of the competence of a given customs administration. This mechanism,
therefore, encompasses the identification and recognition of threats. At this stage,
it is important to formulate questions concerning events that may impact the
particular aim realized by customs authorities which will allow the discovery of
the potential character of the threat as well as ones leading to information
regarding potential causes —why and how a given situation occurred (Widdowson,
2020).

Identification of risk is closely connected to risk analysis and assessment
which permit the determination of the probability and consequences of a particular
risk. Each identified risk initiates certain activities such as the utilization of
information about that risk which encompass the probability and frequency
of occurrence of such risk, the estimation of its impact, cost, and consequences of
these events with consideration of aspects including political aims, legal, and
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social structures. Lists of such risks can be analyzed and compared with current
data to verify whether conditions accompanying it are constant or if there is a need
to conduct its assessment again.

Referring to the above, the identification and analysis of customs risk is of
particular significance for customs controls since its conclusions, as well as the
previous identification of that risk, determine whether the control will be carried
out and what will be its aims and scope. As stated above, activities initiated as part
of risk analysis primarily allow for the quantification of risk and later the
consideration of the sources of the identified risks, assessment of their potential
consequences for aim realization, and, further on, the establishment of the
probability of the ensuing of those ramifications. The conducted analysis,
therefore, considers the probability of the occurrence of a particular event as well
as its potential consequences and their extent (WCO, 2011).

Especially significant in the context of security purposes is the risk analysis
carried out after lodging of the entry summary declaration which contains so-
called "security data". This is yet another solution having a significant impact on
customs controls introduced after the formulation of the security of international
trade paradigm. The aim of the established in 2005 above-mentioned solutions
was the improvement of the security of the entire EU as well as better targeted
customs controls through the creation of a shared basis for risk analysis. Data
contained within the declaration permit customs authorities to conduct risk
analyses concerned with the protection and safety of citizens, the environment,
and the EU market before a given good enters the EU territory. Information
contained with the summary declaration does not regulate the good’s legal status
but is aimed at identifying it, completing the process of risk analysis, and
determining threats that may impact transport security. Hence, under these
circumstances two rules are important: that the information be reliable and that
the declaration is lodged in a timely manner. The summary declaration may be
considered a transitional measure, utilized mainly for non-union goods (Lsinski-
Sulecki, Rudyk & Spiewak, 2007),which is the main basis for conducting risk
analysis focusing on the security and safety of entry goods that may, further on,
result in so-called security control. Risk analysis can also be conducted after the
filing of the customs declaration. However, in this situation, special significance
is afforded to financial risks, which does not mean that the control does not include
security aspects.

The functioning of the security paradigm in international trade as well as of
solutions dealing with this aspect (summary declaration, risk analysis) cause the
emergence of two types of customs control — the ex-ante control (preliminary
customs control) and the security control. The ex-ante control is realized before
the initiation of activities connected with the introduction of non-union goods into
the EU customs territory. Its character is, therefore, preventative, providing
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the possibility for the prevention of activities that violate the law. This type of
control allows the assessment of risk that may ensue from the entry of the goods
onto the customs territory of the European Union (Kurowski, Ruskowski &
Sochacka-Krysiak, 2000). This type of control very often determines whether
there is a need for security controls.

Considering the introduction of the security paradigm as well as
a considerable rise in the number of threats appearing in the last several years
within the international environment, the emergence of a new type of control, one
that has become an important link in the security of the international supply chain,
the security control, has gained special significance. It must be noted that when it
comes to these types of controls the notion of security (safety) should not be
understood solely as threats to public safety but rather in a broader sense as stated
above. The security control (check) concerns prohibitions and restrictions justified
on the grounds of public morality, public order, the protection of the health and
life of humans, animals, or plants, the protection of the environment, the
protection of national treasures, and the protection of intellectual, industrial and
commercial property.

The right to conduct security customs controls results from the text of
Art. 134 Sub. 1 of the Union Customs Code according to which, from the moment
goods enter the customs territory of the EU (the exact moment they cross the
exterior border of the EU), they become an object of customs supervision and may
be subject to customs controls. To identify the earliest moment when a security
control may be conducted, it is necessary to invoke the text of Art. 139 Sub. 1 of
the UCC which imposes an obligation of an immediate presentation of goods
introduced into the EU customs territory to customs authorities. For this reason,
security control is most often initiated after the fulfillment of two criteria: the entry
of goods into the customs territory of the EU and their presentation to customs
authorities. Security controls are characterized by a lack of prior notification
which is justified by their aims.

The above-described solutions concerning customs controls are connected to
ensuring safety and security. The significance of customs controls, however, in
terms of proper collection of customs duties and taxes liable for the importing of
goods should not be completely discounted (fiscal purpose). For reasons of
conceptual shortcomings which allow for significant differences in interpretation,
resulting in differences in the manner of risk management frameworks are
implemented by various member states, dishonest importers can import goods
mainly at those points of entry into the EU where the levels of controls are low.
The European Union, therefore, to increase the effectiveness of, primarily
financial, risk management, has issued an implementing decision wherein it
stipulated detailed requirements concerning the management of such a risk —
Commission’s Decision on Financial Risk Criteria (FRC Decision 2018). Itis a set
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of rules that enable the customs clearance systems of member states to
systematically identify (or “electronically mark™) transactions that constitute
a potential financial risk and require further controls. This is the first legally
binding implementing decision where shared criteria and norms aimed at solving
problems connected to financial risk have been established (European Court of
Auditors, 2021). The framework for fiscal risk management developed by the
Commission in cooperation with member states guarantees a homogeneous
carrying out of customs controls to safeguard the financial interests of the EU.
Such harmonization concerning identifying subjects of controls may ensure that
the financial interests of the EU are protected. The FRC encompasses most known
types of financial risk and facilitates a more uniform approach to customs controls
(European Court of Auditors, 2021).

The institution of customs control was also impacted by solutions related to
the facilitation of the international trade of goods. This concerns the facilitation of
customs controls. However, these may be associated with some doubts and mainly
refer to the institution of self-assessment. This solution, implemented by the EU
legislators, may incite some misapprehension in the contexts of security as well
as the legal definition of customs control which clearly determines entities that are
authorized to perform it. The EU legislators granted the ability of self-assessment
to authorized economic operators (AEO) concerning customs clearance of goods
that have been introduced to the customs territory of the EU and will then be
introduced to the market, including the ability to conduct controls under customs
supervision. The results of carried-out controls are treated by a given authority as
if control activities were performed by that authority. Considering the fact that the
regulations of customs law do not foresee a different type of control it should be
assumed that these procedures are performed as part of a customs control.

The introduction into the EU customs code of the above-described institution
signifies a change in the relationship between customs authorities and entities
involved in the international trade of goods, from the traditional control and
issuing directives to one more based on trust (Liu, Tan & Hulstijn, 2009). It must
be noted, however, that control activities completed by the declaring entity should
be defined as self-assessment (self-control) and should be excluded from customs
controls (Laszuk, 2017). It is also necessary to emphasize that this solution is only
characteristic to customs controls and similar mechanisms cannot be found in any
other types of controls.

