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From the Scientific Council

Ladies and Gentlemen,
With the 22nd edition of the ‘Journal of Management and Financial Sciences’ 

we are trying to present articles which we hope will present a contribution to the 
development of economic thought and contribute to a fuller understanding of the 
complex economic issues .

China’s Foreign Investment in Africa. Evolution and Significance for the Regional 
and World Economy is an article presented by Anna Murawska . China’s economic 
involvement in Africa is not an entirely new phenomenon and in recent years it has 
intensified to such an extent that it attracted the attention of the rest of the world . 
China is increasing its involvement in Africa allocating considerable amounts of cap-
ital, pursuing large infrastructural projects and transferring a substantial volume of 
aid . The research conducted to prepare this article was based on the literature analysis 
with particular focus on publications in periodicals devoted to Africa . The data were 
also acquired from the database of the World Bank, the OECD, the National Bureau 
of Statistics of China as well as other sources provided by international organisations . 
The study is aimed at the presentation of the phenomenon of Chinese investment 
in Africa, its volume, characteristics and evolution as well as the significance for the 
economy of the region and the whole world .

Grzegorz Poniatowski in his article Fiscal Federalism in the EMU analyses what 
the effects would be of conducting common fiscal policy optimal from the standpoint 
of the entire EMU . “We build a multi-country New Keynesian Dynamic Stochastic 
General Equilibrium (DSGE) model of the EMU and perform a number of exercises 
to verify how a coordinated fiscal policy would differ from the decentralized one . 
We evaluate welfare gains stemming from the fiscal union and answer another rele-
vant question: how large the common budget in the EMU would have to be to bear 
the burden of the fiscal stabilization” .

The main goal of the article article Development of Deposit Insurance Systems 
in the World by Jakub Kerlin is to present the development of deposit insurance 
systems in the world and different operational models . A particular attention is 
paid to different periods of establishment of these institutions as well as the kind of 
their authority and scope of activity, including the recent changes introduced after 
the global financial crisis . A dynamic development of the financial market and its 
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growing significance necessitated the establishment of state institutions responsible 
for its adequate operation as well as the stability and security of its participants . Its 
evolution is a precious source for research, and the extreme situations like the Great 
Crisis in the United States in 1929–1933, the systemic transformation in Europe in the 
1990 s or the global financial crisis in the years 2007–2009 provide new materials for 
research and impulses to seek new solutions . The lapse of time and economic events 
give rise to a redefinition of numerous concepts and institutional systemic changes . 
The present article is aimed at an analysis of the evolution of deposit insurance systems 
in the world and an attempt to systemise their models of operation .

Persistence of Beta of Mutual Funds Operating in Poland by Michał Wieloch 
presents the study aimed at the description of Beta of net asset value of Polish 
equity mutual funds in the period 1 January 2008 till 7 August 2014 as well as in its 
sub-periods (six annual sub-periods and one from 2 January 2014 till 7 August 2014) . 
It will be examined whether Polish equity mutual funds are able to maintain Beta at 
a stable level in a long run and the height of the level of Beta variation in the analysed 
period will be determined . It will allow for the confirmation of the thesis saying that 
Beta, which is one of the most common risk indicators used by professionals as well 
as non-professional investors mainly because it is synthetic and universal, may be 
used separately as a measure of risk evaluation of investment in a mutual fund or its 
rejection in the case of a strong diversification of its value in different sub-periods, 
which may give rise to wrong investment decisions made by mutual fund participants . 
The results of the study will allow for the indication of the scale and significance of 
open mutual fund risk volatility measured by Beta within the period of several years 
(1 January 2008–7 August 2014) .

Adam Hoszman devoted his article Typology of Ancillary Revenue in Airlines 
to the identification and categorization of ancillary revenue sources . The research 
involved the analysis of airlines’ product specifications as well as pricelists for extra 
services . Moreover financial reports of airlines were analyzed to define distinctive 
groups of ancillary revenue sources . In the course of research three main groups of 
ancillary revenue were identified: unbundled products, commission-based ancillaries 
and other . This is largely consistent with the findings of other authors .

Marcin Menkes in his article Governance of Direct International Investment 
and Capital Flows presents an opinion that the current legal uncertainty in the area 
of Foreign Direct Investment is harmful to investors as well as the countries hoping 
to acquire foreign capital . The growing tension concerning contradictory interests 
of different states will result in another change in the approach to the international 
investment law . In order to make the most of the chance arising on this occasion, 
it is necessary to understand the historical context and current situation normative 
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background, which goes beyond the legal framework . The present study aimed at 
the synthetic analysis of the legal situation at this critical moment .

Paweł Wyrozębski, Project portfolio management as an effective mean to strategy 
implementation

The study, whose selected problems are presented in this article, is aimed at 
a complex analysis of achievements in the area of strategic management with regard 
to strategy implementation as well as the indication of the way the project, pro-
gramme and project portfolio management may contribute to the solution to these 
problems . The author intended to strongly and permanently bridge the thoughts 
and concepts of strategic management and the achievements of project management 
in order to point to a coherent integrated concept of organisation management from 
the lowest to the highest levels .

Project integration management best practices – research results is an article by 
Mateusz Juchniewicz . Presented article provides a summary of the research project 
no . KZIF/BMN/11/14 . Author stated that projects are one of key activities in modern 
organizations . Gradually they become an essential part of organizations’ functions, 
both at strategic and operational level . The consequence of this phenomenon is the 
rapid development of project management . We can distinguish different knowledge 
areas in project management – relating to issues such as time, cost, integration, risk, 
project team, quality, procurement, stakeholders management etc . In each of these 
areas we can define special tools allowing to solve specific problems . The research 
was primarily aimed at finding answers to the following questions:
1 . What are the determinants of the intensity of project integration management 

practices .
2 . What is the intensity and scope of these practices .
3 . To what extent organizational solutions determine intensity of project integration 

management practices .
Mirosław Jarosiński and Rafał Śliwiński in their article Waste of Internationali-

sation Potential: Why Some Firms That Could Easily Do It Do Not Expand Abroad? 
say that according to Ansoff ’s (1957) model of growth every firm that has been 
established on a local market and is successful sooner or later will broaden its activ-
ity into other local markets gradually covering the whole territory of a country . If 
all the opportunities of diversification strategy have been exploited before, the next 
natural step in a firm’s development is internationalisation . The theory of gradual 
internationalisation (Johanson and Vahlne, 1977, 1990, 2003, 2009; Johanson and 
Wiedersheim-Paul, 1975) implies that international development requires appro-
priate resources (both tangible and intangible, the latter including general business 
knowledge and foreign markets knowledge) . However, not all the firms successfully 
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operating on a home market and having all the resources necessary for undertaking 
internationalisation or at least being able to obtain them easily, enter foreign mar-
kets . Some of the firms deliberately stick to the home market . The main purpose of 
the article is to ponder over the possible reasons of such behaviour and to propose 
in-depth research on that .

The article presents, firstly, the review of the basic literature on internationalisa-
tion barriers . Then, the research on Polish firms’ disinclination to expand abroad is 
unveiled . Next, the cognitive research gap is identified and new research proposed .

We wish you pleasant reading .

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

Piotr Wachowiak,
Vice-Chairman of the Scientific Council and Vice-Dean of the Faculty
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China’s Foreign Investment in Africa. 
Evolution and Significance for the Regional 
and World Economy

AbstrAct

Contemporary China is economically involved in nearly all regions of the world. The 
African involvement is crucial as to a large extent it is related to the exploitation of key 
deposits and natural resources. China strengthened its position on the continent through 
the allocation of immense capital, transfer of substantial aid or implementation of huge 
engineering projects. It enables China to attain three most essential strategic objectives: 
access to rich natural deposits (especially oil and gas), access to a large market as well as 
the construction political base and support. A specific policy pursued by China in rela-
tions with Africa has aroused controversy. On the basis of the common experience of 
a long-lasting subordination to the developed countries, the Middle Kingdom treats Afri-
can countries as peer partners, pursuing the principles of soft equable diplomacy, mutual 
respect, independence and no interventionism in their internal affairs. Although China 
explicitly declares the desire to cooperate on the basis of mutual respect and recognition 
of national identity and independence, in real terms Africa has been exposed over a long 
time to dependence and all the related negative effects like internal weakness, inefficient 
allocation of resources, destabilisation and chaos due to the strengthening of authoritative 
regimes, corruption growth, violation of human rights or ecological catastrophes. It should 
be borne in mind though that in face of a new wave of inflowing capitalism, Africa is being 
given an exceptional opportunity to build its own state vision and independently develop 
its own economy as well as domestic and foreign policies.

Keywords: Africa, FDI, China, FOCAC
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Introduction

China’s economic involvement in Africa is not an entirely new phenomenon and 
in recent years it has intensified to such an extent that it attracted the attention of the 
rest of the world. China is increasing its involvement in Africa allocating considerable 
amounts of capital, pursuing large infrastructural projects and transferring a substantial 
volume of aid. Thanks to it, China is able to attain its strategic goals: access to rich 
natural deposits (especially oil and gas), access to a large market with an immense 
future potential as well as gaining political support. The policy pursued by China 
in relation to Africa is different from the policies this continent has experienced 
so far. On the basis of the common experience of long-lasting subordination to the 
developed countries, the Middle Kingdom treats African countries as peer partners, 
pursuing the principles of soft equable diplomacy, mutual respect, independence and 
no interventionism in their internal affairs. The doubt is raised due to the fact that it 
is connected with the acceptance of all the pathology in political, social and political 
life of the African partners. It is also a silent consent to the practice of violation of 
civil rights and freedom, corruption and other illegal proceedings of African regimes. 
Paradoxically, the ”non-conditionality” of the inflowing investment may give rise 
to dependence and weakening of African economies and internal destabilisation 
resulting from unrest caused by every regime fed by the funds derived from the 
cooperation with China. Despite the threats posed by the Chinese capital, Africa is 
facing a unique opportunity to develop and build powerful economies.

The research conducted to prepare this article was based on the literature analysis 
with particular focus on publications in periodicals devoted to Africa. The data were 
also acquired from the database of the World Bank, the OECD, the National Bureau 
of Statistics of China as well as other sources provided by international organisations. 
The study is aimed at the presentation of the phenomenon of Chinese investment 
in Africa, its volume, characteristics and evolution as well as the significance for the 
economy of the region and the whole world.
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1. Chinese Direct Investment in Africa

China is presently one of the three largest investors in the world with the total 
value of foreign investment in 2013 exceeding the amount of USD 107 billion1. Chi-
nese direct investments in Africa account all the time for a small percentage of the 
global value of Chinese investments. In 2009 they accounted for about 1.8% of the 
global Chinese FDIs (2.5% according to China Statistical Yearbook), in 2011 for 2.2% 
of global Chinese FDIs (4% according to China Statistical Yearbook), and in 2012 
for about 2.9% of the global Chinese FDIs (according to China Statistical Yearbook).

Presently, Chinese investments account for only 4% of the global investments 
coming to Africa and only 2.6% of the internal FDI value2. The largest investors 
in Africa are primarily the EU countries (the Netherlands, France or the UK) and 
the US3. Despite relatively low absolute values, the inflow of the Chinese FDIs has 
shown an average annual rise of 46% in a decade according to the Chinese Ministry 
of Economy4. In 2013 the rise in the FDI inflow was evaluated at the level of over 
30%5. It is worth emphasizing that when quoting the statistics in relation to China’s 
FDI, we come across rather significant difficulties. A large part of these investments 
have their official sources in the tax havens or are statistically indicated as a separate 
Hong Kong item. Similarly, the data reported by China differ from the estimates 
provided by the World Bank, the International Monetary Fund or the OECD due 
to different methodologies6. Therefore, the numbers quoted above are approximate 
values, which allow only for the illustration of the phenomenon and but may vary 
depending on where they originate from. Additionally, it should be remembered 
that an important element of China’s presence in Africa refers the contracted infra-
structural projects which are not included in direct investments and are not revealed 
in official statistics on FDIs7.

1 Joint Report on Statistics of China’s Outbound FDI 2013 Released, Ministry of Commerce People’s 
Republic of China, September 2014, accessible at http://english.mofcom.gov.cn/article/newsrelease/sig-
nificantnews/201409/20140900727958.shtml (14.09.2014).

2 The Role of China on The African Continent, “The African Economist” 2013, no. 2, accessible at 
http://theafricaneconomist.com/the-role-of-china-on-the-african-continent/ (14.09.2014) and author’s 
own material based on National Bureau of Statistics of China, China Statistical Yearbook, 2013.

3 Asian Foreign Investment in Africa. Towards a New Era of Cooperation Among Developing Countries, 
UNDP, UN, 2007, p. 12.

4 M. F. Renard, China’s Trade and FDI in Africa, African Development Bank, May 2011, p. 18.
5 Joint Report on Statistics…, op.cit.
6 Y. W. Cheung, J.de Haan, X. Qian, S. Yu, China’s Outward Direct Investment in Africa, “Review of 

International Economics” 2012, vol. 20, no. 2, p. 206.
7 Ibidem, p. 205.
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China’ investments in Africa concentrate primarily on the extractive industry 
(mainly oil and gas) as well as infrastructural and financial sectors. However, at 
present, Chinese investors (about 2,000 entities) are involved in all important areas, 
and the recorded rates of return are decisively higher than in the case of investments 
made in other regions of the world8. As already remarked, China is also involved 
in numerous contracts related to building roads, schools, hospitals, power plants, 
water supply systems and other elements of infrastructure. The number of contracts 
rose considerably after the first conference within the FOCAC and presently Africa 
is the largest market for Chinese engineering contracts9.

The sectors in which the Chinese invest in Africa are similar to those in which 
they invest in other parts of the world. 80% of Chinese investments are related to five 
sectors: business services, finance, resources extraction, production as well as wholesale 
and retail10. The investments in Africa are similar, which leads to a conclusion that 
Africa is not really specific in this respect, it is merely a continuation of the global 
Chinese policy. China attains strategic goals in Africa similar to those in other parts 
of the world. If we assume that raw materials are the major reason behind the FDI 
inflow, then it should be admitted that it does not result from China’s specific policy 
in relation to Africa but its global economic strategy.

The policy pursued by China in relation to Africa is a policy of gentle acquisition 
of influence which consists in indirect persuasion and impact through ideology and 
culture without drastic measures like economic or in the extreme case even military 
intervention. China provides Africa with humanitarian and financial aid (for exam-
ple preferential loans and debt remissions), including also non-financial aid like for 
example sending medical personnel and equipment, experts and coaches in different 
areas, transfer of technological thought and broadly perceived know-how in the fields 
which are strategic for Africa, like agriculture, tourism promotion and cultural and 
scientific exchange11.

Chinese investments in Africa are characterised by the principle of comple-
mentarity, i.e. the pursuit of reciprocity. It consists for example in the conclusion of 
bilateral trade agreements and bilateral facilitation in the flow of goods and services. 
When China makes investments in an African country, it opens access to its own 

8 A. Leke, S. Lund, C. Roxburgh, A. van Wamelen, What’s Driving Africa’s Growth, McKinsey & Com-
pany, 06/2010, accessible at http://www.mckinsey.com/insights/economic_studies/whats_driving_afri-
cas_growth (24.09.2014).

9 Y. W. Cheung, J.de Haan, X. Qian, S. Yu, China’s Outward Direct…, op.cit., p. 205.
10 Joint Report on Statistics…, op.cit.
11 J. Z. Yin, S. Vaschetto, China’s Business Engagement in Africa, “The Chinese Economy”, 3 April 

2011, vol. 44, no. 2, pp. 43–57.
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market for products from this country. European countries and the US on the other 
hand, act primarily on the basis of trade agreements (e.g. AGOA)12. The principle 
of complementarity was certainly the reason for the trade boom between Africa 
and China observed in the last years. Besides, the principle of complementarity 
promoting cooperation leads to the establishment of many joint venture companies 
and the Chinese capital buys out shares in African companies. It is also part of the 
Chinese strategy, which does not only consist in the purchase of oil, gas and other 
raw materials but also in securing their stocks in the extractive industry companies 
either through long-term contracts or purchase of shares. It is worth emphasizing 
that China cooperates with sanctioned countries, which for political or humanitar-
ian reasons are subject to exclusion, and where European or American investors are 
not allowed to do business. It is an important element of the aforementioned energy 
future security but also the construction of China’s position on the world oil and gas 
markets13. In this way, they take advantage of the disputable issue of ethical policy 
and acquire access to the deposits and markets inaccessible to competitors.

2. Aid

Since as early as the 1950 s Africa has been obtaining aid from the People’s 
Republic of China. China created special aid programmes within the framework 
of which it is cooperating with nearly all African countries at present. The crucial 
element is the recognition, by the partners joining the programme, of Chinese pol-
icy One-China, i.e. regarding Taiwan as an integral part of the People’s Republic of 
China. The aid is really comprehensive. It includes grants, preferential loans, zero 
interest loans, remission of debts, humanitarian aid as well as non-material support 
in the form of knowledge and technology transfers14. When discussing the problem 
of Chinese investments in Africa, it is impossible not to mention the aid, which as 
presented below, unites with the investments, permeates into them and becomes 
their inseparable element.