In reference to the above, it should be stated that this solution is a fundamental
challenge not only with respect to safety but also to the collection of import duties
and taxes as well as security. Relinquishment of control activities, some of the
most important means of verification, to authorized economic operators, raises the
question of whether the developed mechanisms of verifying AEOs are sufficient.
Far-reaching simplifications have been implemented with respect to customs
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controls and, at the same time, it is maintained that customs controls are the main
guarantee of safety and security in international trade of goods.

In performing an analysis of the changes occurring in customs controls it is
also necessary to consider how the implemented changes impact the execution of
customs controls. These numbers have been presented in the Tables 2 and 3.

Table 2. Percentage of declarations subjected to customs control in all import declarations
(period 2012-2022)

vear | SubmitdCutoms. | Deslretins et | "Lt conta il
declarations
2012 1438493 65347 4.50%
2013 1644300 46303 2.80%
2014 1938868 53610 2.80%
2015 2162227 121215 5.60%
2016 2483193 132877 5.40%
2017 2835576 209312 7.4%
2018 3358245 317791 9.40%
2019 3665052 120181 3.30%
2020 3714974 74921 2%
2021 4449618 86605 1.90%
2022 3822817 89850 2.40%

Source: own study based on data obtained from the Analytical Center of the Chamber of Tax
Administration in Warsaw.

Concerning import, the last four years have shown a clear reduction in the
number of customs controls. This also may be the result of control priorities
defined through customs and tax control by the National Revenue Administration.
Analysis of customs declarations (Table 2) that were subjected to customs controls
shows that between 2019 and 2022 there was a significant decrease in controlled
declarations even though the overall number of entry declarations rose. This is
visible both in number values as well as in the share of controlled declarations in
all submitted declarations. The cause of the decrease in controls should be sought
in the rise of filed summary customs declarations which can be lodged by
authorized economic operators (AEQO) — as trusted entities, they are subject to less
control. The reduced number of customs controls is also connected to the change
of priorities — the lesser significance of fiscal aims resulting in less and less
revenue from customs duties (this is due to the economic modification of customs
duties, the wide-ranging system of preferences, the operation of the Generalized
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Scheme of Preferences — all of which reduce the tariff rates in the tariff). In Poland,
customs control and fiscal control have been combined — it is now customs and
fiscal control. For this reason, the number of realized customs controls is smaller
than that of fiscal or tax controls (the results of these controls bring greater benefits
to the country’s treasury).

The sources of control directives assigned to customs declarations presented
in Table 2 most often include risk analysis followed by: random checks, decisions
made by the dispositor who expresses doubts regarding the declaration,
introduction of a directive by the administrator, and segmentation.

Table 3. Percentage of declarations subjected to customs control in all export declarations
(period 2012-2022)

Year Sublgnitted Customs Declarations subject Pi;ﬁgﬁ% ?Lgf:éﬁﬁt;?{] s
eclarations to customs control declarations
2012 1442315 17822 1,20%
2013 1586577 14224 0,90%
2014 1569212 21189 1,40%
2015 1758157 22238 1,30%
2016 2060219 39048 1,90%
2017 2348646 39624 1,70%
2018 2535490 15906 0,60%
2019 2742890 14532 0,50%
2020 2949181 23764 0,80%
2021 4194770 31270 0,70%
2022 4006034 45878 1,10%

Source: own study based on data obtained from the Analytical Center of the Chamber of Tax
Administration in Warsaw.

Falling numbers of controls can also be seen for export although in this case,
the percentage of controls in relation to received declarations was always
significantly lower than in import. Referencing Table 3 it should be stated that
only a small number of customs declarations was subject to customs control. The
number of declarations that were checked makes up a small percentage of the
overall amount of lodged customs declarations. This is the consequence of the fact
that exit procedures in comparison to entry procedures carry a low level of
financial risk. Customs exit procedures do not include the collection of customs
duties. Goods leaving a given customs territory will no longer be a threat to public
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safety, the health and life of humans, animals, or plants nor to the environment. It
must be stressed, however, that controls connected with the safety of goods most
often occur within the territory of the country whose customs territory the products
enter. Hence, the risk of threats to safety connected to the exit of these goods is
low and customs controls are infrequent.

However, it must be mentioned that all risks cannot be completely ruled out —
situations where the amount of goods that exit the customs territory of the EU is
smaller than declared allowing for the entity implementing the export procedure to
try to obtain a greater tax refund than what is owed for the actual amount of goods
exported. A smaller number of controls is also problematic with respect to dual-use
goods (products which, although designed by the manufacturer for civilian
applications, may be utilized by end-users for military purposes). Sometimes it is
impossible to determine solely based on a customs declaration whether the goods in
question are dual-use goods since this is not clear from their assigned code but is
determined by their specific characteristics, often very precisely defined. In this
situation, the properties of such goods can be established through customs control.
A smaller number of controls signifies diminished security because exported goods
may be used, for example, to prepare terrorist attacks.

CONCLUSIONS

First, the implementation of the paradigm of facilitation and simplification and
then that of security brought significant changes in customs controls — one of the
most important institutions of customs law. Customs control is a specific kind of
control, a fact that can be substantiated through the subject of that control (goods)
or its aim that depends on the customs status of the good as well as the occurrence
of other types of control, not known in other domains, such as law or management,
like control at request. For this reason, the introduction of solutions aimed at
ensuring the security of international trade in the context of already implemented
significant facilitations and simplifications was especially difficult. It resulted
from the fact that the solutions introduced in the area of facilitation often did not
completely meet the assumptions within the sphere of security where customs
control plays a particular role.

The solution which guarantees the proper simultaneous function of facilities,
as well as solutions connected with security, is the institution of the AEOQ. It
provides a range of facilitation measures in international trade (including in
customs control), while a thorough audit conducted before granting the permit
ensures security. However, it turned out that it allowed for far-reaching solutions,
such as self-control, which may threaten both security and the collection of
customs duties in the required amount (especially in the case of anti-dumping
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duties). Unfortunately, the relationship between customs authority and entities
carrying out international trade in goods based on trust, may not prove effective.