What the Chinese are often accused of is the non-conditionality of the provided aid, 
which often adversely affects the countries obtaining aid in such aspects as respecting 
human rights or protection of the natural environment. China rejects these accusations 

12 Ibidem, p. 49.
13 I. Taylor, China’s Oil Diplomacy, “International Affairs” 2006, vol. 82, no. 5, pp. 940–944.
14 B. V. Christensen, China in Africa A Macroeconomic Perspective, Working Paper 230 November 

2010, Center for Global Development, Washington 2010, pp. 5–6 and J. Z. Yin, S. Vaschetto, China’s 
Business Engagement…, op.cit., p. 53.
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claiming that no one can object to the capabilities and awareness of African countries. 
They are mature enough not to require additional control so that they could effectively 
use the aid provided. They are able themselves to see to its appropriate destination 
following the principles which they have every right to determine on their own. There 
are no grounds for the imposition of control and own guidelines or recognition of 
one country’s superiority over another. Besides, China represents the conviction that 
economic laws constitute a priority for developing countries and may be given a supe-
rior treatment in relation to the right of individuals in the “western” 15 understanding. 
According to this interpretation, the countries aspiring to achieve only a certain level 
of development, which will undoubtedly be advantageous from the perspective of 
the whole society over a long time have the right to temporarily restrict individual 
freedom. It is a completely different view from that in the developed countries, but 
the perception of an individual in the context of society in different also in China, 
so it cannot be argued that this conviction is based only of the economic interest. 
Some doubts are raised by the fact that preferential and zero interest loans or debt 
remissions may negatively affect the economic practice of African countries, which 
are to a certain extent dependent on funds obtained in this way and may either be 
unable or unwilling to satisfy the market requirements in order to receive financing 
based on the market principles. On the other hand, however, it may improve their 
creditworthiness and allow them to overcome the economic impasse.

3.  Impact of Chinese investment and aid on the present 
and future situation of Africa and the world

Chinese non-conditional aid in the material form or in the form of loans and 
an intensive inflow of investment raise many controversies. It is difficult to assess 
how they will affect the development of Africa over a long time as now we have 
been watching the phenomenon from a short perspective. As already remarked, the 
non-conditionality of the Chinese economic involvement or aid poses certain threats. 
There is a probability of becoming dependent on preferential terms and creation of 
a situation where beneficiaries will have neither any opportunity nor willingness 
to undertake steps towards a restructuring enabling them to look for loans on the 
free market or to attract investors. Over a long time it may adversely affect the 
internal situation in Africa and the aid may result in a strong reliance on China. The 
lack of opportunity to apply for capital or aid to other partners may sensitize Africa 

15 I. Taylor, China’s Oil Diplomacy, op.cit., p. 939.
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to the economic situation of the major aid provider. Presently, the Chinese source 
is an alternative, however the easiness of obtaining the aid may become disastrous 
in quite a short time and may lead to a paradoxical situation when over a long time 
instead of growth there will be a recession. In the case of the lack of diversification of 
capital and aid sources, the Chinese economic situation and its deterioration of any 
kind will significantly affect the situation in African countries. On the other hand, it 
often happens that aid providers or investors interfere too dynamically in the internal 
affairs of beneficiaries; however, not knowing the local determinants they often cause 
absurd situations, and the funds are improperly used and investments do not bring 
benefit to the local communities. In such a context, Chinese aid and capital may prove 
exceptionally effective. Local authorities best know their needs and determinants as 
well as capabilities. Therefore, being able to decide about the allocation of funds, they 
can make the most of them. Unfortunately, in the countries with an unwieldy system 
of institutions which could guard an appropriate redistribution of the obtained aid 
and allocation of capital, there is a great risk of fraud. In practice, it means that the 
inflowing capital, instead of improving the social and economic situation and building 
a sustainable and long-lasting prosperity, is consumed and makes certain groups of 
people rich. There is also some risk that “easily” obtained funds are not effectively 
used or involved in projects which are groundless form the economic point of view.

Chinese investments are often connected with aid delivery and execution of 
huge contracts related to the construction of infrastructure. A part of these projects 
may also result in the flow of goods, technology or labour. It may positively affect 
the limitation of corruption and fraud. A purely financial aid is exposed to a rela-
tively high risk of illegal appropriation at a certain stage of flow within a complex 
network of intermediaries; it may be much more easily embezzled, in a way it may 
dissolve into thin air through sophisticated “creative” financial operations. In the case 
of material assets, they are exposed to a similar threat to a slightly smaller extent. 
Therefore, there is a great chance for Chinese projects and aid to prove effective, on 
the contrary to a common belief that they will disappear in a corruption network of 
unstable institutions of African countries, which is often the case with the financial 
aid from Europe of the US16. Additionally, Chinese investments and projects are 
often arranged without intermediaries or extra formalities and procedures. It may 
also limit fraud or illegal “outflow” of funds. A relatively narrow group of engaged 
people and institutions, a short chain of organisations participating in the venture 
and a short implementation time reduce the risk of appropriation and embezzlement.

16 R. Gonzalez-Vicente, China’s Engagement in South America and Africa’s Extractive Sectors: New 
Perspectives for Resources Curse Theories, “The Pacific Review” 2011, vol. 24, no. 1, p. 70.
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However, intense anxiety has been aroused by the issue of ethics, transparency 
and following principal human rights. China pursues cooperation with the countries 
which remain excluded as they are in drastic breach of these rights. The “policy of 
non-intervention” means practically a consent to such practices. Even if the reasons on 
the part of other countries do not differ much from the Chinese, a clear acceptance of 
universally condemned behaviours stands in contradiction to the stance represented 
by the rest of the world communities: contempt for the violation of basic human 
rights. Thus, China undermines the idea of principal values, which, as perceived by 
the contemporary world, are significant and destabilise the united world front, being 
born presently, in favour of the fundamental values. The consent to the behaviours 
shown by local regimes in Africa is as a matter of fact sabotage of the strategic pro-
gramme conducted by the African Union for the social and economic development 
of the region17. In real terms then, the policy of non-intervention which is to help 
to build the future for Africa may prove to be very harmful to it.

It should be emphasized that the economic growth of China did not only con-
tribute to the development in Africa through the inflow of investment and increased 
aid but first of all to the creation of stable markets for oil, gas, metal ores and other 
mineral raw materials. China and its immense demand made the demand and prices 
of raw materials higher and more stable at the same time.

Summary

It is difficult to assess the impact of China’s policy on the future of Africa and the 
world from a short time perspective. Chinese investments are undoubtedly a great 
chance to develop and rebuild the continent. Thanks to them, for the first time, the 
value of FDI exceeded the value of humanitarian aid, and for the first time Africa 
stopped being a destination of international aid to become an attractive destination 
of investment location. It is possible for the international capital to plunge Africa 
in chaos and stagnation, when corrupted and human rights breaking authoritarian 
governments become the only beneficiaries of gains from the wasteful exploitation 
of resources and when ecological catastrophes destroy the natural environment, 
with no social development at all. Chinese goods, which are cheap and of relatively 
good quality, may flood the African market eliminating domestic producers. It is 
probable for the economic expansion of China in Africa to lead to the dependence 
and the scenario of the resource curse. But there is also a chance that Africa, for the 

17 I. Tylor, China’s Oil Diplomacy, op.cit., p. 958.
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first time, will be able to decide about itself on its own, build its own state vision 
and benefit from investments, which contrary to the consumed humanitarian aid, 
allow for the construction of long-lasting sustainable development. Having the right 
of self-determination without the necessity for adjustment to excessive externally 
imposed requirements, African countries will be able to effectively allocate gains 
and enter a development path. Therefore, the most important conclusion to be 
drawn in the course of analysis of Chinese investment and aid for Africa is that the 
future of Africa and how it will benefit from the cooperation with China depends 
to the largest extent of what the states, leaders and communities of the continent will 
do themselves. How they will use their potential and opportunities created by the 
Chinese economic involvement and the capital which they obtain depends entirely 
on their own decisions. The West European countries and the US very often (con-
sciously or not) insist on their own model of development and values, which they 
regard superior and the only appropriate model, forgetting that everybody should 
have the right to make their own decisions. Perhaps, they should stop perceiving 
the situation in such a way and ask themselves a question whether or not there is 
a law imposing the recognition of African countries as politically and economically 
dependent. Perhaps, Chinese investments, as an alternative for Africa, will also bring 
what seems missing most, i.e. independence. So far, all externally imposed values and 
schemes have not met with any approval and Africa is remaining the poorest and 
most backwarded region involved in continual and destructive conflicts. Perhaps, 
in the situation when African countries can independently make decisions about 
economy, develop their own system of values or simply get mature enough to accept 
the world standards, they will be capable of making the most of their potential as well 
as take care of their prosperity and interests. As mentioned before, China allowed 
for the transformation of the region from the beneficiary of humanitarian aid to the 
position of business partner – at present, Africa has a unique opportunity to use this 
position in its contacts with other countries.

On the other hand, “non-conditionality” and consent to certain negative practices 
which allow for the cooperation with the sanctioned regimes, paradoxically, strongly 
hits these African countries which want to develop, seek stabilisation and sustainable 
development of prosperity. The activities of the African Union, which aspires to the 
integration of African countries, stable economic and social growth or maintenance 
of peace and democracy are often destabilised by unrest or military coups in some 
member countries. China indirectly contributes to the destabilisation within the 
African Union through its cooperation with the sanctioned members.
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AbstrAct

With a common monetary policy and interest rate in a currency area, optimal policy mix 
entails a very active stabilization role of fiscal policy. Such a role however, requires sup-
porting each other’s actions of all member states. This paper contributes to the on-going 
debate on optimal macroeconomic policy in the EMU by analysing the effects that would 
stem from implementing a Pan-European fiscal coordination mechanism. Our results 
have proven the substantial welfare benefits of fiscal coordination. The bigger and less 
asymmetric shocks affecting the members of the monetary union, the larger the welfare 
gains. Sample estimates for the EMU Member States show that introducing an efficient 
coordination mechanism would bring gains in the increase of consumption by 2.8 to 4.6%.

Keywords: fiscal union, fiscal federalism, EMU, fiscal policy coordination
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Introduction

After the explosion of the global financial crisis, the ability of monetary unions 
to handle geographically asymmetric shocks became a topic of heated debate. Severe 
liquidity and solvency problems of some European Monetary Union (EMU) Member 
States have threatened the stability of the entire union, and thus brought a discussion 
on the union’s shock absorbing mechanisms to the fore. In the debate the question of 
how much central fiscal policy and common bailout capacity is needed to mitigate 
problems arising from macroeconomic imbalances became critical.

In this paper we analyse what the effects would be of conducting a common fiscal 
policy optimal from the standpoint of the entire EMU. We build a multi-country New 
Keynesian Dynamic Stochastic General Equilibrium (DSGE) model of the EMU and 
perform a number of exercises to verify how a coordinated fiscal policy would differ 
from the decentralized one. We evaluate the welfare gains stemming from the fiscal 
union and answer another relevant question: how large would the common budget 
in the EMU have to be to bear the burden of the fiscal stabilization?

The model builds on Gali and Monacelli (2008)1, but goes beyond the original 
setup in several aspects. Apart from trading final goods, regions of the Union trade 
intermediate goods. The model extends the literature by adding another crucial 
mechanism causing spillovers between countries, i.e. their common credibility on 
financial markets. Accumulated debt and economic soundness of the Member States 
affects the bond risk premiums and the cost of debt in the entire union2.

The paper is organised as follows. In Chapter 2 we review literature on the opti-
mal mix of fiscal and monetary policy in a currency union. Chapter 3 presents and 
describes the model equations. Chapter 4 presents the empirical result, i.e. welfare 
gains from conducting an optimal policy. Chapter 5 brings our conclusion where we 
have explained the implication of our results for policy design in the EMU.

1 J. Gali, T. Monacelli, Optimal Monetary and Fiscal Policy in a Currency Union, “Journal of Inter-
national Economics” 2008, no. 76, p. 116–132.

2 G. Poniatowski, Common Currency and Determinants of Government Bond Risk Premiums, “Central 
European Journal of Economic Modelling and Econometrics” 2014, no. 6 (2), p. 70–87.
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1. Optimal Fiscal and Monetary Policy in a Currency Area

An optimal mix of fiscal and monetary policy in a currency union in a DSGE 
framework was analysed, among others, by Beetsma and Jensen (2005)3, and Gali 
and Monacelli (2008)4. In both papers, the authors, using multi-country models, 
derive an optimal policy constrained by the fact that individual fiscal policies are 
decentralized and uncoordinated. The conclusions from both papers are similar. 
An optimal policy should consider the significant variations in local government 
spending that go beyond the provision of public goods. Moreover, the Union’s central 
bank should seek to stabilize the price level in the union as a whole. Results suggest 
that as an effect of a time inconsistency problem a commitment to price stabilization 
is more beneficial than a discretionary policy. According to Beetsma and Jensen, 
restricting fiscal policy to be constant and equal to its natural level leads to welfare 
losses equivalent to a permanent reduction in consumption oscillating between 
0.5 to 1 percentage point

Different settings of fiscal policy in the euro zone were also presented by Werning 
and Frahi (2012)5. The authors show that no matter whether financial markets are 
complete or incomplete, the value of gaining access to insurance, also in the form 
of fiscal transfer between governments, is greater for countries that are members of 
a monetary union. Macro insurance can be implemented by contingent transfers 
within a fiscal union. Thus, currency and fiscal unions that share federal revenue and 
transfers, e.g. in the United States through the unemployment insurance programme, 
federal income, social security taxes, and, direct federal assistance, provide more 
adequate buffers against asymmetric shocks.

Engler and Voigts (2013)6 yield a similar conclusion. The authors propose 
a transfer mechanism based on a DSGE model, i.e. an insurance scheme that offsets 
the effects on consumption caused by the deviations of output from a trend relative 
to other member economies. They show that, to a large extent, an unemployment 
scheme that re-distributes resources across the monetary union, taxation rules, and 
union wide provision of public goods can mimic the optimal transfer mechanism 
derived by the model.

3 R. M. Beetsma, H. Jensen, Monetary and Fiscal Policy Interactions in a Micro-Founded Model of 
a Monetary Union, “Journal of International Economics” 2005, no. 6, p. 320–352.

4 J. Gali, T. Monacelli, Optimal Monetary…, op.cit, p. 116–132.
5 I. Werning, E. Farhi, Fiscal Unions, “NBER Working Paper Series” 2012, no. 18280.
6 P. Engler, S. Voigts, A Transfer Mechanism for a Monetary Union, “Discussion Paper” 2013, Free 

University Berlin, no. 2013/2.
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Ferrero (2009)7 studies the combinations of both fiscal and monetary rules. 
According to the author, optimal monetary rule takes the form of a flexible inflation 
targeting while the optimal fiscal rule aims to prevent national governments from 
creating inflationary expectations at the Union level. The welfare costs of departing 
from such a policy are large. Moving from balanced budget rules to optimal flexible 
debt targeting improves welfare by more than 50%.

The welfare effects of different monetary and fiscal regimes are well-established 
in the economic literature. Interactions between member states’ fiscal policies of 
monetary Unions were not discovered in this sense yet. In this paper we concentrate 
on the effects of fiscal policy coordination between the countries which are bound 
by the same currency and common monetary policy. We build on the literature that 
deals with the formulation and estimation of multi-country DSGE models but go 
beyond the existing methodology. In our theoretical considerations we depart from 
the political discussion, however acknowledge difficulties in implementing a Pan-Eu-
ropean fiscal coordination mechanism.

2. The Model

The effects of conducting common fiscal policy are analysed in a micro-founded 
Dynamic Stochastic General Equilibrium (DSGE) framework, which is presented 
and described in detail in this section. For illustrative purposes, the model of a mul-
ti-country union consists only of two regions, i.e. home and foreign country, denoted 
hereafter H and F accordingly. Each region of the currency area is populated by an 
infinitely inhabited representative household, a monopolistic final good producer 
and a continuum of monopolistic competitors that produce intermediate goods. Both 
final and intermediate goods are traded between the regions. In each region, there is 
a fiscal authority that independently decides on government spending. Two econo-
mies are linked together by a monetary authority that decides on the common real 
interest rate. Financial markets that purchase sovereign debt are also present in the 
model. The cost of debt is determined by the markets and depends on the economic 
soundness of the entire union and particular member states. Optimizing decisions 
of all agents and authorities are made in perfect information, stochastic shocks and 
a nominal rigidities environment.

7 A. Ferrero, Fiscal and Monetary Rules for a Currency Union, “Journal of International Economics” 
2009, no. 77, p. 1–10.
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Households

Infinitely inhabited representative households maximize inter-temporal utility 
from consumption Ct( ), public goods and transfers delivered by the government Gt( ) 
and disutility from work hours Nt( ). The maximization problem of the representative 
household in a country i∈ H ,F{ } in time period s is represented by the function:

 Us
i =max

t=s

∞

∑β t 1− χ( )lnCt
i + χlnGt

i − Nt
i1+ϕ

1+ϕ
⎡
⎣⎢

⎤
⎦⎥

  (1)

where parameter β  is the discount factor, χ  denotes the share of consumption of 
public goods and services in total consumption, whereas ϕ  denotes the inverse of 
the Frisch elasticity of labour supply.

Total consumption that is present in the utility function has two ingredients 
– consumption of domestic (CH ,t

i ) and foreign final goods (CF ,t
i ). Composite con-

sumption in each of the regions is denoted by the index:

 Ct
i =

CH ,t
i 1−αiCF ,t

i αi

1−α i( ) 1−αi( )α i
αi

  (2)

The elasticity of substitution between the consumption of domestic and foreign 
goods equals one, regardless of the value of α i, which represents the share of the 
consumption of goods produced at home in total consumption8.