In the security sphere, risk management is of particular importance.
Currently, in an era of globalization and progress in worldwide exchange, a lack
of customs risk management would constitute a significant obstacle in the
international exchange of goods. The conduction of numerous traditional controls
would cause delays in a good or product reaching its destination resulting in
greater costs. High turnovers, complicated structures of global supply chains,
development of new forms of criminal activity, terrorist threats, and the war in
Ukraine are only some of the factors and trends that result in challenges to security
causing a need for more and more efficient and effective customs controls. The
solutions identified in the above article are meant to fulfill that aim. However,
keeping in mind the fact that the phenomenon of dumping is becoming more
common, which raises the importance of antidumping duties, controls concerning
the accuracy of customs duties should also, as with security controls, be
considered significant.
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KIERUNKI ZMIAN W KONTROLI CELNEJ

Cel artykutu. W artykule wskazano dwa cele: pierwszy — wskazanie specyfiki kontroli celnej oraz
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celdw pozwoli na weryfikacje hipotezy, ze cel fiskalny kontroli celnej ulegt znacznemu zmniejszeniu
na rzecz bezpieczenstwa.
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INTRODUCTION

In Poland, as in other countries, the creation of churches and religious associations
is guaranteed by law and results from the state's declaration of ensuring freedom
of conscience, religion and the freedom to publicly and privately express one's
beliefs to every citizen (Art. 1, Act of 89.05.17). According to the Act, churches
and religious associations mean a community with its own system, doctrine and
rituals, established for the purposes of professing, promoting and teaching
religious worship. The organization and activities of churches and religious
associations are regulated by the Religious Law. It defines the rights and
obligations of citizens resulting from the accepted religion or worldview, as well
as the principles of establishing and operating churches and religious associations
in the country. It describes the mutual relations between the state and these
individuals, determining the normative attitude of the state towards religion, both
in the individual and collective dimension, outlining the scope of civil liberties.
Particular countries have developed their own systems of relationships between
the state and churches and religious associations. They include the principles of
cooperation with the state, as well as methods of financing them. The method of
financial support for churches and religious associations adopted in religious law
includes maintaining them from their own property and various types of external
funds from the believers and from state subsidies.

These solutions, and especially the validity of financing churches and
religious associations from public funds, arouse much controversy and social
emotions, which inspired the authors to undertake research on the problem of
financing churches and religious associations. As a consequence, the main aim of
the article was to review the regulations regarding the financing of churches and
religious associations used in selected countries and to compare these models with
the church fund used in Poland. The specific goal is to present the advantages and
disadvantages of financing churches and religious associations used in Poland
and the church tax proposed in many European countries, including Germany
and Austria.

The accepted goals determined the methods and structure of the article, which
was divided into four parts. The first one describes churches and religious
associations as public utility institutions and their place in the state structure, as
well as the basic state-church relations. The next part presents the methods of
financing churches and religious associations in selected European countries and
the world. The third point analyzes financing of churches in Poland, with
particular emphasis on the Church Fund. The last part characterizes the church tax
and other fiscal solutions regarding the supply of religious associations and
churches based on the example of Germany and Austria.
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The article uses a historical and legal method consisting in the analysis of
legal regulations and literature that led to the education and introduction into the
Polish legal system of the institution of a religious association and the methods of
its financing. Another method used is the dogmatic (analytical) method, which
enables the analysis of specific legal provisions, in particular religious law, the
Act on the State Takeover of Dead Hand Properties while maintaining the rules of
literal, systemic and teleological interpretation, as well as the analysis of court
decisions with reference to concepts developed by the doctrine. This method is
important for determining the legal nature of churches and religious associations
as public benefit organizations, as well as showing the methods of financing them.
The work also uses the comparative (legal-comparative) method to compare the
provisions of the Polish law with the provisions of other countries (Germany,
Austria).

Using this method, a verified funding assessment based on the use of the
church tax was presented. The third part also uses statistical and descriptive
methods to present the sources and structure of financing of churches and religious
associations in Poland. The paper ends with a summary and assessment of the
current solutions as well as conclusions regarding the need for changes in
financing in the future.

1. CHURCHES AND RELIGIOUS ASSOCIATIONS AS PUBLIC UTILITY INSTITUTIONS AND
SOURCES OF THEIR FINANCING

A democratic state of law is based on the existence and functioning of civic
organizations conducting activities for the common good, which also include
public benefit organizations (hereinafter referred to as PBO). The impetus for
introducing detailed regulations regarding PBO was the need to take into account
the role played by non-governmental organizations in the implementation of
public tasks in Polish legislation (Masternak, 2020: 138-167). The provisions on
conducting public benefit activities in the sphere of public tasks, obtaining the
status of public benefit organizations and the principles of their financing are
included in the Act of April 24, 2003 on public benefit activities and volunteering
(Journals of Law 2003.96.873 as amended).

Pursuant to the above Act, non-governmental organizations, in the sphere of
public tasks specified in the Act, may conduct the so-called public benefit
activities, i.e., socially useful activities in the field of, among others, social
assistance, family support, charity activities, activities for disabled people, people
of retirement age, science, higher education, education, upbringing and activities
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for children and young people, including recreation for children and young
peoplet.

An entity may obtain the status of a public benefit organization if:

— conducts public benefit activities, which means that all activities of this
entity must fall within the sphere of public tasks;

- conducts this activity continuously for at least two years;

— this activity is carried out for the benefit of the entire community or
a specific group of entities, distinguished due to a particularly difficult life
or financial situation in relation to society;

— allocates the surplus of revenues over costs for public benefit activities;

— has a statutory collective control or a supervision body, separate from the
management body and not subordinate to it in the scope of internal control or
supervision;

— ensures that members of the management board meet the conditions set out
in the Act on Public Benefits, including they cannot be legally convicted of an
intentional crime prosecuted by public indictment or a fiscal crime;

— has provisions in its statute protecting the organization's assets;

— inthe case of an entity conducting business activity, this activity should be
additional (side) in relation to its statutory activity (Trebska, 2022: 105-122).

Public benefit activities may be conducted by non-governmental
organizations and other entities which, unlike non-governmental organizations,
do not have to be non-profit organizations, which means that they can make
a profit. The regulations provide for the possibility of performing public benefit
activities not only free of charge, but also for a fee if organizations receive
remuneration for the implementation of public tasks. In such a case, income from
paid public benefit activities is used exclusively to conduct these activities.

In this context, public benefit activities may also be carried out by churches
and religious associations if, in addition to performing tasks in the field of
religious worship, their statutory goals include the provision of social and
educational assistance (Staszczyk, 2022). The regulations regulate in detail the
issues related to determining the legal nature of church institutions and other
religious associations, also as public benefit entities, recognizing the socially
useful activity of churches and religious associations, which determines their
recognition as public benefit institutions (Act of 89.05.17 on guarantees of
freedom of conscience and religion).

1 The catalog of public tasks that can be performed by non-governmental organizations is
included in Art. 4 of the Act of April 24, 2003 on public benefit activities and volunteering.
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The Act on Public Benefit Activities and Volunteerism grants church
organizations and religious associations a special status, including: the acquisition
of the status of a public benefit organization by such organizations does not
impose on them the obligation to conduct only socially useful activities. It is
sufficient to separate this activity in a way that ensures proper identification in
organizational and accounting terms (Article 21 of the Act), which in practice
means separating a unit dealing with such activities within the church legal person.
The issue of allocating income for public benefit activities is also regulated
differently in relation to non-governmental organizations. Church organizations
and religious associations must devote not all of their income to this activity, but
only all of the income obtained as a result of conducting public benefit activities
(Plisiecki, 2013: 161-183).

At the end of 2020, there were 9.3 thousand PBO companies operating in
Poland. They constituted 9.7% of active non-profit organizations such as
associations and similar social organizations, foundations, social religious entities
and economic self-government (Central Statistical Office, 2021). The largest part
of public benefit organizations were associations and similar social organizations
(73.0%), followed by foundations (25.9%) and social religious entities (1.1%)
(Tregbska, 2022: 105-122).