The composite consumption of goods produced at home and abroad is calculated 
using Dixit-Stiglitz aggregators9. Domestic and foreign goods consumption is an index 
of the consumption of each type of goods, j, and is represented by the equations:

 CH ,t
i =

0

1

∫CH ,t
i j( )

ε−1
ε dj

⎛

⎝⎜
⎞

⎠⎟

ε
ε−1

  (3)

 CF ,t
i =

0

1

∫CF ,t
i j( )

ε−1
ε dj

⎛

⎝⎜
⎞

⎠⎟

ε
ε−1

  (4)

CH ,t
i j( ) and CF ,t

i j( ) denote the consumption of good j produced at home H( ) and 
abroad F( ). Parameter ε  represents the elasticity of substitution between different 
types of goods.

8 M. Kolasa, Structural Heterogeneity or Asymmetric Shocks? Poland and the Euro Area Through the 
Lens of a Two-Country DSGE Model, “Economic Modelling” 2009, no. 26 (6), p. 1245–1269.

9 A. Dixit, J. E. Stiglitz, Monopolistic Competition and Optimum Product Diversity, “American Eco-
nomic Review” 1977, no. 67, p. 297–308.
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Households’ expenditures on final goods produced at home and abroad are 
constrained by their disposable income and yield from government bonds. For 
convenience, households always buy their own and foreign bonds in a constant pro-
portion. This guarantees a unique steady state (for a comprehensive elaboration see 
Schmitt-Grohe and Uribe (2003)10). Budget constraint of a representative household 
from country i is represented by:

0

1

∫PH ,t
i j( )CH ,t

i j( )dj+
0

1

∫PF ,ti j( )CF ,t
i j( )dj+ζBt+1

i + (1−ζ )Bt+1
f ≤ζ 1+ rt

i( )Bt
i + 1−ζ( ) 1+ rt f( )Bt

f +Wt
iNt

i 
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1
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i j( )CH ,t

i j( )dj+
0

1

∫PF ,ti j( )CF ,t
i j( )dj+ζBt+1

i + (1−ζ )Bt+1
f ≤ζ 1+ rt

i( )Bt
i + 1−ζ( ) 1+ rt f( )Bt

f +Wt
iNt

i   (5)

where Wt
i  denotes wage, Bt

i  and Bt
f  are the holdings of their own and foreign govern-

ment bonds, whereas rt
i and rt

f  denote subsequent returns from their own and foreign 
government bonds. PH ,t

i j( ) is the price of good j produced at home by country i and 
PF ,t

i j( ) is the price of good j imported by a foreign country F. Parameter ζ  stands 
for the share of bonds issued by their own government in total investment portfolio.

Intermediate and Final Goods Producers

There are two stages of production in the model. Final goods producers, which 
are country monopolies, aggregate intermediate goods according to the technology, 
with elasticity of substitution equal to one, given by:

 Yt
i =

YH ,t
i 1−αiYF ,t

i αi

1−α i( ) 1−αi( )α i
αi

  (6)

where parameter α i stands for the share of the use of the intermediate goods produced 
abroad in total use of the intermediate goods. Parameter α i  also denotes a share of 
consumption of goods produced abroad in total consumption in country i, thus this 
may be interpreted as a measure of openness of the economy. YH ,t

i  and YF ,t
i  denote the 

composite production of final goods produced at home, and abroad. Each composite 
value is combined with a continuum of intermediate goods:
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0
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ε
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10 S. Schmitt-Grohe, M. Uribe, Closing Small Open Economy Models, “Journal of International Eco-
nomics” 2003, no. 61, p. 163–185.
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Producers of intermediate goods maximize their revenue, which is the difference 
between the value of sales and the cost of the only production factor i.e. labour. The 
revenue of a firm producing good j in country i in time s are denoted by:

 π s
i j( )= Pt

i j( )Yt
i j( )−Wt

iNt
i j( )   (9)

Since the number of goods and firms is infinite, intermediate goods producers 
do not take into account their impact on wages.

Intermediate goods producers have the limited possibility of updating offered 
prices, which is a source of nominal rigidities à la Calvo. With the probability 1−θ  
firms can optimize their revenue with respect to price. Thus, the optimization problem 
of a firm producing good j in country i in time period s is given by:

 maxEt
s=0

∞

∑θ sQt ,t+sPt+s
i j( )Yt+s

i j( )−Wt+s
i Nt+s

i j( )   (10)

where Qt ,t+s  is a stochastic discount factor.
Technology of intermediate goods producers are given by:

 Yt
i j( )= At

iNt
i j( )  (11)

where At
i is total factor productivity, which follows the autoregressive process:

 lnAt
i = ρa

i lnAt−1
i + εa ,t

i   (12)

where ρa
i  is a parameter of the process and εa ,t

i  is an error term with an expected 
value that equals one.

Fiscal and Monetary Policy

Without loss of generality, we assume that EMU Member States conduct fiscal 
policy at the country-level only. Each country finances its expenditure from taxes.

Since the model describes short-term behaviour, we assume that government 
revenue is constant. However, each government is able to adjust its expenditure to the 
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economic situation. Excessive government expenditure increases debt and therefore 
must be financed by the issuing of bonds. This relation is given by:

 Bt+1
i = Bt

i 1+ rt
i( )+Gt

i −Ti   (13)

Bt
i  stands for the value of government debt at time t, rt

i is yield from bonds, Gt
i 

– government revenues, and Ti denotes revenues from taxes, which are constant 
in time.

We introduce an important mechanism that links the cost of debt with indebted-
ness and the economic situation of the EMU Member States. This relation introduces 
a common credibility problem that affects individual fiscal policies.11

The log-linearised formula for the deviation of the natural logarithm of the cost 
of debt from the steady state for each region of the currency area is given by:

 rt
i = λrrt −λyi

yt
i −λy f

yt
f +λBi

Bt
i

Yt
i +λBf

Bt
f

Yt
f   (14)

where rt  is the deviation of the real interest rate, expressed in natural logarithm, set 
by the European Central Bank (ECB) from its steady state value, rt

i is a deviation of 
the yield from bonds issued by country i (also expressed in natural logarithm), and yt

i 
and yt

f  are logarithmic deviations from steady state production at home and abroad. 
λr , λyi

, λy f
, λBi

, and λBf
 are parameters of the mechanism. λy f

 and λBf
 determine the 

strength of the common credibility encountered by country i, i.e. dependence of 
risk-premium assigned to country i from the economic performance of the entire 
currency area.

The common monetary authority, ECB, follows a Taylor-type rule. Monetary policy 
is adjusted to the economic situation weighted by each country’s share in union’ GDP.

In the case of no fiscal coordination, each country’s fiscal authority conducts 
a discretionary policy by maximizing an intertemporal utility of the representative 
household populating their own country in every time period. The maximization 
is subject to the behaviour of producers, the mechanism of the cost of debt, as well 
as the equation for the accumulation debt and the Taylor rule. We assume perfect 
information, thus fiscal authorities can observe the economic situation in other 
countries that belong to the euro area.

11 G. Poniatowski, Common Currency…, op.cit., p. 70–87.
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3. Gains from Fiscal Coordination

Optimal fiscal policy in the fiscal union is a solution to the maximization of 
inter-temporal utility of households populating the union. This corresponds to the 
minimization of losses from fluctuations around the steady state of the representative 
households, weighted by their share in the union.

In the case of full fiscal policy coordination between the member states, the strength 
of negative spill-overs is reduced thanks to more counter-cyclical fiscal policies. 
By limiting a shift in terms of trade, stronger reaction to government expenditure 
increases economic stability of the entire union.

The limitations of fiscal policy in a no coordination case leads to welfare losses. 
Welfare loss can be approximated as a percentage deviation from steady state con-
sumption in a full fiscal coordination regime that would lead to the same utility as 
in a no coordination steady state.

Welfare gain for the sample calibration of the parameters presented in the Appen-
dix, depending on the correlation of shocks, is shown in Table 1:

Table 1. Welfare Gains from Full Coordination (% of Steady State Consumption)

correl(ai,af)

–0.2 0 0.2 0.4 0.6

Welfare gain (%) 2.84% 3.29% 3.72% 4.15% 4.57%

Source: own.

Interestingly, the benefits from fiscal coordination increase with the growth of 
symmetry of shocks. This is due to gains from a better-adjusted common interest 
rate that enables countries to adapt to shocks more effectively. In the case of negative 
shock, a low interest rate facilitates expansionary expenditure both in country i and f.

Fiscal union enables countries more counter-cyclical fiscal policies and facilitates 
the adaptation to shocks. During sound economic times fiscal policy is less expan-
sionary than in the case of no coordination, whereas during unfavourable economic 
conditions it is more expansionary than it would be without coordination. Thanks 
to the common welfare function, member states support each other through inter-
national trade, and the financial markets channel. In this manner, the coordination 
of fiscal policies decreases welfare losses stemming from the common interest rate.
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Summary

Fiscal federalism understood as further integration and coordination of fiscal 
policy would enable EMU Member States to conduct a policy optimal from the 
standpoint of the entire union. Currently, uncoordinated fiscal policies may be viewed 
as corresponding to the non-cooperative Nash equilibrium. Moving to a cooperative 
Nash equilibrium would bring welfare gains even without implicit introduction of 
transfers. Under a fiscal coordination regime, countries experiencing negative shocks 
would be supported by spillovers stemming from more active fiscal policy conducted 
in countries that experience more favourable economic conditions. Fiscal coordina-
tion would enable Member States to internalize spillover effects affecting each other 
via trade and the financial markets channel. Creating an efficient Pan-European 
fiscal mechanism would mean increasing the flexibility of fiscal policy in the light of 
a common exchange rate and fiscal policy. As a result, significant welfare gains would 
be experienced. Sample estimation with the DSGE model shows that the gains would 
be equivalent to benefits of increasing consumption within a range of 2.8 to 4.6%.

Bibliography

1. Beetsma R. M., Jensen H., Monetary and Fiscal Policy Interactions in a Micro-Founded 
Model of a Monetary Union, “Journal of International Economics” 2005, no. 6, 
p. 320–352.

2. Brooks S. P., Gelman A., General Methods for Monitoring Convergence of Iterative 
Simulations, “Proceedings of the Section on Statistical Computing” 1998, American 
Statistical Association, p. 434–455.

3. Brzoza-Brzezina M., Makarski K., Credit Crunch in a Small Open Economy, “Journal 
of International Money and Finance” 1998, no. 30 (7), p. 1406–1428.

4. Canova, F., Methods for Applied Macroeconomic Research, Princeton University 
Press, 2007.

5. DeGrauwe P., On Monetary and Political Union, “CESifo Forum” 2006, no. 4, p. 3–10.
6. Dixit A., Stiglitz J. E., Monopolistic Competition and Optimum Product Diversity, 

“American Economic Review” 1977, no. 67, p. 297–308.
7. Engler P., Voigts S., A Transfer Mechanism for a Monetary Union, “Discussion Paper” 

2013, Free University Berlin, no. 2013/2.



Fiscal Federalism in the EMU 31

8. Evers M. P., Federal Fiscal Transfer Rules in Monetary Unions, “European Economic 
Review” 2012, no. 56 (3), p. 507–525.

9. Ferrero A., Fiscal and Monetary Rules for a Currency Union, “Journal of International 
Economics” 2009, no. 77, p. 1–10.

10. Fidora M., Fratzscher M., Thimann C., Home Bias in Global Bond and Equity Mar-
kets: The Role of Real Exchange Rate Volatility, “Journal of International Money and 
Finance” 2006, no. 26 (4), p. 631–655.

11. Gali J., Monacelli T., Optimal Monetary and Fiscal Policy in a Currency Union, “Journal 
of International Economics” 2008, no. 76, p. 116–132.

12. Kolasa M., Structural Heterogeneity or Asymmetric Shocks? Poland and the Euro 
Area Through the Lens of a Two-Country DSGE Model, “Economic Modelling” 2009, 
no. 26 (6), p. 1245–1269.

13. McKinnon R., Optimum Currency Areas, “The American Economic Review” 1963, 
no. 53, p. 717–725.

14. Mundell R., A Theory of Optimum Currency Areas, “The American Economic Review” 
1961, no. 4 (51), p. 509–517.

15. Poniatowski G., Common Currency and Determinants of Government Bond Risk 
Premiums, “Central European Journal of Economic Modelling and Econometrics” 
2014, no. 6 (2), p. 70–87.

16. Schmitt-Grohe S., Uribe M., Closing Small Open Economy Models, “Journal of Inter-
national Economics” 2003, no. 61, p. 163–185.

17. Smets F., Wouters R., An Estimated Dynamic Stochastic General Equilibrium Model 
of the Euro Area, “Journal of the European Economic Association” 2003, no. 1 (5), 
p. 1123–1175.

18. Uhlig H., One Money, but Many Fiscal Policies in Europe: What Are the Consequences?, 
“CEPR Discussion Papers” 2002, no. 3296.

19. Werning I., Farhi E., Fiscal Unions, “NBER Working Paper Series” 2012, no. 18280.
20. Wouters J. G. et al., Unemployment in an Estimated New Keynesian Model, “NBER 

Working Papers” 2011, no. 17084.



Grzegorz Poniatowski  32

Appendix

Table A1. Welfare Gains from Full Coordination (% of Steady State Consumption)

Parameter Value

β 0.995

θ 0.7

ζ i 0.6

ζ f 0.85

χ gi , χ gf 0.04

α i ,α f 0.8

ρa 0.9

var εai( ) 0.05

var εaf( ) 0.05

ε 9

ϕ 3.3

λr 0.9

λyi 0.02

λyf 0.08

λBi 0.05

λBf 0.2

Source: own.
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AbstrAct

The article presents the development of deposit insurance systems in the world and different 
operational models. A particular attention is paid to different periods of establishment of 
these institutions as well as the kind of their authority and scope of activity, including the 
recent changes introduced after the global financial crisis
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Introduction

A dynamic development of the financial market and its growing significance neces-
sitated the establishment of state institutions responsible for its adequate operation 
as well as the stability and security of its participants. They include deposit insurance 
institutions which take part in the youngest financial security network. Its evolution is 
a precious source for research, and the extreme situations like the Great Crisis in the 
United States in 1929–1933, the systemic transformation in Europe in the 1990 s or 
the global financial crisis in the years 2007–2009 provide new materials for research 
and impulses to seek new solutions. The lapse of time and economic events give 
rise to a redefinition of numerous concepts and institutional systemic changes. The 
present article is aimed at an analysis of the evolution of deposit insurance systems 
in the world and an attempt to systemise their models of operation1.

1. Research of Deposit Insurance Systems

The research of deposit insurance systems may be divided into two separate 
types. The first of them includes the problem research. The attention of researchers 
and practitioners is primarily paid to the diversified aspects of operation of deposit 
insurance institutions. Depending on the period and the economic situation there 
were new dilemmas, which were dealt with by scientists and practitioners. They 
concerned for example the legitimacy of creation of insurance systems2, assigning 
them new rights and roles3 or discussing the shape of effective construction4. Cer-
tain periods saw a dominating rhetoric which affected the subsequent operation of 
deposit insurance institutions in the economic practice. The second type of research 

1 The present article is only a part of the research conducted within the statutory activity of the SGH 
Collegium of Management and Finance in 2014 (research serving the development of young scientists 
and doctoral students), number of research KZIF/BMN/25/14.

2 Cf. J. H. Taggart, L. D. Jennings, The Insurance of Bank Deposits, “Journal of Political Economy” 1934, 
vol. 42, no. 4, The University of Chicago Press, Chicago, pp. 508–516 or A. Demirgüç-Kunt, E. Detragi-
ache, Does Deposit Insurance Increase Banking System Stability? – An Empirical Investigation, WPS 2247, 
World Bank 2003.

3 Cf. C. England, Private Deposit Insurance: Stabilizing The Banking System, “Cato Policy Analysis” 
1985, no. 54 or G. Garcia, Deposit Insurance: A Survey of Actual and Best Practices, IMF, WP/99/54, 
April 1999.

4 Ch. Yuk-Shee, M. King-Tim, Depositors’ Welfare, Deposit Insurance, and Deregulation, American 
Finance Association, “Journal of Finance” 1985, vol. 40, no. 3, p. 959–974 or S. Talley, Deposit Protection 
and the Spread of Deposit Insurance: Some Guidelines for Developing Countries, World Bank, 1990.
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includes systemising analyses. Within this scope of research, the work of researchers 
and international institutions focus on collecting, analysing and reporting data on 
deposit guarantee funds5. The synthesis of data acquired from a lot of research on 
deposit insurance institutions indicates that at the end of August 2014 there were 
formal deposit insurance institutions in about 120 countries in the world6. They 
provide a basis to systemise the development of deposit insurance institutions using 
the method of analysis of author’s own and other authors’ research as well as com-
parative methods. And on this basis, some regularities typical of deposit insurance 
systems may be found.

2.  Establishment of Deposit Guarantee Systems 
in the World

There is no agreement as to the time when the first formal guarantee system was 
founded7. A thorough analysis indicates that the concept was well known relatively 
early. The pioneer in this area was the United States, where the first bank bankruptcy 
took place in 1809. It was this event that made the creditors and state authorities 
aware of the risk resulting from a bank bankruptcy. Till then it had been thought 
that the criteria of bank licensing were sufficient to protect the customers’ interests8. 
In order to avoid losing deposits by customers in the future, in 1820 the first liquid-
ity support system of Suffolk commercial banks was created, followed by privately 
founded systems in different states. The creation and development of these institutions 
on the American continent were continued over time, but as a result of numerous 
bankruptcies in the years 1837–1842 and after the 1866 change in bank licensing, 
the deposit insurance systems stopped operating for about 67 years.