Obtaining the status of a public benefit organization by churches and religious
associations allows these entities to be granted certain privileges in the area of
financing sources. Therefore, organizations of churches and religious
associations, just like non-governmental organizations, may be financed from
various sources, including:

— membership fees;

— subsidies from public and private funds;

— donations;

— sponsorship;

— 1.5% deduction from personal income tax;

— public collections;

— court damages;

— income from the organization's assets, capital investments;

— paid public benefit activities;

— income from business activities;

— inheritances and bequests;

— other sources (including loans and credits) (Trgbska, 2022: 105-122).

Granting church organizations and other religious associations the status of
PBO allows them to solve the problem of insufficient financing and lack of funds
to conduct charitable and educational activities for the local community as well as
the needy and socially excluded. It enables, among other things, raising funds
from the 1.5% tax transferred by individuals. Like all PBOs, they can spend the
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money received from 1.5% on public benefit activities (Art. 27 of the Act on
public benefit activities and volunteering).

In Poland, the source of income for churches and other religious associations
as public benefit organizations most often comes from payments from institutions
or third parties (government and local government subsidies, 1.5% of personal
income tax, donations from natural and legal persons and membership fees
(Trebska, 2022: 105-122). The tax may be transferred in an annual return or in
a separate declaration. It is important that 1.5% is transferred only from a tax
return submitted before the deadline for its submission, i.e., by April 30 of the
year following the tax year, or from a correction of the return, if it was made within
one month of the deadline for submitting the return tax (Brzostowska & Kubiesa,
LEX 2024].

Another privilege granted to churches and other religious associations as
public benefit organizations is exemption from certain taxes and fees. In relation
to public benefit activities conducted by these organizations they are entitled to
exemption from:

— corporate income tax;
real estate tax;

— tax on civil law transactions;
stamp duty;
court fees (Plisiecki, 2013: 161-183).

The possibility of PBO including churches and religious associations, to
benefit from income tax exemptions is conditional on the allocation and
expenditure of the income generated for statutory activities, excluding business
activities (Masternak, 2020: 138-167). In turn, real estate tax exemption is
available when real estate or parts thereof are occupied by PBO for the purpose of
conducting free statutory public benefit activities. The tax rate for real estate or
parts thereof occupied by PBO for paid activities may not exceed PLN 0.71 per
square meter of area (Pahl, 2008: 285-298).

Churches and religious associations as the other PBO are also exempt from
tax on civil law transactions if they perform civil law transactions solely in
connection with unpaid public benefit activities within the meaning of the
provisions on public benefit activities and volunteering, if they report or submit
an application for an official act or an application for the issuance of a certificate
or permits, from the obligation to pay court fees, except for matters relating to the
business activities conducted by these organizations (Masternak, 2020: 138-167).

Another financial privilege granted to churches and religious associations as
the other PBO is the possibility of purchasing, under special conditions, the right
to use real estate owned by the State Treasury or a local government unit (Article
24 of the Act). These organizations may, among others: conclude use, rental or
tenancy agreements for a fixed period longer than three years or for an indefinite
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period, bypassing the tender procedure, as well as preferentially acquire
ownership rights to these properties (Article 37(4a)(1a) and Article 59 of the Act
of August 21, 1997, on real estate management). Annual fees for perpetual
usufruct of land properties intended for charity and non-profit activities: care,
culture, medicine, education, upbringing, research or research and development
for churches and religious associations as the other PBO are set at a preferential
tax rate of 0.3% of the price (Article 73 of Real Estate Management Act) (Journal
of Laws U.2024.1145 i.e., of 2024/07/30).

PBO, including church organizations and other religious associations, was
also granted the right to use public media (television and radio broadcasting) free
of charge in order to provide information about its free public activities (Act of
December 29, 1992 on radio and television broadcasting, Journal of Laws
2022.1722 of 2022.08.17.).

An important source of financing for the organization of churches and
religious associations as public benefit organizations is the possibility for public
administration bodies to entrust them with public tasks within the scope of their
statutory activities. Such an order is made on the basis of a competition. The
competition procedure may be omitted in the event of a natural disaster, a natural
disaster, a technical failure or due to important social or important public interest,
as well as in the case of civil protection and rescue tasks. Bypassing the
competition procedure, it is also possible to commission the implementation of
a public task of a local or regional nature. The performance of the assigned tasks
is financed by public authorities (Ksieski, 2024: 159-178).

2. FINANCING CHURCHES AND RELIGIOUS ASSOCIATIONS IN SELECTED COUNTRIES

Initially, most countries were dominated by one religion, the organization of
which was financially supported by the state authorities. Apart from the funds
received from the state treasury, church structures and religious associations also
had their own property generating a certain income, which was partially exempt
from taxes (Blair, 2009: 405-437). Over the years, and the trends towards the
separation of church and religious associations and state became more and more
visible, projects began to appear to regulate the methods of financing churches
and religious associations. Ultimately, different solutions were developed in
individual countries, as evidenced by three contemporary models of relations
between the state and the church and religious associations:

— a model of a religious state — one church has a privileged position (e.g.
Islam, Anglicanism), no official separation of state and church and religious
associations;
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— an atheistic state model — complete separation between the state and the
church and religious associations typical of centrally controlled (communist)
states;

— amixed (democratic) model — cooperation between the state and churches
and religious associations guaranteeing freedom of religion and financial support
for churches and religious associations depending on the adopted algorithm
(Krukowski, 2009: 56).

In the model of a religious state, there is a high or even complete fusion of
civil and church authorities. In extreme cases, clerics are the leaders of the state
(e.g., the Ayatollah in Iran, the Pope in the Vatican) or civil leaders are also the
leaders of the local church (e.g.; in the UK, the king is the head of the Church of
England) and religious associations. An expression of the privileged position of
the church in this model is its financing directly from the state budget.

In the atheistic state model, churches and religious associations are subject to
repression by secular authorities and are not financed from public funds; on the
contrary, finances are usually a means of repression in the form of additional tax
burdens and other obligatory benefits. Countries with such a model are or were,
among others: North Korea, Cuba, the USSR, People's Republic of China,
Albania, Cambodia).

In the democratic model, there are churches and religious associations of
various denominations, which coexist on the basis of equality in the territory
of a secular state and use various means of financing in proportion to the number
of believers. In the democratic model, individual countries use different solutions.
In some countries, relations between the state and the churches and religious
associations are of a friendly nature, based on bilateral concordat agreements
(Germany, Austria, Italy, Spain, Poland). The state does not officially identify
itself with any religion in the constitution, but respects their autonomy and
guarantees freedom of religion and religious practices. It allows for education
provided by churches and religious associations, and often also for religious
classes to be conducted in public schools. Other highly secularized countries
(including France) have introduced a sharp separation of the state from the
churches and religious associations, which assume the status of private
organizations and do not benefit from any privileges. Churches in this model do
not receive financial support from the state sources.