It was not until the Great Crisis of 1929–1933, when the modern period of 
development of deposit insurance institutions began through the establishment of 
the first, universal and national deposit insurance system in 1934. It remained the 

5 L. Laeven, F. Valencia, Systemic Banking Crises Database: An Update, IMF Working Paper, 
WP/12/163 and A. Demirgüç-Kunt, E. Kane, L. Laeven, Deposit Insurance Around the World: Issues of 
Design and Implementation, MIT press, July 2008.

6 IADI, Deposit Insurance Systems, Deposit Insurance Systems Worldwide, www.iadi.org (27.10.2015).
7 Some researchers indicate 1933, others 1934, 1920, 1820, 1829 or 1832. Cf. e.g. G. Garcia, Deposit 

Insurance and Crisis Management, IMF Working Paper, March 2000, p. 5.
8 H. G. Carter, Origins of Deposit Insurance in the Middle West, 1834–1866, “The Indiana Magazine 

of History”, June 1955, vol. LI, no. 2, p. 113 (cited in) FDIC, A Brief History of Deposit Insurance in the 
United States, September 1998, p. 3.
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only system of this sort operating in the world for a long time9. Not until much later, 
i.e. in the years 1961–1971, did next systems appear in different parts of the world, 
primarily in developed countries like Canada, Japan or West Germany but also 
in India. Another wave of establishment of deposit insurance systems, which was 
similar in size, was seen in the period of seven years between 1974 and 1980. It may 
be stated that it was a period of spontaneous development of such systems, mainly 
in the European countries like Spain, Belgium, the Netherlands or Austria. In this 
period, Argentina was a pioneer and the first country with this kind of guarantee 
system. After a two-year-long break, in the years 1983–1989 there was another period 
of development of these systems. They became popular not only in Europe and North 
America but also in Latin America and African countries. The next period between 
1991 and 2003 was the most intensive time of the development of these systems. To 
a large extent, it was a stage of implementation of harmonising regulations in the area 
of deposit insurance systems in the European Union and a moment of considerable 
interest in the development of financial security networks on the part of the world 
regulators. It seems that the potential of number of countries able to create deposit 
insurance systems was nearly exhausted. In the next period, in the years 2004–2006 
only a small number of systems were created, primarily in Asian countries which 
developed their financial regulations then. The global financial crisis began a new 
period of bringing the systems into being and the time to implement reforms. The 
years 2007–2014 saw again a surge of guarantee systems in different countries of the 
world. Table 1 presents the data on guarantee institutions creation.

Table 1.  Division of Guarantee Systems Into Groups According to the Date 
of Founding (Mentioned in the Chronological Order)

Period of System 
Creation Countries Creating the System

1934 the United States

1961–1971 India, Norway, Dominica, the Philippines, Germany, Canada, Lebanon, Finland, Japan

1974–1980 Belgium, Marshall Islands, Spain, the Netherlands, Argentina, Austria, France

1983–1989 Turkey, Bangladesh, Switzerland, Iceland, Columbia, Taiwan, Venezuela, Chile, Mexico, Trinidad 
and Tobago, Denmark, Italy, Kenya, Nigeria, Ireland, Luxembourg

9 Some researchers indicate however that the first system may be referred to some solutions of 
universal character introduced in Czechoslovakia in 1920, prior to the American system by 14 years. Cf., 
e.g., G. Garcia, Deposit Insurance and Crisis Management, op.cit., p. 5.
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Period of System 
Creation Countries Creating the System

1991–2003 Peru, Mann Island, Liechtenstein, Portugal, Bahrain, Hungary, the Czech Republic, Tanzania, 
Uganda, Brazil, Greece, Oman, Poland, Belarus, Bulgaria, South Korea, Lithuania, Macedonia, 
Morocco, Romania, Slovakia, Sudan, Sweden, Algeria, Croatia, Thailand, Bosnia and Herzegovina, 
Ecuador, Estonia, Gibraltar, Indonesia, Jamaica, Latvia, Malaysia, Ukraine, Guatemala, Honduras, 
Kazakhstan, El Salvador, Bahamas, Cyprus, Jordan, Turkmenistan, Vietnam, Bolivia, Montenegro, 
Nicaragua, Serbia, Slovenia, Albania, Uruguay, Uzbekistan, Malta, Paraguay, Russia, Zimbabwe

2004–2006 Hong Kong, Moldova, Tajikistan, Armenia, Singapore

2007–2014 Azerbaijan, Barbados, Australia, Yemen, Kyrgyzstan, Guernsey Island, Jersey Island, Mauretania, 
Afghanistan, Libya, Nepal, Brunei, British Virgin Islands, Central African Republic, Chad, 
Democratic Republic of Congo, Equatorial Guinea, Gabon, Bermuda, Kosovo, Sri Lanka, Mongolia, 
Palestine, Laos

Source: author’s own material on the basis of IADI data (2014) and Demirgüç-Kunt (2014).

Besides the countries in which the guarantee systems are operating, other coun-
tries may be indicated where the systems have not been created, including China, 
Iran, Israel or Cambodia. Furthermore, there is a group of countries which definitely 
do not want to implement a deposit insurance system, for example New Zealand or 
Saudi Arabia10.

3. Evolution of the Idea of Deposit Insurance

The analysis of historical periods of system creation may result in a generalisation 
indicating that the insurance systems were created in waves. These waves may have 
been caused by some external shocks. Researchers illustrate it with examples like the 
Great Crisis, Tequila crisis in Latin America, Asian financial crisis, systemic trans-
formation in Europe in the 1990 s or the last financial crisis. It gives rise to a thesis 
that the systems were born as a rule in the time of crisis. However, this thesis though 
verified by different researchers, has not been definitely confirmed11. Thus, some 
additional arguments should be found to account for the reasons behind the system 
creation. It seems that they may include a natural financial market development or 
solutions convergence in neighbouring countries. Certain stages may be isolated 
in relation to the concepts of development of deposit insurance systems.

10 FSB, Thematic Review on Deposit Insurance Systems, Peer Review Report, Basel 2012.
11 L. Laeven, F. Valencia, Systemic Banking Crises…, op.cit. or R. C. K. Rogoff, This Time is Different: 

Eight Centuries of Financial Folly, Princeton University Press, 2009. Neither did the analysis conducted 
by the author within the research mentioned in footnote 1 of the present study confirm this thesis.
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From the Great Crisis of 1929–1933 until about 1970, deposit insurance systems 
were not in the mainstream of interest of researchers of finance and economics. The 
key issue within these topics concerned the legitimacy of bringing these institutions 
into being. As late in the middle of 19th century in the United States, there was 
a dominating opinion that the guarantee system should be local and privately man-
aged (by bank representatives). These opinions were revised by the failures of these 
American systems and effects of the Great Crisis of the time. From this period till 
the 1970 s there were a few studies concerning the purpose of the system operation 
and the legitimacy of its creation. Practical considerations were dominating, and 
these institutions were not operating in the majority of the countries of the world12. 
However, what became indisputable was the introduction of the state management 
into the deposit insurance system (this kind of solution, as the only one, succeeded 
in dealing with bankruptcies in the United States in the long run) as well as the 
introduction of emergency financing to be conducted by the state. There was an 
emphasis laid on the necessity of cooperation with the supervisor, which was intro-
duced, though within a limited scope. The following years of undistorted operation 
of the deposit insurance system in the United States and the mediocre popularity of 
the systems in the world only made the researchers believe that their opinions were 
accurate and on the other hand there were few events which would provide evidence 
to redefine the concepts.

In the period from 1971 to about 1980 there was a change which eased the rhet-
oric of banking regulations. The researchers suggested easing of cautionary regula-
tions and increasing the freedom of banks also with regard to a higher risk of bank 
activity. And there were first objections with regard to guarantee systems. The critics 
claimed that the newly established systems did not actually serve the depositors but 
created a new tool to implement the interests of the government, as it is interested 
in the protection of its own position in case of collapse of the financial institution. 
At the end of the period there was a keen interest in the side effects of the opera-
tion of the systems. There was an attempt to prove that the systems were ineffective 
and they do not guarantee protection against the bank panic. In the mainstream, it 
was suggested that the systems should be given limited rights, best in the model of 
agency responsible for the transfer in favour of depositors in the case of meeting the 
guarantee conditions and such solutions were most frequently put into practice13.

12 C. H. Kreps, R. F. Wacht, A More Constructive Role for Deposit Insurance, “The Journal of Finance” 
1971, vol. 26, no. 2, Papers and Proceedings of the Twenty-Ninth Annual Meeting of the American Finance 
Association, Detroit, p. 605–613.

13 D. C. Weelock, Regulation and Bank Failures: Evidence from the Agricultural Collapse of the 
1920 s, “The Journal of Economic History” 1992, Economic History Association.
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The continuation of critical approach to the deposit insurance systems and the 
restriction of their role with a simultaneous bringing them to existence in a minimum 
version took effect in the period between 1981 and 1990, when really much diversified 
systems were established14. On the basis of the new systems, these institutions were 
examined from many perspectives, but (primarily in American studies) the dominating 
opinions were disapproving and critical in relation to the systems. They indicated the 
need for reforms suggesting different solutions which were put into practice. They 
included for example the easing of cautionary norms without conducting reforms 
of deposit insurance systems, the introduction of the so-called private management 
system by banks (as a public institution is susceptible to political pressure), ideas 
of financing the system in the ex-post variation. At the same time, other research 
proposed the tightening of cooperation between the central bank and the supervisor. 
Criticism also indicated that the operation of the system became bureaucratic over 
time, it is too expensive and actually it could be financed from public funds15.

Eventually, the arguments for the establishment of deposit insurance systems won 
and began another period of 1991–2003. This period saw the creation of new systems 
according to the solutions and at the discretion of every country, and systemic trans-
formations in the world favoured it. It was the time of the most dynamic stratification 
of concepts of the authority and significance of deposit insurance systems in the world 
and the establishment of the whole range of dramatically diversified institutions. It was 
also the time of harsh criticism of the side effects of the operation of these systems, 
including the frequently quoted moral hazard16. The rulers claimed that it was the 
formal and legal protection that was crucial not actual. Therefore, no attention was 
paid to the implications of the scope of this protection for the national budget. A two-
tier system was formed and it consisted in the protection of depositors (the first tier) 
and care about the financial stability (the second tier)17. It took different forms, from 
auxiliary functions (for example in Poland) to full supervisory and control authority, 
including the opportunity to perform the function of receivership management (for 
example the United States).

In the years 2004–2007 the idea of deposit insurance did not evoke such great 
emotions as before because the majority of the systems had been established and the 
topic of negative side effects was really exhausted. The rhetoric was dominated by the 

14 J. Thomson, Equity, Efficiency, and Mispriced Deposit Guarantees, Federal Reserve Bank of Cleve-
land, 1986.

15 E. Kane, The Gathering Crisis in Federal Deposit Insurance, MIT Press, 1985.
16 J. L. Urrutia, C. Mishra, Deposit Insurance Subsidies, Moral Hazard, and Bank Regulation, “Journal 

of Economics and Finance”, vol. 19, no. 1.
17 G. Di Giorgio, C. Di Noia, Which Deposit Insurance in the E-Banking World? Mimeo, 2001.
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view that the systems bring more benefits than losses. In this period no revolutionary 
reforms were proposed and the status quo was retained18.

Only in the years 2007–2010 as a result of the global financial crisis, there was 
a dynamic change in the approach to the systems. For the first time in 100 years 
in Great Britain, there was a bank run, which directly resulted from the liquidation 
of coinsurance in the systems19. Guarantee increase was suggested as the volumes 
had been set relatively long ago. As a result, there were some reforms in the Euro-
pean Union and the United States. It turned out soon that the systems in Europe had 
been designed procyclically and were poorly financed and in the current shape the 
were able to perform its role. Premiums were raised unprecedentedly. Researchers 
emphasized the key role played by the systems in the retention of depositors’ trust 
and proposed their inclusion into the crisis management. They added the necessity 
of good communication with the depositors and the communication of value, which 
is protection, in a modern way. They also suggested a change in the direction of 
financing the systems in the ex-ante variation because only well capitalised deposit 
insurance systems are able to effectively operate in the crisis situation20.

In 2011 the research and legislative work was intensified though the results were 
different. Presently, we can observe a dynamic growth in the role and authority of 
deposit insurance systems, with the United States and Asia having a dominating 
position. With regard to the operation of the systems, the emphasis is laid on the 
strengthening of financial stability and the operation of the system within a network 
of financial security.

4. Authority Models

A systematic development of deposit insurance institutions led to the growth 
in their significance in the financial security network. The significance grew thanks 
to the evolutionary change of their role, and consequently, the authority assigned 
to them. The institutions insuring deposits covered a road from insignificant pay-
ment agencies, at the beginning of their establishment, till they became important 
members of the financial security network with a wide scope of authority, including 
restructuring and obligatory resolution of financial institutions. The analysis of the 

18 G. Pennacchi, Risk-Based Capital Standards, Deposit Insurance and Procyclicality, FDIC Center 
For Financial Research, Working Paper no. 2004–05, November 2004.

19 This means co-participation in depositors’ losses.
20 IADI, Funding of Deposit Insurance Systems, 2008.
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data on deposit insuring institutions may lead to their division into several gener-
ations, whose representatives may be found in numerous countries in the world.

Table 2. Generations of Insurance Models

Generation Name of the 
Generation Characteristics Examples

I Primary, 
voluntary, 
private systems

Bottom-up initiatives creating deposit protection systems 
by banks themselves with different possibilities of using 
the collected funds (liquidity aid, takeovers funding or 
reimbursement of deposits) 

the USA in the 19th 
century, part of private 
systems in Germany 
and Austria

II State protection 
implicit systems

Informal protection systems being a sort of promise made by 
the state to pay funds of the collapsed entity without defining 
the rules of this protection in advance

Saudi Arabia, New 
Zealand

III Pay-box System responsible for the payment of insured deposits 
in the case of meeting the insurance terms, collecting funds 
responsible for potential transfers to depositors

Austria and Germany 
(state systems), 
Switzerland, the 
Netherlands, Slovenia

IV Pay-box plus System responsible for payment of insured deposits with 
additional functions like control of correctness of data 
on depositors in banking systems, conducting extreme 
conditions tests, supporting some restructuring processes 
in the sector without clear decision power

Argentina, Brazil, 
Poland, Great Britain

V Loss minimizer System responsible for payment of insured deposits, 
actively involved in the procedures of orderly restructuring 
or resolution of financial institutions, with representatives 
on board of entities deciding about the course of these 
processes

Canada, France, 
Indonesia, Japan, 
Mexico, Turkey

VI Risk minimizer 
–resolution 
authority

System with significant functions of risk reduction within 
the financial system, including resolution tools and right 
to execute cautionary supervision, also properly funded 
to allow for strong capital support of procedures

the USA, South Korea

Source: author’s own material.

The first and second generations of the systems presented in Table 2 are slowly 
beginning to disappear, instead better developed systems are gaining more signifi-
cance, their role consists not only in making payment of lost deposits but also in the 
involvement in the aid given to banks and prevention of circumstances which may 
lead to meeting the insurance terms and conditions (bank bankruptcy). Presently, 
the most numerous models are those with slightly extended authority like pay-box 
plus (generation IV). In view of the current reforms, also the models with biggest 
authority are gaining significance, their authority results from being entities respon-
sible for orderly resolution of financial institutions besides having a traditional role 
played by deposit insurers.
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Summary

Deposit insurance systems are the youngest participants of the financial safety 
net. Initially, they operated as privately established institutions. However, over time 
the idea was gaining significance, and the role of a deposit insurer was overtaken by 
state institutions. Several periods may be indicated with regard to the establishment 
and development of the idea of deposit insurance. Its peak was in the 1990 s and after 
2007, when the biggest number of deposit insurance institutions were brought into 
existence. The idea of deposit insurance may have different forms in a given model 
of the insurance system operation. The present time sees a post-crisis trend of devel-
opment of authority given to deposit insurance institutions. These institutions, for 
the first time in history, are beginning to gradually play a role of entities responsible 
not only for deposit payments but also for choosing a bankruptcy strategy for the 
bank or the procedure of its orderly resolution.
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AbstrAct

The research of the persistence of beta of mutual funds operating in Poland, based on half 
of the general population of Polish equity mutual funds, was conducted primarily in order 
to examine whether there is any variation of systematic risk in mutual funds operating 
in Poland. The level of this kind of risk was measured and its volume evaluated. The thesis 
assuming the absence of volatility risk measured by the beta indicator was rejected. The 
results of this study were used to propose a novel risk indicator for mutual funds – the 
Synthetic Indicator of Systematic Risk Volatility (SISRV), which takes into account both 
the level of beta volatility of funds and its dispersion (maximum drawdown).
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Introduction

The present study is aimed at the description of beta of net asset value of Polish 
equity mutual funds in the period 1 January 2008 till 7 August 2014 as well as in its 
sub-periods (six annual sub-periods and one from 2 January 2014 till 7 August 2014). 
It will be examined whether Polish equity mutual funds are able to maintain beta at 
a stable level in a long run and the height of the level of beta variation in the analysed 
period will be determined. It will allow for the confirmation of the thesis saying that 
beta, which is one of the most common risk indicators used by professionals1 as well 
as non-professional investors mainly because it is synthetic and universal, may be 
used separately as a measure of risk evaluation of investment in a mutual fund or its 
rejection in the case of a strong diversification of its value in different sub-periods, 
which may give rise to wrong investment decisions made by mutual fund participants. 
The results of the study will allow for the indication of the scale and significance of 
open mutual fund risk volatility measured by beta within the period of several years 
(1 January 2008–7 August 2014).

The concentration of beta values around the fund mean will also be analysed and 
the shape of the distribution of the observations will be evaluated. These activities 
will allow for the determination of the distribution of the calculated risk indicators 
values with regard to Polish equity funds in the analysed period as well as their mean 
measured on the basis mean values for individual sub-periods.

The final goal of the study is to create, based on the conducted research of the level 
of risk volatility measured with the beta volatility of Polish equity funds, the Synthetic 
Indicator of Systematic Risk Volatility (SISRV) together with the determination of 
its value intervals and interpretation of risk levels ascribed to individual intervals.

1. Mutual Fund Beta Indicator

Beta indicator is a ratio of covariance value of mutual fund rates of return2 (in the 
study: the rates of return of the value of open fund participation units) and rates of 
return of market index to the variance value of market index rates of return. The 

1 International analytical services, i.e. Bloomberg and Thomas Reuters as well as Polish services, 
e.g. Analizy Online.

2 The covariance value may be calculated with regard to the rates of return of different kinds of 
assets, e.g. equity instruments. In this study we refer to the covariance of Polish equity mutual funds rates 
of return and WIG index rates of return.
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beta coefficient value shows by how many percent on average the rate of return of the 
asset will change if the benchmark rate of return changes by 1%3. The beta coefficient 
formula is as follows:

 β i =
ri ,t − ri( ) rM ,t − rM( )

i−1

i=N

∑

rM ,t − rM( )2
t=1

i−N

∑
 W 1–1

βi – mutual fund beta indicator value in the given period,
ri,t – mutual fund rate of return in the given period,
ri  – mean mutual fund rate of return in the given period,
rm – market index rate of return in the given period,
rM – mean market index rate of return in the given period.

Beta is also used to examine the strength and direction of the impact of volatility of 
selected benchmarks on the mutual funds profitability volatility, where in the formula 
of covariance of equity and benchmark rates of return we substitute the rate of return 
of net asset value per mutual fund participation unit in the case of open investment 
funds and specialist open investment funds or net asset value rate of return per an 
investment certificate in the case of closed investment funds4.

Beta values bigger than unity are achieved by funds with a higher volatility level 
than the market (in the present study, the WIG index is treated as the market index), 
while beta values of <0;1) are typical of funds of a lower volatility. The value of beta 
lower than zero is not found in open funds due to the fact that these funds practically 
cannot invest their assets in derivative instruments (except for e.g. efficient portfolio 
management5) and thus are not able to achieve the value of beta lower than zero 
(in fact they would have to include relatively many short positions, make short sales 
or allocate assets for example in participation units, participation titles and shares 
of entities with negative beta6.

Admittedly, there are closed investment funds whose selected concepts deliber-
ately boil down to taking short positions, e.g. Professor Rybiński’s Eurogeddon fund. 
His strategy assumes a rise in the value of deposits in the case of strong economic 

3 K. Borowski, Teoria i praktyka benchmarków (Benchmark theory and practice), Difin, Warsaw 
2011, p. 438.

4 Open investment funds and specialist open investment funds create participation units, which are 
not securities, and closed investment funds issue investment certificates, which are securities and may 
be subject to turnover on the regulated market (it refers to the closed funds issuing securities). 

5 See Article 94 Section 1a Point 2 of Law of 27 May 2004 on Mutual Funds (“Journal of Laws” 2004, 
no. 146, item 1546).

6 See Law of 27 May 2004 on Mutual Funds (“Journal of Laws” 2004, no. 146, item 1546).
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recession in Europe or collapse of the Eurozone. In the case of funds applying this 
kind of strategy, a negative beta value indicates the opposite direction of fund volatility 
in relation to the market volatility index (the moment the index grows, the value of 
the fund participation unit falls and vice versa). These closed funds, however, are 
not discussed in the present research.

2.  Examination of Beta of Mutual Funds Operating 
in Poland

Beta persistence was examined with regard to Polish equity open investment 
funds/sub-funds (referred to as funds) investing the majority of their assets in shares 
of companies quoted on the regulated market in Poland, operating ceaselessly on the 
mutual fund market in the period 1 January 2008–7 August 2014, i.e. the participation 
unit of each of them was evaluated 1654 times in this period, which totally resulted 
in 1653 simple rates of return for every entity in question. Totally, 40 mutual funds 
met the above requirements.

Beta values of the above mentioned funds were calculated for every sub-period 
and for the whole period. The market index, whose rates of return are indispensa-
ble to calculate the beta parameter value, is represented by the WIG index as it is 
an index representing all companies quoted on the Warsaw Stock Exchange with 
relatively high correlation of the index with the rates of exchange of the examined 
mutual funds. A mean correlation coefficient of daily simple rates of return of the 
index with the daily simple rates of return of the funds amounted to 84.5%, with the 
median of 88%. Furthermore, the WIG index is a profit making index, i.e. it accounts 
for the value of the incomes and dividends paid, while other indices for example 
WIG30 or WIG250 are price based indices (they do not account for the payment of 
incomes and dividends).

The evaluation of beta persistence of fund net asset value in the present study is 
based on the statistical analysis of classical and positional measures of distributions 
of beta value of the examined funds in the whole period, sub-periods as well as the 
mean values calculated on the basis of sub-periods. Quality indicators were also 
selected in order to grasp the idea of the research problem (level of systematic risk 
volatility) and interpretation made of some indicators (e.g. maximum dispersion 
coefficient).
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Beta Value of the Analysed Funds in the Whole Period

The analysis of classical and positional measures of beta value in the whole period.
The mean value of beta coefficient of the analysed Polish equity funds in the 

period from 1 January 2008 till 7 August 2014 amounted to 0.73. It may be stated 
that on average, an analysed Polish equity open investment fund in the period from 
2008 till 7 August 2014 responded in 73% to WIG index movements (changes in its 
daily rates of return). For example, the WIG index rise of 2% caused a rise in fund 
participation unit value of 1.46% in this period on the average.

Table 1.  Values of Classical and Positional Measures of Distribution of Beta Parameters 
Values in the Whole Period (1 January 2008–7 August 2014)

Mean Median 1 Quartile 3 Quartile Lowest 
value

Highest 
value Range Share of 

range in mean

0.73 0.74 0.60 0.87 0.4122 0.9844 0.5722 78.38%

Source: author’s own material based on the data from the service Analizy Online FUND.

The analysis of the positional measure values, calculated for the examined Pol-
ish equity funds allows for the statement that half of the examined funds achieved 
the beta value lower that 0.7 in the analysed period. One fourth of the examined 
funds achieved the beta value lower than 0.60, and three quarters had the beta value 
higher than 0.60 (the value of the 1st quartile). The value of the third quartile (0.87) 
means that 75% of the examined funds achieved the beta value lower than 0.87, and 
25% higher than this value. On the basis of this data it may be stated that half of the 
examined Polish equity funds achieved the beta value within 0.60–0.87, and the other 
half achieved beta lower than 0.60 or higher than 0.87.

The range amounting to 0.5722, being a difference between the highest and lowest 
observed beta value of the examined Polish equity funds calculated for the whole 
analysed period, indicates the occurrence of a strong diversity of the systematic risk 
level of Polish equity investment funds, although they are a relatively homogeneous 
and uniform group of funds pursuing a similar investment policy7. The value of the 
range accounts for over 78% of the mean fund beta value, which marks a relatively 
high value of the calculated range. It also indicates the significance of the activity of 

7 Within the group of Polish equity funds there are universal funds and funds of small and medi-
um-sized companies, which may differ with regard to the mean Beta level. Each of the aforementioned 
sub-groups of Polish equity funds is sufficiently numerous with sufficient history of rates of return of 
participation unit value so that the results of separate research conducted on them should be regarded 
highly credible.
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allocation and selectiveness of the WIG index companies conducted by managements 
of Polish equity investment funds. The conclusion to be drawn by every participant of 
an open fund is that they should diversify investments in mutual funds participation 
units, though it may seem that the very purchase of participation units of a collective 
investment institution ensures a sufficient diversification in a specific market segment.

Figure 1.  Frequency and Mode for the Set of Rounded Beta Values  
of the Examined Funds

Source: author’s own material.

The figure above presents the numbers rounded to one decimal place with regard 
to beta values of Polish equity funds calculated for the whole period 1 January 2008 
–7 August 2014. The analysis indicates that 0.7 (mode) was the most frequent rounded 
beta value, which occurred 9 times within 40 completed observations. Among the 
Polish equity funds examined in the period 1 January 2008–7 August 2014, the 
most numerous funds were those responding to daily WIG index changes in 70% 
on average. On the other hand, the least common value was beta of 0.4. There was 
just one case when a fund responded on average approximately in 40% to daily WIG 
index changes. The values 0.8 and 0.9 were frequently occurring rounded beta values. 
Totally, they occurred 16 times within 40 observations (40%). The beta value close 
to unity occurred three times. In the indicated cases mutual funds responded with 
nearly identical strength and the same direction as the WIG market index.

The box-and-whisker figure above was generated with the use of Statistica 10 PL 
on the basis of the set of data including the beta parameters values of Polish equity 
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funds examined by us and calculated for the period 1 January 2008–7 August 2014. 
We did not observe any beta parameters values of the examined funds which were 
regarded by the computer statistical package to be outlier (above three standard 
deviations) or extreme (above six standard deviations). Unsurprisingly, due to strong 
regulation of investment activity of open investment funds, e.g. in the Law of 27 May 
2004 on Investment Funds (Journal of Laws 0f 2004 no. 146 item 157), primarily 
in the context of investment limits preventing too strong exposure to certain assets. 
Theoretically, these regulations do not enable the management to make such a selec-
tion which would result in the achievement of an excessive level of fund volatility 
in relation to the market index volatility.

Figure 2.  Box-and-Whisker Plot of Beta Value of the Analysed Funds  
in the Whole Period

Source: author’s own material based of the statistical packet Statistica.

The observation of the shape of distribution in the histogram above and the 
analysis of values presented in Table 1 including the values of descriptive statistics for 
the set of data created on the basis of beta values of Polish equity funds determined 
for the whole analysed period, indicate the occurrence of left-skewed asymmetry 
(skewness = –0.257452). The negative value of kurtosis (–0,877988) means, on the 
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other hand, that beta values in our set concentrated less around the mean than in the 
case of normal distribution (the value of kurtosis in a normal distribution is equal 
to zero). The minimum beta value in our set amounted to 0.41, and maximum 0.98. 
Due to the feature continuous distribution, it is not possible to calculate the value 
of frequency of observation and mode without the estimation of the feature value 
intervals or without rounding, which was completed and interpreted at an earlier 
stage of research.

Figure 3. Histogram of Beta Value of Polish Equity Funds in the Whole Period

Source: author’s own material based on statistical package Statistica 10.

The variance of beta values of funds amounted to 0.024356, and a mean deviation 
to 0.129707. It means that beta values of particular funds deviated on average from 
the mean beta value by about 0.13. The quartile range between the third and fourth 
quartiles amounted to 0.264232, and the range of 0.572185 informs us about the value 
of difference between the highest and the lowest value observed in the research. The 
ratio of this value to the mean beta value of the analysed funds, amounting over 78%, 
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is relatively high and confirms a strong diversification of beta values in the examined 
group of Polish equity funds.

Table 2. Descriptive Statistics of Beta Values of Funds Within the Whole Period

Variable
Descriptive statistics

N valid Variance Mean 
deviation Range Quartile 

Range Skewness Kurtosis

beta 40 0.024356 0.129707 0.572185 0.264232 –0.257452 –0.877988

Source: author’s own material based of Statistica 10.

Mean Beta Values of the Examined Funds

The analysis of the calculated values of classical and positional measures of beta 
values distributions for the whole research.

The table below presents values of classical and positional measures of mean 
beta values distribution calculated on the basis of mean annual8 beta values of Polish 
equity funds.

Table 3.  Descriptive Statistics of Distribution of Mean Beta Values  
of the Examined Funds

Beta in the Given Period Mean Median 1 quartile 3 quartile

Beta value standard deviation in a given sub-period 0.12 0.12 0.08 0.14

Mean beta of fund 0.69 0.71 0.54 0.80

Coefficient of variation 18% 17% 14% 20%

Maximum dispersion 0.39 0.39 0.26 0.44

Beta dispersion coefficient (maximum dispersion/beta mean) 56% 55% 41% 63%

Beta total dispersion coefficient (ratio of maximum dispersion 
to beta value of fund in the whole period) 53% 50% 39% 58%

Source: author’s own material.

The mean standard deviation calculated on the basis of mean annual9 beta values 
of funds amounted to 0.12. It means that the mean beta value of the examined funds 
deviated on average by 0.12 from the mean amounting to 0.69. The median also 

8 We speak about a mean annual value of every sub-period of the examined period, except for sub-pe-
riod 1 January 2014–7 August 2014. In this case it will be Beta value for the period of eight months. For 
the purpose of standardisation and transparency of record, the term mean annual value will be referred 
to describe every sub-period, including the eight-month-long sub-period.

9 Ibidem.
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amounted to 0.12, thus half of the examined funds achieved an average deviation 
of beta value below the mean, and the other half above it. The values of the first and 
third quartiles indicate that 50% of the examined funds achieved an average standard 
deviation of beta below 0.08 and above 0.14, and the other half within 0.08–0.14. 
The mean coefficient of variation for the examined funds amounted to 18%, and 
its median 17%. So, half of the examined Polish equity funds showed the mean 
coefficient of variation above 17%. It is a relatively high level of risk understood as 
the risk of beta value volatility. Furthermore, the value of the third quartile for the 
coefficient of variation of 20% indicates that 25% of the examined funds showed the 
mean coefficient of variation of above 20%. It gives rise to the statement that every 
fourth examined Polish equity fund had some problems with a high beta mean value 
volatility in the research period.

High absolute values were also achieved by beta dispersion coefficient calculated 
as a ratio of the range value to mean beta value. The mean value of this indicator 
calculated for mean annual10 beta values amounted to 56%, which accounted on 
average for more than half of mean beta value of the examined funds. Half of the 
funds showed the dispersion coefficient value below 55% (median of 55%), while 
every fourth examined fund showed the dispersion coefficient above 63% (value of 
the third quartile), and 75% of the examined funds had the dispersion coefficient 
above 44% (value of the first 1 quartile), which definitely confirms the occurrence 
of a relatively high level of risk of beta volatility of funds.

Summary

The research conducted on a sample of forty Polish equity open investment funds 
in relation to the period 1 January 2008–7 August 2014 indicates that the beta value 
of investment funds allocating their assets in Polish shares changes over time and 
the value calculated in the long run (in our case it was over 6.5 years) significantly 
differs from mean beta values in different sub-periods11. This thesis is confirmed by 
relatively high values of beta coefficient of variation calculated for the Polish equity 
mutual funds. Furthermore, the observed high dispersion between the highest and 
the lowest observed beta value of funds in the analysed period, indicates the scale 
of risk which a mutual fund participant is exposed to. A relatively high level of this 
value also means that the moment of entering the investment strongly determines 

10 See footnote 8.
11 In the study we refer to six annual sub-periods and one sub-period 1 January 2008–7 August 2014.
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whether the fund will respond more or less strongly to the market index volatility. 
The relation of the aforementioned range to the mean value of beta of the examined 
funds, amounting to more than 78%, is a definitely high value and confirms a sig-
nificant diversity of beta values in the group of examined Polish equity funds. It is 
a precious conclusion for potential participants of all kinds of investment funds, 
making them sensitive to a potentially high level of risk of insufficient diversification 
of investment in the fund participation units.

The results of the research provide synthetic information about the scale of risk 
of beta value volatility of equity funds. Every fourth examined Polish equity fund 
had a problem with regard to a high annual12 beta volatility in the examined period, 
measured with the coefficient of variation (value over 20%). Moreover, high values 
of the dispersion coefficient 13 (the mean amounted to 56%, median 55% and the 
value of the first quartile 44%) additionally emphasize the scale of the level of risk 
of beta parameter volatility of the examined Polish equity funds. On the basis of the 
obtained research results, it may be stated that a single and isolated beta indicator 
is an insufficient parameter to describe the level of market risk which a mutual 
fund participant is exposed to. The completion of value of this indicator with other 
measures, i.e. beta standard deviation, beta coefficient of variation for sub-periods 
or maximum dispersion may help to better indicate the level of systematic risk of the 
fund and its stability (the level of its volatility) to a potential mutual fund participant. 
The overall implication of the aforementioned indicators would allow the participants 
to avoid the situation in which they buy participation units of a fund characterised 
by a specific beta value, while in the next period (for example in the following year) 
the selected fund achieves higher values of this coefficient and thus exposes the 
investor to relatively higher market risks than those initially acquired together with 
the participation units. The opposite situation is undesired as well by the conscious 
participants of the capital market, despite the fact that beta value volatility of funds 
may often have a positive impact on their investment results (at the moment when 
a higher beta occurs in the period of strong rises in the market index).