The adopted model of relations between the state and the church and religious
associations determines the methods of their financing. In many countries, one of
the churches and religious associations is considered dominant and therefore
benefits from state financing on a privileged basis, and often on an exclusive basis.
In countries that use a democratic model of state-church relations, the most
common is the participatory financing model, which involves the state's
participation in financing certain activities undertaken by churches and religious
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associations. The reasons for this solution should be sought both in the history
related to the confiscation of church property? by secular authorities, and in the
principle of subsidiarity, which means that today churches of various
denominations participate in providing various services to society, help citizens
in difficult life situations, and care for the preservation of heritage. cultural,
enriching education and ensuring the development of social attitudes
(Przeciszewski, 2023).
The methods of financing churches and religious associations in selected
countries are presented in Table 1.

Table 1. The methods of financing churches and religious associations in selected countries

No.

Country

Financing methods

1.

Australia

State financing of church schools and some religious organizations.

Austria

Church tax in the amount of 1.1% of the tax base for a selected
church, land tax exemption, subsidies from the budget for religion
in state schools and maintenance of schools of religious
associations.

Belgium

Budget subsidies for clerics salaries and housing, construction and
maintenance of schools (60% of secondary school students attend
catholic schools), financing of religion in state schools, tax
exemption for church buildings.

The Czech
Republic

State subsidies for the expenses of the Catholic Church,
compensation for seized church property (the total payment by 2043
will amount to approximately 100 billion crowns, at the same time,
since 2016, salaries for clerics have been reduced by 5% annually
until the church is completely withdrawn from financing), clerics
pensions calculated on general principles as for other citizens.

Denmark

Church tax for the faithful of the Church of Denmark in the amount
of up to 1.5% of the tax base, 75% of this amount comes from the
tax on the believers, 12% - from the state, and 13% from real estate
income. Donations to this Church are tax-free. Financing religion in
schools. Other churches and religious associations are registered as
private associations.

Finland

Tax deductions from its members for the Lutheran Church and the
Orthodox Church in the amount of 1-2%. Exemptions from paying
income tax for members of these churches. A tax for churches from
private enterprises, depending on the religion of their owners.

No subsidies or tax exemptions for the Catholic Church.

France

Limited support, maintenance from the budget of churches built
before 1905 and cathedrals and episcopal palaces, as well as
insurance for priests, employment costs of chaplains and employees
of religious schools. Maintenance of other temples by

2 This phenomenon has
European absolute monarchies since the 18th century.

its origins in the secularization of church properties carried out by
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municipalities. State subsidies for religious associations in Alsace
and Lorraine.

Greece

Subsidies from the state budget for the Orthodox Church.

Netherlands

Voluntary deduction from income tax in the amount of 1-3% of the
tax base.

10.

Spain

0.7% of income tax (via tax offices) only for the Catholic Church.
Financing from the budget of religion in schools (optional) and the
activities of religious schools, including Catholic universities,
financing of dioceses under the Concordat, exemption of the
Catholic Church from real estate tax and administrative fees.

11.

Ireland

Limited state support, including: religious education in the amount
of 90% of its costs, 80% of religious school buildings, financing of
chaplains in the army and prisons, exemption from local taxes for
the construction of churches.

12.

Japan

Financing by the believers and their associations, no financing by
the state

13.

Luxembourg

Financing religious associations directly from the state budget. No
church tax.

13.

Germany

Church tax, depending on the federal state, from 0.2 to 1.5% of the
tax base. Officially leaving the Church exempts you from the
obligation to pay tax. Churches pay the state 3-5% of the donated
amount as a fee for this intermediation. Income from shares in
enterprises, e.g., banks, publishing houses, compensation for
expropriation, financing from the budget of Caritas charity
activities, income tax exemptions, charitable donations.

14.

Poland

Church Fund, the law of the stole, financing of religious classes
from the budget, donations

15.

Portugal

Limited support, income tax relief, no church tax.

16.

Slovakia

State subsidies, remuneration of clerics entirely financed by the
state, no income tax on donations, donations and funds from the
church's business activities, exemption from real estate tax on
church buildings and cemeteries. Compulsory catechism in state
schools financed from the budget. Religious schools financed
entirely by the state.

17.

USA

Income tax exemptions and relief for churches and religious
organizations, tax exemptions for parsonage residents. Financing
from sacrifices and donations of believers and from own business
activity, which is taxed.

18.

Switzerland

Church tax in the amount of up to 2.3% of the tax base.

19.

Sweden

Church tax from 0.62% to 1.79% of the basis for calculating
personal income tax, mandatory contributions for church members
collected by the Tax Office and determined locally in parishes, as
well as funeral fees and, to a small extent, state subsidies for the
maintenance of cultural property. Financing from capital gains from
owned real estate and financial instruments. Other (minority)
communities financed to a small extent from contributions and
subsidies from the Office for Support of Religious Associations.
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Possibility to transfer 1% of income tax to the church from the list
of religious associations. Due to the low level of payments,
20. Hungary subsidies from the state budget amount to 0.8% of the total income
tax revenue from citizens. Financing from the religion budget in
public schools and the salaries of clergy in small towns.

Financing the Anglican Church from its assets and donations,
financing religion classes in state schools and religious monuments
from the state budget. The rest is financed from the donations of the
believers.

Other churches function as associations and are financed solely by
donations and offerings.

Transferring 0.8% of income tax optionally to: "The Catholic
Church, one of the religious associations or for extraordinary
actions taken by the state against world hunger, natural disasters,
helping refugees and securing cultural monuments" — 40% of
taxpayers indicate one of the beneficiaries. The state redistributes
unallocated amounts proportionally among religious associations -
on average 81% for the Catholic Church, 15% for the state, and the
remaining 4% is divided among Adventists, Pentecostals, Lutherans
and Jews.

22. Italy Financing from the budget of catholic schools, hospitals and
chaplains. Donations of up to one thousand euros to one of the
churches from the list of recognized religious associations may be
deducted from taxable income.

Churches, as non-profit organizations, pay half of the tax on their
business activities and are exempt from VAT on purchased goods.
Churches also have a 50% tax relief on income from schools,
clinics, hotels and guesthouses.

Optional catholic religion classes financed by the state. Exemption
of church buildings from real estate tax.

21. Great Britain

Source: own study based on: Przeciszewski (2023); The Czech Parliament approved the resti-
tution... (2012).

Churches and religious associations in all the countries listed in the table use
public funds from the state budget to a greater or lesser extent. Modern, highly
developed countries understand the need to subsidize historic religious buildings
as cultural heritage. Most of them also allocate funds to finance church
universities and religion classes in public schools. The state also partially or fully
supports retirement benefits and salaries for clerics, and subsidizes church
charitable activities.

Supporting churches and religious associations from public funds is part of
the standard of state-church relations in most European countries. They use
a participatory model by financing the needs of the churches and religious
associations directly from the budget or through a church tax. Among presented
20 countries, three post-communist countries (Czech Republic, Poland, Slovakia)
benefit from compensation for property taken over by the state as a result of the
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change of political system after World War Il. Eight countries use state subsidies,
mainly to pay salaries and pensions for clergy, including three (France,
Switzerland, Hungary) to a very limited extent. Also in eight countries, churches
and religious associations are financed by church tax. Half of the countries
mentioned above have a possibility of making income tax deductions. Most
provide support from private funds, including contributions from the faithful, but
only in Japan this is the sole source of financing for churches and religious
associations. In many cases, state funds are also intended to finance historic
religious buildings directly from grants or church taxes. Only in France does the
state designate funds in the budget specifically for this purpose. Nine countries
finance religious schools and religious classes in public schools. A detailed
comparison of the above-described sources of financing for churches and religious
associations, along with their directions, is presented in Table 2.

Table 2. Directions of allocating public funds for the activities of churches and religious
associations in selected countries

Subsidies

Compensa- | fromthe | Church | 2X reliefs Own funds

No. | Country tions budget (in- tax and ex- | Schools (nor|1_-pub-
cluding sala- emptions ic)
ries for clergy

1. |Australia +

2. |Austria + + +

3. |Belgium + + +

The Czech

4 Republic * +

5. |Denmark + + +

6. |Finland + +

7. |France +

8. |[Greece +

9. |Netherlands +

10. |Spain + + +

11. |Ireland + +

12. |Japan N
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13. |Luxembourg +

13. |Germany + + +
14. |Poland + + +
15. |Portugal +

16. |Slovakia + + +

17. |USA + +
18. |Switzerland + +

19. |Sweden +

20. |[Hungary + + +

Source: own study based on Table 1.

The data presented in Table 2 shows that individual countries usually choose
one of two models of financing churches and religious associations: a church tax
or direct financing from the state budget, most often aimed at specific purposes
(e.g., financing education, salaries and pensions for clergy). Both models support
the use of a system of tax reliefs and exemptions. The advantage of using income
tax is that the financing of churches and religious associations depends on the
actual interest in worship. Churches and religious associations are financed in
proportion to the number of believers, without financially burdening people not
associated with any denomination. The disadvantage of this solution, however, is
the widespread official withdrawal from churches and religious associations in
order to avoid paying tax, despite the actual use of various church benefits (e.g.,
burial in a specific rite, charitable assistance available regardless of the declaration
of religion). Such behavior limits the resources for the church and religious
associations and makes it more difficult for it to perform social tasks. In turn,
subsidizing churches and religious associations directly from the budget makes
these funds independent of the subjective decisions of the faithful. However, it
may contribute to uneconomical use of funds. The advantages and disadvantages
of financing churches and religious associations from the church fund and church
tax are presented in detail in Table 3.
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Table 3. Comparison of the advantages and disadvantages of financing churches and religious
associations from budget subsidies and church tax

Advantages

Disadvantages

Subsidies from the state budget

Restitution in nature - compensation for the
seized property.

No privileges given to any churches and
religious associations in accordance with the
principle of social justice.

All religious associations with a regulated
legal situation can use the funds, even those
whose property has not been confiscated.

Failure to comply with statutory rules for the
operation of the church fund.

The amount of subsidy from the state budget
determined arbitrarily and transferred to
religious communities in accordance with the
decision of its administrator (currently the
Minister of Interior and Administration).

The difficulty of calculating the actual amount
of the fund is likely to be significantly
underestimated.

Budget funds allocated for purposes unrelated
to the activities of churches and religious
associations, including: to finance
organizations not harmed by the takeover of
property.

Used as a tool of the state's religious policy
and marginalization of the importance of
churches and religious associations.

The constantly increasing amount of subsidies
is not related to the profitability of the church
property taken over, but to the increase in the
minimum wage and the increase in the
pension contributions of clergy.

Other goals include: conservation of religious
monuments and social activities in accordance
with government policy. In the past, these
goals were not achieved.

Chur

ch tax

Management of church money by
democratically elected lay people — clergy
can devote themselves to pastoral matters.

Thanks to high tax revenues, there are no fees
for sacramental services.

Equitable distribution of money within
dioceses and support for poorer dioceses by
rich ones.

Allocating tax funds to charity activities, e.g.,
helping the homeless.

Reduction in evangelical and missionary
activities.

Anonymity of donors — payers of tax
registered by state officials.

The faithful most often do not know what
exactly their money is spent on.
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Adaptation to the financial capabilities of
each believer.

Possibility of long-term planning of
investments and expenses of churches and
religious associations.

Source: own study based on: Advantages and disadvantages...; Bernacinski (2024).

3. FINANCING OF CHURCHES AND RELIGIOUS ASSOCIATIONS IN POLAND.
ORGANIZATION AND TASKS OF THE CHURCH FUND

The Catholic religion dominates in Poland. The property rights of the Catholic
Church were confirmed under the Concordat between the Holy See and the
Republic of Poland. Pursuant to Art. 23 of the Concordat: "Church legal persons
may, in accordance with the provisions of Polish law, acquire, possess, use and
dispose of immovable and movable property and acquire and dispose of property
rights" (Journal of Laws. 1998.51.318 of 1998.04.23). This principle confirms the
norms contained in Art. 52 of the Act on the relationship between the State and the
Catholic Church in the Republic of Poland. In relation to other churches and
religious associations, the ability of church legal persons to have property rights has
been confirmed in the laws specifying the State's attitude towards individual
churches and religious associations (including the Evangelical-Augsburg Church,
the Evangelical-Methodist Church, the Evangelical-Reformed Church, and the
Adventist of Seventh Day, the Old Catholic, MariaviteChurch, Pentecostal, Jewish
religious communities, or Muslim Religious Association) (Krukowski, 2009).

The Republic of Poland, as a secular state, does not finance the activities of
church and religious associations institutions related to worship. However, it may
finance or co-finance other activities within the limits provided for by law. The
grants awarded may concern tasks financed from the Church Fund and tasks
similar to those carried out by governmental and non-governmental institutions
(Krukowski, 2009).

In Poland, in addition to direct budget subsidies, churches and religious
associations also use other means of funding from public and private funds. Public
Catholic universities receive funding (subsidies) from the budget on the basis of
the Concordat, among others, for charitable, welfare and scientific activities,
subsidies for the conservation of monuments. As in other countries, religious
associations are exempt from customs duties and taxes on real estate used for non-
residential purposes, and for residential purposes, among others. If they are
entered in the register of monuments, serve as boarding houses at schools and
theological seminaries, civil law transactions, inheritances and donations, if their
subject are things and rights not intended for business activity, income from non-
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economic activity, as well as income from business activity intended for cult,
educational, scientific and cultural purposes, for charity and care activities,
catechetical points, conservation of monuments and for sacral and church
investments (Act of 1989.05.17). Churches and religious associations as legal
persons are exempt from taxation and from benefits paid to the commune fund
and the city fund (Announcement of the Marshal of the Sejm of the Republic of
Poland from 2005). Church radio stations with the status of public broadcasters
are exempt from license fees (Zwolinski, 2011).