The research results created the foundation to build a Synthetic Indicator of 
Systematic Risk Volatility (SISRV), whose construction accounts for the volume of 
volatility as well as the level of maximum beta dispersion of funds. The volatility of 
systematic risk of investment funds is a significant kind of risk to be considered also 
when evaluating their investment effectiveness. Mutual funds potential participants 

12 See footnote 8.
13 The dispersion coefficient is the value of the quotient of maximum range of Beta value and mean 

Beta value of fund.
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should consider the level of systematic risk volatility when making conscious 
investment decisions. In its assumptions, the indicator of systematic risk volatility 
mentioned above, awards bonuses to investment funds with a low level of volatility 
and dispersion of beta, and punishes those funds with a relatively high level of these 
parameters.
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AbstrAct

Ancillary revenue is the most dynamically growing group of revenue in airlines as they 
seek new sources of income in this low-margin sector. The paper identifies individual 
sources of this sort of revenue proposes a typology of ancillary revenue with three main 
categories: unbundled products, commission-based ancillaries and other. Unbundling 
and offering new products and services was named as the main source of extra revenue 
for airlines. Special attention was given to the differences between network legacy carriers 
and low cost carriers in terms of ancillary revenue. The analysis showed that while LCCs 
show the way, NLCs keep following closer and closer.

Keywords: ancillary revenue, unbundling, low cost carriers, network legacy carriers
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Introduction

The deregulation of air transport in the US and the European Union has dramati-
cally influenced the sector as it changed the long established rules that had guaranteed 
the stability of the airlines and the profitability making the sector highly cartelized1. 
The deregulation introduced competition among airlines which, among other effects, 
led to the modification of the airlines business models as well as the emergence of 
a new one – the low cost business concept. Unit costs and revenue have dropped 
dramatically – in the case of US carriers the revenue per available seat (RASM) mile 
fell by 50% and in the EU RASM declined by 30 per cent2. This immediately affected 
the operating profit margins of airlines that fell from 7% (before deregulation) to 2% 
in the 1980 s and during the period of 2001–2005 it was even negative (almost –4%); 
net profit margins were naturally even lower3. These developments made airlines 
look for new sources of revenue, these measures were taken to trade off the negative 
effects of the liberalization.

This paper is devoted to the identification and categorization of ancillary revenue 
sources. The research involved the analysis of airline product specifications as well as 
the pricelists for extra services. Moreover, the financial reports of the airlines were 
analyzed to define distinctive groups of ancillary revenue sources.

In the course of the research three main groups of ancillary revenue were iden-
tified: unbundled products, commission-based ancillaries and others. This is largely 
consistent with the findings of other authors4.

1. Unbundled Products

Although unbundling is very common in the airport industry it has to be stressed 
that it applies to economy class only. Business class tickets are still all-inclusive. In 
the case of economy class, airlines adapt different strategies – some of them, espe-
cially low-cost carriers offer the same product irrespective of the price paid by the 

1 T. J. DiLorenzo, The Antitrust Economists’ Paradox, “Austrian Economics Newsletter”, Summer 
1991, pp. 1–6.

2 B. Pearce, The Case for Wider and Deeper Liberalization of Air Transport, conference presentation, 
www.iata.org/economics (12.08.2014).

3 A. M. Pilarski, Why Can’t We Make Money in Aviation, Ashgate 2007, p. 40.
4 J. F. O’Connell, Ancillary Revenues: The New Trend In Strategic Airline Marketing, in: Air Transport 

in the 21st Century, ed. J. F. O Connel, G. Williams, ASHGATE, Farnham 2011, p. 148.
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passenger. In effect, in the case of most LCCs the process of unbundling has never 
happened or was much more limited than in network legacy carriers simply because 
they have never offered many of the services and products that used to be included 
by NLCs. From the very beginning the majority of LCCs have been offering unbun-
dled products. On the other hand, incumbent carriers, that have been undergoing 
substantial changes within their business models, offer a more structured product 
in economy class. While unbundling is an unquestionable fact, its extent differs based 
on the booking class (or booking classes group). In general, if an airline differentiates 
a product in economy class based on the price paid, the most unbundled product is 
offered in promo fares.

In general the scope of unbundling has been much lower on long-haul flights 
than on short-haul ones. For example, when KLM Royal Dutch Airlines and Air 
France introduced charges on check-in baggage it only applied to flights within 
Europe. Intercontinental journeys and European flights being part of a long-haul 
journey were excluded.

Baggage

Baggage-related fees are one of the first ancillary revenue sources. Firstly, bag-
gage exceeding the weight and piece allowance (which used to be very generous) 
was charged extra depending on how much more luggage the passenger was going 
to check-in (in terms of both pieces and weight). Nowadays virtually all airlines charge 
this fee, although the price may differ a lot. In addition, fees for oversize baggage 
usually applies to hand luggage.

The second step (that was taken by some low-cost carriers) was to introduce 
charges for check-in luggage. Despite the fact that the first ones to introduce this fee 
were LCCs, over the last few years it has been observed that more and more legacy 
carriers are following the trend. Today in the United States most airlines even charge 
for the first bag (whereas it used to be free-of-charge to check-in up to two pieces) 
but there are a few notable exceptions including the world’s-largest low-fare carrier 
– Southwest. In Europe the situation is slightly different – only a few network legacy 
carriers have introduced baggage fees in cheaper, more restrictive economy booking 
classes. These carriers are (among others): Air France – KLM, Aer Lingus5, Aegean, 
LOT Polish Airlines and Air Berlin.

5 This airline has changed the business model into a hybrid one and has been charging bag fees for 
a relatively long time.
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The carriers who do charge for baggage have very different strategies. Usually 
only hand luggage has to be paid for but there are a few exceptions to this rule. 
Larger airlines that operate a network of routes that vary very much in terms of flight 
duration usually apply more complex hand luggage charge schemes than smaller 
carriers. Examples of these include American Airlines, Delta Airlines (generally a fee 
is charged on short-to medium-haul routes while one piece of hand luggage is free 
on long-haul routes in economy class) and others. Some airlines also differentiate 
charges based upon baggage weight, travel distance and season.

It can be expected that more and more airlines (especially in Europe) will be 
introducing baggage fees, but at the same time some airlines will desist from charging 
for check-in bags to stand out from the crowd. This re-bundling process is more likely 
to take place in the United States, where the air transport sector has gone through 
much more unbundling than in Europe and some adjustments should be observed 
in the coming years.

Catering

While most low-cost carriers have never served food or drinks free of charge, 
network legacy carriers have. However, this has changed recently with NLCs 
reducing catering in terms of both quantity and quality. This happens especially 
on short-haul routes where full meals were first replaced with lunchboxes, then 
sandwiches followed by light snacks. Nowadays many European carriers offer only 
a chocolate bar or a tiny bag of peanuts on most of their European network. Some 
airlines decided to introduce paid catering. For example, LOT Polish Airlines offers 
only a cup of still water and a chocolate bar for free but there is a sky bar offering 
more food options and drinks. In the case of long-haul flights the scope of choice 
has been limited too, but most airlines still offer a full meal. However, to increase 
the revenue gained from this source airlines have adopted strategies to boost sales 
of food and drinks. Many legacy carriers have introduced à la carte menus for 
purchase in economy class (e.g. KLM) or have given passengers the option to buy 
meals served normally in higher service classes (LOT Polish Airlines). This trend 
in economy class will be continued, especially on long-haul routes where catering is 
essential and passengers are not likely to give up eating on long duration flights which 
creates an optimal opportunity for increasing revenue. At the same time included 
food options will become more and more limited and of low quality to encourage 
passengers to pay extra for better fare.
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Seat Allocation

Before airlines started looking for new sources of revenue and decided to unbundle 
their product, seats within one service class were usually assigned on a first-come, 
first-served basis. However there are some seats on an aircraft that are usually pre-
ferred by passengers and others that passengers would rather not choose. In the first 
group there are emergency-row or bulkhead seats offering more legroom as well as 
seat pairs at windows on 2x4x2 abreast cabin configurations on wide-body aircraft. 
At the same time the least attractive seats are those in the proximity of lavatories 
(which may be troublesome) or the last rows in particular sections where the recline 
may be limited. Customer oriented airlines usually assign these more comfortable 
seats to loyal passengers with higher tiers in the loyalty programmes, but recently 
some carriers (e.g. KLM) have started to charge passengers for selecting these par-
ticular seats. Some airlines have gone further and charge not only for specific seats 
but in the cheapest booking classes also for the possibility of choosing one’s favorite 
seat during the reservation process. Otherwise the seat can be chosen only during 
check-in (online or at the airport) when the selection available is much smaller. This 
is the case of LOT Polish Airlines and TAP Portugal, for example.

Some airlines (especially LCCs) have introduced many tiers of seat allocation 
charges so there are different fees depending on the section of the aircraft (front seats 
usually cost more as they provide faster disembarkation upon landing), leg space (pitch) 
– emergency exit rows and other. Some airlines even charge for selecting a window 
seat or an aisle seat (since these seats are believed to offer better comfort of travel) 
– an example of such an airline is Turkish Pegasus Airlines. The aim of introducing 
more fee tiers is to maximize the revenue earned from passengers through taking 
over consumer surplus.

In-Flight Entertainment

Screening films for passengers has a few-decade-long history in civil aviation. For 
many years the leading technology was the CRT screen installed mainly on wide-body 
aircraft and showing the same film for all. The invention of thin LCD screens began 
the new era of individual in-flight entertainment (IFE) interfaces known as AVOD 
(audio video on-demand), installed in seatbacks for each and every passenger. The 
introduction of this system made it possible to un-bundle this service as well. Today 
more and more airlines charge for the use of the AVOD system. Some airlines offer 
a very basic scope of music, video games and films but give an option to upgrade 
to a premium level with much more content (e.g. LOT Polish Airlines used to charge 
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for premium IFE content up until the first half of 2014), while others charge à la carte, 
i.e. per film, for example (JetBlue). Continental and United Airlines apply time-based 
charges, so the price the passenger pays depends on how long they want to use the 
IFE. Low-cost carriers almost never install the IFE systems in seatbacks (because 
of the high cost) but some of them offer IFE through portable devices that can be 
rented for the duration of the flight. For example, Air Asia uses tablet devices, the 
Samsung Galaxy Tab. With streaming technology and the on-board Wi-Fi network 
charging for multimedia content provided to passengers has become much easier.

Priority Handling and Upgrades

Low-cost carriers typically offer only one service class but a passenger can buy 
additional services increasing their comfort in the pre-flight stage of the journey. 
It is possible to pay extra for taking the priority lane in a few processes that the pas-
senger undergoes at the airport. These are priority check-ins (e.g. Air Asia), priority 
boarding (most LCCs), priority security clearance (e.g. Wizzair in Budapest only, 
Air Asia, Ryanair at selected airports6), priority baggage check-in and delivery upon 
arrival (Air Asia). Similarly, it is also possible to purchase other comfort services like 
lounge access7 (e.g. Air Asia, Wizzair in Budapest only), amenity kit for in-flight use 
(pillow, eye-shade, blanket/duvet etc.), quiet zone seating (Air Asia).

Contrary to most low-cost carriers, priorities and upgrades work differently on 
the so-called traditional airlines. These usually offer at least two service classes, but 
sometimes the offer is much larger – economy, premium economy, business and first 
class. On top of this some airlines discriminate between economy booking classes 
giving less options for those who purchased the cheapest (promo) tickets.

Generally most of the frills are associated with particular service classes, but econ-
omy class passengers can also usually use at least some of these services as paid ones.

More and more airlines offer the possibility of paid travel class upgrade at the 
gate (or at some earlier stage before flight) so that they can allocate the unsold seats 
in premium classes. This strategy is especially beneficial when there is an overbooking 
in the lower classes of service and the airlines would have to move some passengers 
to the higher class.

6 Barcelona-El Prat, Bruksela-Charleroi, Dublin, East Midlands, Frankfurt-Hahn, Liverpool, Lon-
don-Stansted, Manchester, Milan-Bergamo, Warsaw-Modlin.

7 Although this service should usually be considered as a commission-based ancillary since low-cost 
carriers do not own loungers and only act as intermediaries.
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Flexibility Fees

Most airlines charge for the possibility of changing a reservation. In network 
legacy carriers this is usually done though the system of booking classes. The higher 
the booking class (and higher the fare) the more flexible the ticket is. In the case of 
the highest booking classes booking changes and cancellations are usually done free 
of charge but the charges rise with lower booking classes.

Traditionally, it was not usually possible to change or cancel a ticket bought 
from a low-cost carrier but things, recently, are changing. With the introduction 
of premium or business packages LCCs have offered more flexible fares to business 
passengers. Some packages allow passengers to change their tickets free of charge (fare 
difference applies only) plus there is usually an option to pay for such a modification 
if the passenger does not have a business/flexible fare (fare difference applies as well).

Interestingly, low-cost carrier have always offered the possibility of a name change 
on a ticket, which means the ticket can be transferred to another person provided the 
fee is paid. These fees have always been prohibitively high, so that people do not buy 
promotional, super-cheap tickets only in order to resell.

Legacy carriers that have traditionally offered more flexibility almost never 
offer the possibility of changing the name of the passenger so tickets are completely 
non-transferable. However, in the case of group bookings name changes are usually 
allowed by NLCs.

Check-in Services

Traditionally, passengers were checked-in for flights at the airport, but the devel-
opment of new mobile technologies gives more options to process this pre-flight 
procedure. Nowadays network legacy carriers encourage passengers to check-in via 
the Internet to ensure the best seats and LCCs almost make passengers check 
in online as they charge hefty fees for doing it at the airport. There is a reason for 
that – as a low-cost carrier they want to keep the costs as low as possible and hire as 
few ground staff as possible, so they limit the number of passengers checking in at 
the airport to the minimum.

Loyalty Programmes

Almost all network legacy carriers offer loyalty programmes targeted at attract-
ing the highest-valued passengers and retain them as returning customers. These 
so called frequent traveller schemes give passengers many benefits such as free flights 
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(additional taxes may apply), free hotel stays, free flight upgrades, free or discounted 
car rentals and many more.

Apart from being a tool of building passenger loyalty frequent flyer programmes 
are also a substantial source of ancillary revenue for airlines. Most airlines sell miles 
to passengers as well as to other partners like hotel chains, car rental companies, banks, 
telecommunication companies, shops and many more. Partners grant purchased 
miles to their customers in order to reward them for their loyalty. Such offers are 
especially valuable to frequent travellers who usually prefer to accrue points in one 
loyalty programme so that they can reach particular tiers faster.

Some low-cost carriers have their loyalty programmes too, but they usually work 
differently. In general there are two groups of such programmes. The first one is the 
discount programme where a passenger buys an annual membership in exchange 
for discounts on flights and/or other accompanying services or other perks. Such 
programmes are offered by Wizzair, Spirit Air and EasyJet, among others. The second 
group of loyalty programmes offered by some LCCs are frequent flyer programmes 
(FFP) that are similar to those offered by legacy carriers, but usually the number of 
points or miles accrued is not based on the distance flown and booking class but 
rather on the value of the purchase. This is a big step towards the value-based loyalty 
programmes NLCs are still attempting to introduce. These types of frequent flyer 
programmes are offered, for example, by Air Asia, Norwegian or Pegasus Airlines.

Many airlines (both legacy and low-cost) combine their FFPs with a credit card 
in cooperation with banks. This allows passengers to accrue points not only when 
flying but also with all shopping they do. At the same time airlines benefit from the 
fact that banks pay for the miles/point they grant credit card users for spending 
money using these cards.

Other à la Carte Products

While this group does not contain unbundled products per se it comprises an 
important set of ancillary revenue sources for an airline. Generally, products and 
services grouped here are offered by the airline as extras compared to an all-inclu-
sive fare and have never been part of such fares. These services include the use of 
a mobile phone on board the aircraft and sending text messages using the in-flight 
entertainment interface built in the seat. On some aircraft it is also possible to connect 
to the Internet and this service usually costs extra, but there are some exceptions like 
Norwegian which offers it for free on board on all Wi-Fi-enabled aircraft.

Another source of this kind of ancillary revenue is the duty-free shop available 
on board. Recently airlines have been developing this service and more and more 
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carriers offer the possibility of choosing duty-free products and other merchandise 
online which is then collected on board.

In Europe some airlines have also introduced a  ‘time to think’ offer where 
a passenger can ‘reserve’ the price displayed during the booking process for some 
time (usually 24 to 48 hours). This service is offered by Lufthansa, KLM or Turkish 
Pegasus Airlines (among others). Interestingly, this cannot be a source of revenue 
in the United States since according to local law passengers have the right to resign 
from the booked ticket within 24 hours from the moment of purchase.

2. Commission-Based Ancillaries

In search of new sources of revenue, airlines have started to offer additional 
products and services not related directly with air transport. In this case they only 
act as intermediaries to offer products and services delivered by other companies. 
The scope of these commission-based ancillaries is still growing, but there are some 
categories that are already well established as additional sources of revenue. It has to be 
stressed that both low-cost carriers and traditional airlines provide these products 
although the trend was started by LCCs. Thanks to the ease of the implementation 
of these additional offers in the booking process as well as post-booking reservation 
management this strategy was quickly adopted by NLCs too. Nowadays, many addi-
tional products and services provided by third parties are offered already at the stage 
of making a flight reservation. Prospective passengers are offered an option to book 
a hotel for the duration of their stay at the point of destination accompanied by a car 
rental option. Airlines usually cooperate with the largest hotel booking engines such 
as booking.com or world-wide car rental companies, such as Hertz, Avis or Budget 
(and, of course, many others), charging commission from their partners. Many air-
lines offer cars from more than one partner.

Apart from the possibility of booking a hotel room or a car there is usually the 
possibility of buying travel insurance. Initially, purchasing insurance was suggested 
to low-cost carriers’ passengers but NLCs soon added such an option to their offer 
too. Today almost any major airline will offer some kind of insurance at some stage 
of the booking process.

Often airlines offer airport transfers. Carriers usually cooperate with bus companies 
as well as railway carriers. Most often the cooperation is limited to reselling tickets 
for ground transportation but in some cases airlines and ground carriers have joint 
offers. A good and well-established example is the cooperation of German Lufthansa 
and Deutsche Bahn – a German railway company. On the other hand LCCs often 
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cooperate with bus shuttle companies and in the case of low-cost carriers it is usually 
possible to buy a transfer during the booking process.

Another source of additional income is a variety of financial services offered 
in cooperation with third-parties. Apart from the co-branded credit cards offered by 
airlines in cooperation with financial institutions (described above) some airlines also 
cooperate with other providers of financial services such as currency exchange offices.

3. Other Ancillaries

Within this group of additional revenue two sources will be presented. The first 
one is the advertising of third-party products and services on board an aircraft and the 
second one are the subsidies granted by local governments and authorities to airlines 
in order to encourage them to fly to particular airports.

On-board advertising appeared on low-cost carrier aircraft first but was soon 
followed by the NLCs. Advertisements can be installed in numerous places on board 
as well as on the fuselage. Sometimes passengers are given gadgets with logos of the 
advertised company. These can be inflatable travel pillows or eyeshades. Thanks to the 
almost constant exposition of passengers to advertisements installed on board, this 
way of promoting products and services is an attractive solution to many providers.

As the search for new sources of revenue intensifies it can be expected that the 
share of revenue from advertising activities will increase in the coming years. Examples 
show that legacy carriers are becoming more and more interested in lending space 
in and on their aircraft to advertisements bringing in more cash, which is very much 
needed in this low-margin sector of the transport market.

Apart earning money from advertising, airlines have found another source of 
income – local authorities who want or have to attract new air traffic to their regions 
and airports. This is especially true in Europe where informal subsidizing of airlines 
has actually become a standard. Most of the benefactors are low-cost carriers who 
often make their decision on opening a new route conditional on the subsidies. In 
this case we are not discussing the public service obligation scheme8 which is a legal 
way to subsidize a particular route that is important to the local community and 
this subsidization is based upon strict regulations in order not to favour any par-
ticular carrier.

8 M. Wouters, Regulatory Constraints in Europe or “How Free Are You?”, in: Critical Issues in Air 
Transport Economics and Business, ed. by R. Macário, E. Van de Voorde, Routledge 2011, p. 367.
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However, according to European Union regulations subsidizing companies from 
public funds is illegal so these supplementary payments have to be transferred in some 
implied manner. Therefore air carriers offer regions (or more specifically: local gov-
ernments or other authorities) advertising or marketing campaign whose aim it is 
to promote a given region. Many airlines are opposed to subsidizing low-cost airlines 
in Europe (especially Ryanair) filing lawsuits or complaints against them to market 
supervisory bodies. Large sums are at stake since Ryanair earns hundreds of millions 
of EUR each year from all the airports it operates. Regulatory bodies evaluate each 
case of alleged undue subsidizing individually and the rulings do differ.

Conclusions

The analysis presented in this paper reveals the differences between airlines, 
in many ways, in terms of the sources of ancillary revenue. The identification of the 
ancillary revenue characteristics was the basis to categorize the sources of this revenue 
into three groups: unbundled products and services (the ones that used to be included 
in the air ticket price but are now available as à la carte options), commission-based 
ancillaries (product or service is provided by a third party and an airline is only an 
intermediary) and other (i.e. revenue not directly related to the carriage of people).

The presented typology of ancillary revenue in airlines shows these groups of 
revenue sources is large and growing. This should be attributed to the airlines seeking 
new opportunities to earn money in this low-margin sector. Unbundling air travel 
and offering new extra services has proven to be a good strategy to increase perfor-
mance and gain profitability. It is very likely that the share of ancillary revenue in total 
revenue will increase in both LCCs and NLCs as the business models have recently 
converged at least in the segment of short- and medium-haul services.
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AbstrAct

The current legal uncertainty in the area of Foreign Direct Investment is harmful to investors 
as well as the countries hoping to acquire foreign capital. The growing tension concerning 
contradictory interests of different states will result in another change in the approach 
to the international investment law. In order to make the most of the chance arising on 
this occasion, it is necessary to understand the historical context and current situation 
normative background, which goes beyond the legal framework. The present study aimed 
at the synthetic analysis of the legal situation at this critical moment.
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1 This paper summarizes the results of a research grant on investment governance.
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Introduction

Numerous globalisation challenges include the issue of Foreign Direct Investment 
(FDI). On the one hand, foreign investment is associated with the hope on the part of 
the host country to acquire capital, technology and eventually access to foreign mar-
kets. Thanks to this, bridging the civilisation gap to better developed countries may 
become achievable. The technological progress and higher capital or labour mobility 
allow for a simpler shift of production or its parts, creating an opportunity to integrate 
with the world economy. At the same time, stable investments, unlike financial flows, 
are less susceptible to rapid changes, which may destabilise the domestic economy.

On the other hand, an overwhelming asymmetry between powerful foreign com-
panies and economic positon of the host country frequently goes beyond a traditional 
perception of relations between the public authority and entities doing business within 
its jurisdiction. Not only does the investor, whose property substantially exceeds the 
GDP of the host country, have incomparably bigger ability to exert impact of the 
government than small local entrepreneurs, the very mobility of investors may turn 
against its beneficiaries. Obviously, a capital importing country is more competitive 
with regard to costs of labour or raw materials than the investor’s country, but there 
are many other countries ready to make further concessions in the race to acquire 
investment. There is a basic FDI threat here: taking advantage of the host country, 
which in the race for investment understated the value of human capital and natural 
resources. Yet technology transfer does not occur, the local community does not par-
ticipate in incomes from business activities transferred between the subsidiaries, and 
the investment may prove harmful to local entrepreneurs unable to compete against 
the foreign investors taking advantage of the specific regime of legal protection.

In the area of FDI there are no universal legal regulations. Instead, we have to 
do with a multitude of bilateral treaties. Accordingly, the authors of most research 
referred to below perceive the analysed regulations from the perspective of bilateral 
relations, which could at best give rise to customary law. Such a simplification indicates 
a reductionist tendency to dichotomous classification of international agreements, 
as legally binding or non-binding, which does not reflect the practice of investor 
treatment standards; neither does it contribute towards legal certainty. If it is possible 
to identify the consensus on FDI protection issues, bringing together the interpre-
tation and practice of using bilateral treaties having the same goal2 (and not only 

2 The International Court of Justice pronounced in the Gabčíkovo case „Article 26 combines two 
elements, which are of equal importance. It provides that “Every treaty in force is binding upon the parties 
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the object as defined in Article 31 of the Vienna Convention on Law of Treaties) is 
neither a spontaneous nor an incidental process. Hence, arbitration between the host 
country and investor is not only an instrument of settling disputes, but also the way 
to establish a certain normative order – balancing the investors’ interests and goals 
of the host country’s public policy3.

This study focuses on the function of international law and governance for the 
international direct investment flows.

1. International Economic Governance

In view of the failure of multilateral codification of international law on FDI pro-
tection, arguably the easiest way to create a relatively uniform international normative 
space of foreign investment protection is using the governance method. The latter can 
be achieved thanks to identification of common normative denominator – mainly 
in bilateral treaties – which indirectly contributes towards the universalisation of the 
rule of law and of the principle of proportionality of state interference in the private 
sphere. If the fact is disputed that arbitration tribunals and states, when accepting or 
rejecting the common interpretation line, contribute to the strengthening, change 
or defiance of universal standards, the ratio legis of bilateral treaties, i.e. increasing 
the investment security, is indirectly undermined. The predictability of public inter-
ference, and at the same time the scope of necessary insurance against political risk, 
are equally important for investors and host states. It may also be argued that the 
possibility-cum-necessity of considering public and private interests, even if resulting 
exclusively from the goal, not necessarily explicitly from the treaty stipulations, meets 
the requirement of acting in good faith.

Only the comprehension of legal regulation sources, justifying their specific 
wording, and deficiencies with regard to public interest protection allows for the 
indication of the areas, in which it is possible to make the investment regime flexible, 
in accordance with the current needs and without having to interfere in its founda-
tions, which, even if politically desirable, will long remain unlikely.

to it and must be performed by them in good faith.” This latter element, in the Court’s view, implies 
that, in this case, it is the purpose of the Treaty, and the intentions of the parties in concluding it, which 
should prevail over its literal application”, Gabčíkovo-Nagymaros Project (Hungary/Slovakia), Judgment, 
I. C. J. Reports 1997, p. 7, par. 142.

3 B. Kingsbury, S. Schill, Investor-State Arbitration as Governance: Fair and Equitable Treatment, 
“Proportionality and the Emerging Global Administrative Law”, New York University Public Law and 
Legal Theory Working Papers, Paper 146 (2009).
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2.  Development of Cooperation in the Area of FDI 
in the Context of International Finance

In the area of financial flows, a dynamic development of regulation and, even more 
importantly, of governance, took place after the World War II; a relative shortage of 
transferrable capital would have made any earlier legislative activities groundless. 
In the case of direct investment4, the presence of merchants in foreign countries had 
a centuries-long tradition (legal protection of property and trade were often a subject 
of the same treaty, with trade relations being prioritised); in the Westphalian model 
of international law the opportunity to dynamically develop regulation came with 
the colonial expansion and presence in subdued countries in the 18th and 19th 
centuries. However, especially in the last case, extraordinary measures of protection 
in the legal order of the third countries were not needed, which is reflected in their 
relative scarcity5.

The perception of local social structures as uncivilised resulted in the legal qual-
ification of the territory as terra nullius, which in turn allowed for its incorporation 
under the colonial power’s sovereignty. Hence, it was not possible to speak about 
foreign investment6. In few uncolonized states (sic!) only Europeans developed 
a system of capitulations7 and extraterritorial enclaves8.

The capitulation regime applied as early as in the 13th century in relations between 
Muslim and Arab countries defined the conditions of the residence of Europeans on 
the territory of a third country. There was common to include norms such as: ban 
on expulsion from the host country without the consent of the consul of the home 
country; the right to conduct public religious practices, including building churches 
and cemeteries; freedom of trade and exemption from certain customs duties; ban 
on repression, in particular in the case of bankruptcy; in relation to disputes with 
other Europeans the recognition of consular jurisdiction not the local courts of law. 
As a matter of principle, capitulation regime was a contradiction of the principle 

4 About the idea of FDI cf.: M. Sornarajah, The International Law on Foreign Investment, Cambridge 
University Press, Cambridge 2004, pp. 7–18.

5 A significant element of colonial expansion – at least in the case of Great Britain – was the inclu-
sion of the colony into the legal system of the colonial metropole and the imposition of legal culture of 
the latter, A. Hopkins, Property Rights and Empire Building: Britain’s Annexation of Lagos, “The Journal 
of Economic History” 1980, vol. 40, iss. 4, pp. 777–798.

6 P.-M. Dupuy, Droit International Public, Dalloz, Paris 2006, pp. 35–36.
7 A. Cassese, Diritto Internazionale, il Mulino, Bologna 2006, pp. 33–34.
8 C. R. Boxer, Morskie imperium Holandii 1600–1800 (Dutch Naval Empire 1600–1800), Wydawnictwo 

Morskie, Gdańsk 1980, pp. 194–196.
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of treaty reciprocity. In the remaining uncolonized countries without any special 
regime of territorially preferential treatment of merchants from a foreign country, 
the diplomatic protection and coercive measures often proved to be sufficient. This 
last measure, where the investor could count on its quick and effective application, 
had a practical advantage over the sophisticated instrumentarium of legal protection.

Summing up, within the investment law there were two basic normative cate-
gories9. The first, rules of diplomatic protection of foreigners and their possessions, 
which related to the security concerns. Only the second, subsequent approach was 
based on economic foundations, and the major goal of the regulation was to increase 
the mobility of capital. Both kinds of interest were protected through different legal 
solutions with different methods of regulation (respectively customary law and 
bilateral or multilateral treaties).

3. Attempts to Codify and Develop Investment Law

Although it is difficult to find a single moment, since when it is possible to speak 
of specific international legal norms with regard to the protection of foreigners’ 
property, the so-called first generation investment treaties are usually referred to as 
Treaties of Friendship, Commerce, and Navigation (FCN)10, being direct predecessors 
of the current Bilateral Investment Treaties (BIT). Concluding these treaties, states 
focused in particular on the legal security of the investor rather that the investments 
themselves.

Looking at FDI from a broader perspective, it should be stated that till the out-
break of World War I Europeans and Americans claimed that foreigners could only 
be deprived of their possessions for an adequate compensated11. And at the same time 
the Latin American countries took a sceptical stance towards the Euro-American 
FDI laws. Although the events in the following years, like the Russians Revolutions 
of 1917, undermined the universality of the Eurocentric claims to the global legal 
order, they did not stop efforts aimed at the normative consolidation of treatment 
standards of foreign investors. A crucial step from the declarations of general rules 

9 D. Carreau, P. Juillard, Droit International Ėconomique, Dalloz, Paris 2007, pp. 398–402.
10 C. Brown, Introduction: The Development and Importance of the Model Bilateral Investment Treaty, 

in: Commentaries on Selected Model Investment Treaties, eds. C. Brown, D. Krishan, Oxford University 
Press, Croydon (UK) 2013, pp. 1–5.

11 J. Gimblett, O. Johnson, From Gunboats to BITs: The Evolution of Modern International Investment 
Law, “Yearbook on International Investment Law and Policy” 2011, pp. 649–692.
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to material and procedural treatment standards was the conclusion of FCN in 1923 
between the United States and Germany12.

In the 1920 s there were first unsuccessful attempts aimed at multilateral regula-
tion in the area of FDI protection. A conference organised under the auspices of the 
League of Nations in 1928 was the first defeat13. After the subsequent unsuccessful 
attempts of substantive regulation, the International Bank for Reconstruction and 
Development (IBRD) launched an initiative to increase the FDI volume. In 1961 it 
was found out that it would be easier to adopt multilateral procedural regulations 
in the area of investment disputes settlement14. As a consequence, in 1965 the 
ICSID Convention was signed, which, after being promptly ratified by 20 countries, 
became effective in the following year. It was the only general codification success 
on a supra-regional scale.

More progress was made in the area of bilateral regulation, primarily due 
to decolonization and hostile attitude of former colonial territories to foreign 
investors. These attitudes were enhanced by the postulates of the universal socialist 
revolution manifested in the wave of nationalisation15. The essence of the Non-
Aligned Movement attempts to regain control over natural resources and industry 
was the postulates of the New International Economic Order expressed primarily 
in the Declaration on the Establishment – GA UN of 197416. Following the greatest 
investment controversies of that period, investment law specialists focused on the 
problem of deprivation of property in the extractive industry17. Less interest was given 
to the principles of investments pre-establishment conditions, their supervision and 
administrative interferences. The intensification of regulatory activity did not arrive 
until the geo-economic changes at the end of the 1980 s. Simultaneously with the 
fruitless attempts in favour of universal treaty regulations to tidy up the landscape 
of hundreds of bilateral agreements, there were efforts aimed at the regulation by 

12 R. Wilson, Property-Protection Provisions in United States Commercial Treaties, “American Journal 
of International Law” 1951, vol. 45, no. 1, pp. 83–107.

13 S. Metzger, Multilateral Conventions for the Protection of Private Foreign Investment, “Journal of 
Public Law” 1960, vol. 9, p. 133.

14 L. Reed, J. Paulsson, N. Blackaby, Guide to ICSID Arbitration, Kluwer Law International, The 
Hague 2011, pp. 1–2.

15 K. Carlston, Review of “Nationalization: A Study in the Protection of Alien Property in Interna-
tional Law, By Isi Foighel, “Washington University Law Review” 1959, vol. 1959, iss. 1, pp. 97–101. Also: 
A. Guillot, K. Katzarov „Théorie de la Nationalisation”, “Revue internationale de droit comparé” 1961, 
vol. 13, iss. 2, pp. 422–423.

16 More on the subject: J. Menkes, Nowy międzynarodowy ład ekonomiczny (New International 
Economic Order), Uniwersytet Śląski, Katowice 1988.

17 UNCTAD, Trends in International Investment Agreements: An Overview, in: UNCTAD, Interna-
tional Investment Agreements: Key Issues, vol. 1, UNCTAD/ITE/IIT/2004/10. New York-Geneva, 2004, 
pp. 6–9.
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means of soft law, as for example through Draft Statutes of the Arbitral Tribunal for 
Foreign Investment and of the Foreign Investments Court published in 1948 by ILA 
or International Code of Fair Treatment for Foreign Investment by the International 
Chamber of Commerce published a year later or International Chamber of Com-
merce Rules of Conciliation and Arbitration adopted by this organisation in 197518. 
Certainly, project Abs-Shawcross of 1959 is worth mentioning, undertaken by two 
lawyers Hermann Joseph Abs and Lord Shawcross, (Abs-Shawcross Draft Convention 
of Investments Abroad) as it is often considered a cornerstone of the contemporary 
umbrella clause19. Although Abs-Shawcross treaty, on which the work of OECD 
was to be based, never came into effect, the text of the first BIT concluded between 
Germany and Pakistan in 1959 was based on it20.