Working clerics earn income resulting from the functions they perform, e.g.,
from religious education, financed by the employer. Therefore, they pay income
tax in the form of a lump sum determined annually by the competent head of the
tax office. They are therefore exempt from the obligation to submit tax returns
regarding their income. Churches' and religious associations’ income also comes
from economic activities (e.g., sales, lease of real estate, running publishing
houses, bookstores, pilgrims' houses or shops) and material benefits from the
faithful (including donations or bequests to church legal entities, e.g., foundations,
donations during collections, fees for exercising acts of executive power or
executing rescripts of the Holy See, e.g., for granting dispensation and the so-
called lura stolae (the law of the stole) — offerings on the occasion of certain
sacraments or sacramentals, e.g., christening, marriage, funeral), sacrifices of the
faithful, i.e., from the so-called tray and donations (the law of the stole). This
income is not subject to the obligation to keep records and is not taxed. Churches
and religious associations can also use European Union funds. Church legal
persons have a right to establish foundations (Art. 26 of the Concordat), as well
as to acquire, possess, use and dispose of immovable and movable property and
to acquire and dispose of property rights (Art. 22 of the Concordat).

The Church Fund, which was established under the Act in 1950, plays
a specific role in Poland (Art. 8, Act of 1950.03.20). It is a unique financial
institution whose main goal is to provide material support to churches and other
religious associations operating in Poland. Initially, it was a form of compensation
for land properties and other properties taken over by the state, the so-called dead
hand.® According to the original assumptions, an asset mass was to be created
from the properties taken over by the state, the income from which would be
divided among the churches and religious associations in proportion to the
properties taken (Kuchta, 2003). This assumption has not been achieved because

3 Dead hand estates in the feudal era meant property belonging to a person who had no right to
dispose of them in his will because legally everything he owned belonged to his lord. They
concerned primarily church properties obtained from royal and knightly grants, covered by the
obligation of inalienability and tax-free until 1789 (Olszewski, 2002: 87-88).
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to date the number of taken over lands and facilities has not been cataloged and
their value or the income generated by them has not been estimated.

The Church Fund does not have legal personality. Until 1989, it was
supervised by an independent department of the Office for Religious Affairs.
Currently, it functions within the structure of the Department of Religious
Denominations and National and Ethnic Minorities of the Ministry of Internal
Affairs and Administration (Resolution of 1991.11.7). Its organization and
activities are regulated by the statute (Appendix to the Resolution of 1991.11.7).

The Fund operates for the benefit of all churches and religious associations
registered in Poland with a regulated legal status in the Republic of Poland in
accordance with the constitutional principle of equal rights (Art. 25 section 1 of
the Constitution of the Republic of Poland). This means that its financing also
covers churches and religious associations established after 1950, from which the
state did not confiscate their property. In total, over 185 churches and religious
associations currently benefit from the Church Fund (Ministry of Interior and
Administration; MI&A).

Initially, the source of financing for the Church Fund was income from
property taken over from churches and state subsidies. Since 1990, the main source
of its financing has been the state budget. The value of expenditure from the state
budget on the Church Fund in 2023 according to the project amounted to PLN
216 million. This represented only 0.03% of all budget expenditure (Figure 1).
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Figure 1. Value of expenditure from the state budget on the Church Fund
in the years 1990-2023 in thousands zloty

Source: own study based on: Revenues and expenses of the Church Fund (1990-2004); Analysis
of the implementation of the state budget and monetary policy assumptions for 2008—2023; Opinion
on the budget act for 2012: 5.
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In the years 1995-1999, the share of expenditure on the Church Fund in total
state budget expenditure was only 0.02%. It reached the highest level of 0.09% in
2001. Even then, it did not exceed 1%. Since 2002, it has ranged from 0.04 to
0.03%.
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Figure 2. Share of expenditure on the Church Fund in total budget expenditure
in the years 1995-2023

Source: own study based on: Analysis of the implementation of the state budget for the years
1995-2023; Opinion on the budget act for 2012: 5.

According to the 1950 Act, the Church Fund is intended for:

— maintenance, reconstruction and conservation of religious buildings;

— providing clerics with material and medical assistance;

— covering clerics with sickness insurance in justified cases;

— special pension provision for socially distinguished clerics;

— carrying out charity and care activities;

— supporting church educational and care activities, as well as initiatives
related to combating social pathologies and cooperation in this area with
government administration bodies;

— administrative expenses;

— other material (Act 1950.03.20).

Grants from the Church Fund are awarded at the request of legal entities of
churches and other religious associations or on the own initiative of the Fund's
Management Board. Initially, i.e., until the 1990s, most of the Fund's resources
were intended for renovations of religious buildings and charitable and social
activities. In 1990, as much as 92% of the Church Fund was allocated for this
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purpose. Social and health insurance for clergy constituted only 8% of the Fund.
In the following years, as a result of the gradual return of church property, the
structure of expenditure from the Fund changed substantially, most of which was
intended to finance social and health insurance for clergy. Since 1998, the share
of funds for this purpose has already exceeded 80% of the total Fund, and since
2009 it has accounted for over 90%. The allocation of the Church Fund in the
years 1990-2023 is presented in Figures 3 and 4%,
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Figure 3. Structure of expenses of the Church Fund in the years 19902004

Source: own study based on: Grants awarded from the Church Fund in the years 1990-2004.

4 Due to the change in the presentation of data in source reports, information on the structure
of expenses of the Church Fund is presented in two separate charts.
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Figure 4. Structure of expenses of the Church Fund in the years 2005-2023
Source: own study based on: Grants awarded from the Church Fund in 2005-2023.

4. CHURCH TAX AS A FORM OF FINANCING CHURCHES AND RELIGIOUS ASSOCIATIONS
IN GERMANY AND AUSTRIA

Among the many solutions adopted for financing churches and religious
associations, an interesting institution is the church tax. Such a solution has been
adopted in Austria, Germany, ltaly, Switzerland and Scandinavian countries,
among others. However, the main countries that apply the church tax in a model
form are Germany and Austria, so the institution of the church tax was presented
on the basis of the solutions existing in the two German-speaking countries
indicated.

As such, the church tax should be distinguished from other internal
contributions or fees set and organized within churches and religious associations,
independently of state law (Haering, 2012: 44). This is because it is a construct

180



Financing of Churches and Religious Associations...

that is virtually unknown in the Polish legal system or the Polish tax ordinance,
and therefore requires a more extensive discussion.

The history of the church tax in Germany is linked to the events of 1830,
when the church estates were secularized under the Reichdeputationshauptschluss
Act of 1803. The estates obtained by the German state were intended to compen-
sate the German princes for losses resulting from the war with Napoleon in 1801
(Marré, 2000: 33).

In the 19th century, a forced church tax on the faithful was introduced. It was
subject to state control and could only be used if the church and religious associ-
ations' income from offerings was insufficient for their own operations.

On January 1, 1991, a unified financing system for churches and religious
associations in Germany was established®. From then on, the legal basis for the
church tax is Article 140 of the Basic Law, which incorporates Article 136 of the
aforementioned Weimar Constitution. The churches and religious associations
were left free to set the norms for the church tax and to choose the beneficiary
institutions (Marré, 2000: 33-34).

The history of the current form of church tax in Austria, on the other hand,
began its course in 1780. Until then, the financing of churches and religious
associations was their own affair; they themselves had to raise funds for their
activities. During the reign of Emperor Joseph Il, many abbey monasteries and
churches were abolished. The property mass thus acquired became the basis for the
establishment of the so-called Religionsfonds —a form like a fund for churches and
religious associations, which was subordinate to the state administration. From this
fund clergy were paid and parishes were financed (Liebmann, 2008: 19).

After the annexation of Austria by the Nazi regime in 1939, the
Religionsfonds was dissolved and replaced by a church tax law establishing a tax
for the benefit of the Catholic, Augsburg-Evangelical and Old Catholic Churches.
In 1945, following the end of World War Il, the church tax thus formed was
implemented into the Austrian legal system (Rechstiiberleitungsgesetz vom 1.
Mai 1945, Staatsgesetzblatt Nr. 6).

In civil law, a church tax is defined as an actual tax®, meaning a non-
equivalent benefit paid by a citizen belonging to any church or religious
association on the basis of affiliation regulated by the churches' and religious
associations' own laws. Through the church tax, the state creates an opportunity
for churches and religious associations, which are recognized in civil law as
corporations, to provide institutional support for the enforcement of tax payments
from the members. Unlike the regulations applied in Poland, where only the state

5 This was in connection with the reunification of Germany in 1990.

6 Financial law provides for various benefits, tributes, contributions, fees, contributions. The
church tax is not one of the types of benefits but a tax sensu stricto, that is, according to the definition
of tax.
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or local government can impose a tax obligation on the taxpayer, the active subject
of the church tax is not the state but churches and religious associations and their
internal institutions (Haering, 2012: 45). The privilege of levying a church tax has
a historical rationale; it is a compensation for property belonging to churches and
religious associations that has been confiscated over the past decades.

The passive subject of the tax is, in principle, all those who, by virtue of the
churches' and religious associations' own laws, become members of a religious
community. The obligation to pay the tax begins on the first day of the month
following admission to a church or religious association and is linked to the
taxpayer's place of residence. The obligation to pay church tax ends upon death,
through loss of residence or upon declaration of formal withdrawal from the
church or religious association (CCO).

German law provides for three forms of church tax that differ in their subject
matter and basis. The most common form of taxation is a tax calculated on the
basis of income (Kircheneinkommensteuer and Kirchenlohnsteuer). The basis of
the tax for churches and religious associations can also be property held
(Kirchenvermagensteuer) or land (Kirchengrundsteuer). The object of church tax
in Germany can also be Kirchgeld (church money). It is levied only in some
German provinces and applies to spouses accounting jointly and belonging to
different churches and religious associations (Haering, 2012: 48). There is only
one form of church tax in Austria. Its subject is the taxable annual income of
a member of a church or religious association.

The rate of church tax varies by country, churches and religious associations.
In accordance with applicable law, only state-recognized churches and religious
associations have the right to set the church tax rate. In Austria, the Catholic
Church has adopted a rate of 1.1% on the main income, while the Evangelical
Church has set the tax at 1%. In Germany, the case is somewhat more varied. Most
provinces have adopted a rate of 9%, while in two provinces — Baden and
Wirtenberg and Bavaria the amount of church tax is 8% on the main source of
income (Haering, 2012: 48).

Collection of the tax in Germany is handled by state financial offices at the
request of the church, except in Bavaria, where the church tax is retained by
the employer and paid to the relevant financial office. The finance office transfers
the money to the Oberfinansdirektionen’, from where it goes to the diocese. At
the diocesan level, the distribution of church tax funds is handled by the
Kirchensteuerrat. In Austria, for the purpose of organizing, administering and
collecting church tax, churches and religious associations establish
Kirchenbeitragsstellen — a kind of church tax office® (CCO).

" These are the highest financial offices of the Catholic Church in Germany.

8 This is another element that distinguishes the church tax system in Austria and Germany.
In Germany, the collection of church tax is handled by government offices.
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Church tax is subject to concessions and exemptions. In Germany, church tax
is not paid by worshippers whose income has not exceeded the tax-free amount.
Pensioners and parents taking advantage of the child tax credit (Kinderfreibetrag)
are also exempt. In Austria, people with no income of their own and specific social
groups such as schoolchildren, the uniformed services and the civil service are
generally exempt from church tax. A church tax reduction is applied to those who
receive child support, unemployment benefits or compensatory allowance (CCO).

Funds from the church tax in Germany are largely® used to cover so-called
"personnel costs”. These include salaries for priests, charity workers and
administrative staff employed in church offices. Churches in Germany run many
social institutions. These are primarily hospitals, retirement homes, kindergartens,
schools, health clinics, legal clinics and many other such institutions (CCO).

Proceeds from the church tax in Austria are used to cover expenses related to
the operation of churches and religious associations. Missing needs are covered
by any offerings made by the faithful, noting that of the countries with a church
tax, Austria is the only one where churches and religious associations do not
receive additional funding from the state. Any member of a particular church or
religious association in Austria, thanks to the church tax, can freely and within the
framework of church law benefit from services provided by church institutions,
including receiving the sacraments, pastoral care in crisis situations, medical care
in facilities run by churches and religious associations, and free visits to church
buildings of historical and aesthetic value (Herndler, 2024).

CONCLUSION

Churches and religious associations have played important functions in social and
economic development for centuries. They have contributed undoubted values in
the field of culture, art and education. Until now, they are not only a place of
religious worship, but also a place of social integration and help for people in need
of both material and spiritual support. Proof of this is the activity of churches in
times of wars and various political regimes, running numerous educational
institutions, hospitals and nursing homes. For this reason, the activities of
churches and religious associations are activities for the common good, hence
their facilities can be clearly classified as public benefit organizations and, as such,
qualified as beneficiaries of support from public funds to a specific extent, just
like stadiums, community centers or other institutions of this type.

The variety of activities undertaken by churches and religious associations
shows that they should be financed from various sources depending on the purpose
and distributed between the state and believers, especially since, as mentioned in

9 Churches and religious associations pay between 3 and 4 percent of church tax revenues to
the state to help collect them.
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the article, one of the problems in many countries is the payment of compensation
for property seized from churches by the state. This difficult problem is related,
on the one hand, to the difficulties of assessing the size and value of the property
taken over by the state, as well as the potential income it could bring, and, on the
other hand, to the state's servitude to citizens who use the services of churches and
religious associations and their benefits, e.g., as monuments, often with the highest
status.

The problem of determining the sources of financing and the structure of
spending funds related to the financing of churches and religious associations
raises many controversies. It is often perceived through the prism of burdening
families with additional obligations. It therefore requires deep and thorough
consideration and development of solutions consistent with the wishes and
demands of various social groups and, on this basis, the development of a model
consistent with legal regulations and the good of the state, as well as church
institutions that are an inseparable element of its structure. It is not possible to
clearly indicate the best solution, because each of the presented variants has
advantages and disadvantages. Undoubtedly, a good proposal is to introduce
various forms of income tax relief and exemptions with the possibility of
allocating them to the activities of churches and religious associations. The
introduction of a church tax imposed by the church in Poland and managed by it
does not seem to be an appropriate solution, both due to its low effectiveness and
the tax system different from that in Germany, which makes the implementation
of this idea difficult.
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