Summary

Irrespective of the fact whether or not the man “unblemished by civilisation” 
should be described as a noble savage or a wolf unable to restrain its animalistic 
desires, at a certain stage of development of western civilisation societies agreed that, 
for the good of the individual, it would be better to return to, or modify, the primary 
freedom in order not to disturb individual pursuit of better life. Despite a seeming 
obviousness, this observation allows for noticing the desired double character of law, 
and its functions, with regard to the transborder flow of direct investment, which, 
unfortunately, is often forgotten.

On the one hand, law is inherently normative. Law serves certain abstract social 
objectives, whose attainment should be feasible thanks to the impact of law. On the 
other hand, being a social creation, law is co-shaped by the addressees of regula-
tions. Thus, the law should serve its addressees, whose attitudes influence both the 
effectiveness of a given regulation and the general respect for the legal system, which 
in turn translates into its effectiveness.

The awareness of the aim of the state existence pursued by public institutions on the 
basis of and within law, acquires a special significance in the context of globalisation. 

18 UNCTAD, International Investment Instruments: A Compendium, vol. III Annex C, UNCTAD 
/DTCI/30 (Vol. III), New York-Geneva 1996.

19 J. Wong, Umbrella Clauses in Bilateral Investment Treaties: Of Breaches of Contract, Treaty Viola-
tions, and the Divide between Developing and Developed Countries in Foreign Investment Disputes, “George 
Mason Law Review” 2006, vol. 14.

20 T. Braun, Globalization: The Driving Force in International Investment Law, in: The Backlash Against 
Investment Arbitration: Perceptions and Reality, ed. M. Waibel, p. 493.
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It is true that up to a certain stage of social and economic development the state could 
be an equilibrium point between benefits from the central coordination of social 
life and costs of a wider range of public control (intervention), which may give rise 
to lower efficiency. However, the technological progress and globalisation changed 
the situation. Certain public issues should remain within the competence of the 
state, where a traditional diplomatic relations and treaty commitments often remain 
the best solution. A number of new areas of spontaneous transborder cooperation 
do not require, or simply would suffer from the state intervention with the use of 
coercive instruments. It does not mean that the need for coordination disappears 
completely. In such situations the role of the state should be confined to enhancing 
the communication between private entities. It is the governance that may become 
a legal tool to achieve it.

In the study, I reserved the term governance to mean international cooperation 
aimed at the convergence of the domestic use of law, which on the one hand is less 
formalised than the traditional treaty method and on the other more significant 
normatively than political cooperation. This regulatory space between law in the 
strict sense and politics is characterised by a particular interdependence of these 
two features. Where states maintain a considerable freedom in interpretation of the 
general clause included in legally binding acts, governance may lead to the devel-
opment of jurisprudence constante. Alternatively, regulatory convergence, achieved 
through consensus, may be achieved thanks to the adoption of specific, but legally 
non-binding acts. However, assessing sceptically the attitude of states to soft regu-
latory coordination, it seems that they are excessively and insufficiently ambitious 
at the same time.

Excessively, because appeals for clear reference in investment treaty interpretation 
to the ”investment consensus” usually cause a counterargument that it would go beyond 
the intentions of the parties at the moment they concluded a treaty, while working 
out such an agreement is presently hard to imagine. Although the wording of many 
investment treaties is actually affected by a narrowing perception of the issue at the 
moment of conclusion, the suggestion that the object of such treaties is exclusively 
the protection of foreign investors does not seem to be confirmed even by the titles of 
agreements on ”protection and support of investments.” Insufficiently, because lawyers 
more accustomed to the positivist legal tradition, deny normative significance, first 
of all, of soft law. This leads to the adoption of a dichotomous division into norms 
legally binding and non-binding, and from here there is just one step to another 
loss of the aim of the state and its legal system from the horizon. The reflection on 
ratio legis of investment law gives way to disputes on the possibilities and scope of 
development of international common law from the network of bilateral agreements 
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and incidental arbitration awards. Normative goals, not to mention values like the 
public good, in this context are indicated occasionally and in a casual manner. Thus, 
although at least part of the participants of the discussion may have a lofty goal of 
protection of investors’ trust, and consequently the reduction in transaction costs, 
the effect is counterproductive.

We are facing another epochal breakthrough in the development of international 
investment law. In order to consciously make use of the chance related to this choice, 
one should critically sum up the present situation as well as the present study, making 
the following observations:
• The fact of using the governance method in order to increase convergence of 

domestic application of law has been empirically confirmed;
• Governance closes the gap between traditional, i.e. treaty methods of cooperation 

and politics, which is growing with globalisation;
• Although detailed postulates exceed the framework of legal reflection, it does 

not mean that they may be regarded legally irrelevant, as the idea of governance 
is a voluntary implementation of common objectives;

• The present situation is worrying and it requires, de lege ferenda, distinguishing 
the substantive and procedural conditions of investment thanks to cooperation 
between states, civil community and investors;

• The current exacerbated international conflicts with Russia, reflected in the sus-
pension of the G8 formula, in view of structural changes in the world economy, 
are a challenge to the international economic order. On the one hand, it means 
the threat that the growing protectionist moods will lead to the deepening of 
economic recession. On the other hand, the polarization of stances may become 
a chance, if it leads to the consolidation of interests within individual blocs 
– the narrowing cooperation to actors sharing the same vision of international 
economic relations.
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AbstrAct

Strategy is the overarching concept of the organization indicating the key directions and 
objectives of development – the master plan of changes and transformation of the organ-
ization. Its development involves a considerable investment of manpower and resources, 
while its implementation poses significant difficulties to organizations. The difficulties 
stem from the high level planning and shortcomings of tools and methods to effectively 
translate strategic goals into activities on a tactical and operational level.
Despite extensive output of strategic management discipline solutions to these problems 
are hard to find within this area. Existing practices, such as the BSC and programs are 
partial and fragmentary, solving some problems, and leave many others outside the scope 
of support. As a result, organizations have sought solutions to the implementation of the 
strategy in other places.
Projects and project management fill the gap. Project management has been traditionally 
associated (and by some still is) with the operational management and seen through net-
work techniques such as critical path method. However, over the years the area has evolved 
significantly expanding its reach, complementing perfectly so far underdeveloped level of 
management at the tactical level.
Projects, programs and portfolios pair with the strategic management to become an 
effective tool in translating long-term development plans into the practical and pragmatic 
projects initiatives.
By managing projects, programs and portfolios, organizations can identify projects focus-
ing its efforts on those creating the most value, plan and organize their execution with 
regard to resource constraints, as well as constantly and carefully monitor their progress 
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through the appropriate management structures. From both the theoretical and practical 
perspective projects today are undoubtedly effective tool to ensure the success of the 
implementation of strategic plans.

Keywords: project management, strategy, portfolio management

Introduction

The study, whose selected problems are presented in this article, is aimed at 
a complex analysis of achievements in the area of strategic management with regard 
to strategy implementation as well as the indication of the way the project, pro-
gramme and project portfolio management may contribute to the solution to these 
problems. The author intended to strongly and permanently bridge the thoughts 
and concepts of strategic management and the achievements of project management 
in order to point to a coherent integrated concept of organisation management from 
the lowest to the highest levels.

The exploratory research was conducted according to the methodology of this 
type of research. The research goals are to be achieved through analysis of the Polish 
and foreign literature on strategic management and project management as well as 
the analysis of other authors’ research.

1. Significance of Strategy in the Organisation

The term strategy was first used by ancient Greeks. According to K. Obój the 
source is to be found in Greek strate-gos, which is derived from stratos meaning army 
and agein meaning leadership1. In ancient Greece the title of strategist (Greek stratēgós 
meaning army leader) was given to the highest ranked people within the army and 
navy structures operating in the military and civilian authorities. In Sparta they were 
nominated in the time of war and they could replace the king to become command-
ers-in-chief. For example, Pericles in the 5th century BC and Aratus of Sicyon in the 
3 rd century BC2 were formally acting strategists. According to M. Romanowska, the 

1 K. Obój, Strategia organizacji (Organisation Strategy), PWE, Warsaw 2014, p. 15.
2 Internetowa Encyklopedia PWN (PWN Internet Encyclopaedia), http://encyklopedia.pwn.

pl/haslo/Perykles;3956161.html
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idea of strategy was transferred from the military area, where it was developed by 
Sun Tzu3 or Carl Von Clausewitz4, to economy as late as in the 1950 s, when it began 
to be used to describe ”the programme of activity determining the major corporate 
goals and the ways to achieve them”5.

According to K. Andrews, one of the early researchers working on the problem, 
”corporate strategy is the pattern of decisions in a company that determines and 
reveals its objectives, purposes, or goals, produces the principal policies and plans 
for achieving those goals, and defines the range of business the company is to pursue, 
the kind of economic and human organization it is or intends to be, and the nature of 
the economic and non-economic contribution it intends to make to its shareholders, 
employees, customers, and communities”6. For A. D. Chandler, strategy is primarily 
a process of setting long term goals and plans as well as the related allocation of 
organisation’s resources in places which guarantee their achievement7. E. P. Learned, 
C. R. Chistensen and K. R. Andrews defined strategy as a set of tasks and plans speci-
fying in which direction the company should go in order to accomplish the adopted 
assumptions8. Long term goals are also dealt with by R. Ackoff, according to whom, 
the strategy as a method of achieving them affects the system as a whole9. Presently, 
strategy is primarily identified as a plan of activities in a certain area10, which is 
complex11 and definitely related to long term activities12.

3 K. McCreadie, Sun Tzu, Sztuka wojny (Art of War), Wydawnictwo Studio EMKA, 2012.
4 C. Von Clausewitz, O wojnie. Podręcznik stratega (On war. Strategist’s Manual), OnePress 2013.
5 Leksykon zarządzania (Management Lexicon), ed. M. Romanowska, Difin, Warsaw 2004, p. 529.
6 K. Andrews, What Strategy Is?, in: Strategy Process, Content, Context. An International Perspec-

tive, eds. B. de Wit, R. Meyer, M. Huygens, West Publishing Company, New York 1994, p. 40 [cited in] 
S. Gregorczyk, K. Ogonek, Rola projektów we wdrażaniu strategii (Role of Projects in Implementation 
of Strategies) in: Strategic Project Management ed. M. Trocki, E. Sońta-Drączkowska, Bizarre, Warsaw 
2009, p. 16.

7 A. D. Chandler, Strategy and Structure. Chapters In History of Industrial Enterprise. MIT Press, 
Cambridge 1962, p. 10; [cited in: T. Gołębiowski, Zarządzanie strategiczne. Planowanie i kontrola (Strategic 
Management. Planning and Control), Difin, Warsaw 2001].

8 . P. Learned, C. R. Chistensen, K. R. Andrews, Business Policy, R. D. Irwin, Homewood Il., 1965 
[cited in: T. Gołębiowski, Zarządzanie strategiczne…, op.cit.].

9 R. Ackoff, Redesigning the Future, J. Wiley, New Yotk 1974, p. 29 [cited in: T. Gołębiowski, 
Zarządzanie strategiczne…, op.cit.].

10 Internetowy Słownik Języka Polskiego PWN, http://sjp.pwn.pl/szukaj/strategia.html
11 R. W. Griffin, Podstawy zarządzania organizacjami (Rudiments of Organisation Management), 

Wydawnictwo Naukowe PWN, Warsaw 2004, p. 245.
12 Leksykon zarządzania…, op.cit., p. 529.
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2. Problems Connected with Strategy Implementation

The development of a proper strategy is a difficult and complex task. Never-
theless, the creation of favourable conditions to implement it is even more diffi-
cult. The survey conducted by magazine Fortune in 1999 proves that only 10% of 
properly formulated strategies were correctly implemented13. The authors indicate 
that “the problem results from the fact that the present fascination with strategy 
and vision contributes to spreading a false opinion that the working out a proper 
strategy will enable the company to beat the competitors. In fact, the strategy itself 
is only a battle won, not a war. In the majority of cases (70%), according to our 
estimates, the problem does not result from a wrong strategy but from its wrong 
implementation”14.

The observations included in the Fortune article retain their validity despite the lapse 
of time. The Economist Intelligence Unit conducted a research in March 2013, which 
may serve as an example, on a sample of 587 members of management from all over 
the world15. 58% of them were employed in companies with more than US$ 1 billion 
worth of income, and 25% in companies exceeding US$ 10 billion. The board mem-
bers admit that they are aware of the significance of the implementation of strategies 
(58% regarded it as indispensable or very important), but the majority: 61% claimed 
that their organisations all the time could not cope with combining the work on of 
strategy with everyday duties. They assess that within only three years 56% of stra-
tegic initiatives were correctly implemented. It means that strategic directives affect 
what is happening in the organisations only to a slight degree. The EIU researchers 
managed to point to the direct relation between the level of strategy implementation 
and corporate financial results.

As barriers to strategy implementation the respondents declared the lack of 
skills related to change management in the organisation, difficulties in application of 
suitable resources and a low level of competence in the area of project management.

13 R. Charan, G. Colvin, Why CEO’s Fail, “Fortune” 1999, no. 6 (21) [cited in: S. Gregorczyk, K. Ogonek, 
Rola projektów…, op.cit., p. 19].

14 R. Charan, G. Colvin, Why CEO’s Fail…, op.cit. [cited in: S. Gregorczyk, K. Ogonek, Rola projek-
tów…, op.cit., p. 20].

15 The Economist Intelligence Unit, Why good strategies fail Lessons for the C-suite, The Economist 
Intelligence Unit Limited 2013.
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Figure 1.  Relation Between the Degree of Strategy Implementation and Corporate 
Financial Results
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Figure 2. Major Barriers to Strategy Implementation
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The EIU diagnosis may be developed if the Polish experience is taken into account. 
S. Gregorczyk and K. Ogonek indicate the following the key problems connected 
with the process of strategy implementation in Polish companies16:
• the lack of internal coherence of strategy at the level of the Management Board 

or key company areas (the so-called ensilaging)
• slight understanding of real strategic corporate goals among shop floor workers 

of even middle management
• difficulty in focusing on corporate strategy, instead – involvement in secondary 

though sometimes impressive projects
• traditional attachment to strategy implementation through the budget.

3. Solutions to Strategy Implementation

From the perspective of strategic management achievements in the area of strategy 
implementation, the most frequent reference is made to the so-called programmes. 
The programmes in this case are perceived as “single plans of a comprehensive set 
of activities”17.

The implementation of strategies based on programmes is mentioned for example 
by A. Kaleta, who proposed that the process should consist of three stages18:
1. development of the most detailed and pragmatic programme of strategy imple-

mentation;
2. delegation of strategic tasks followed by the assignment of resources determining 

their completion;
3. strategic control ensuring enforcement and if necessary correction of strategic 

tasks.
According to this suggestion, the programme of implementation of strategies 

should ensure the transition from tasks formulated at the strategic level to their 
tactical perspective, i.e. it should decompose strategy into programmes, tasks and 
medium or short term plans as well as projects19. The condition of their effective 
completion is the assignment of the responsibility for tasks to specific people and 
providing them with indispensable resources. Interestingly, A. Kaleta indicates the 
following sources of difficulties in the implementation of strategic tasks: considerable 

16 S. Gregorczyk, K. Ogonek, Rola projektów…, op.cit., pp. 24–28.
17 R. W. Griffin, Podstawy zarządzania…, op.cit., p. 228.
18 A. Kaleta, Realizacja strategii (Implementation of Strategies), PWE, Warsaw 2013, p. 123.
19 Ibidem, p. 124.
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risk, going beyond routine corporate activities, new and difficult duties for the staff 
who have been charged with work so far. The features mentioned by the researcher 
are very close to a book definition used to describe projects20.

Considering the problems of strategy implementation, it is worth referring to the 
thought of Professor Krzysztof Obój. He indicates that a problem often ignored by top 
management is the transmission of strategy into the so-called functional programmes 
of activity21. These programmes are to ensure, according to him, the transition of 
strategic concept into specific activities in the company and everyday work done by 
every worker. The areas affected by these programmes include marketing, finance 
and costs, human management, production and technology, as well as structure 
and processes22.

Theoretical concepts of strategic management seldom refer to the method of 
creation, assessment and planning of these programmes. Strategic initiatives or 
projects are sometimes mentioned. The author has an impression that it is a serious 
mistake as the implementation of strategy plays an important role in the corporate 
success and it will be proved in the further part of the study that projects are effec-
tive mechanisms to implement strategies through any activities undertaken in the 
company. An example of the organisation which practically executes this postulate is 
for example American space agency NASA, whose procedures of management and 
strategic supervision directly refer to the connection of strategic planning, imple-
mentation and monitoring of programmes and projects.

Although the theory of strategic management avoids integration with project 
management, these relations are indicated in the case studies describing the imple-
mentation of strategy in companies and organisations examined by the same experts 
in the area of strategy.

K. Obój quotes the example the Royal Łazienki Museum in Warsaw, which in the 
middle of 2010 made an effort to change strategy in order to create a professionally 
managed museum focused on spreading the ideas of Enlightenment and knowledge 
of the epoch of king Stanisław August Poniatowski23. The museum made use of the 
Balanced Scorecard method. The strategy map was made, goals and measures of 

20 Cf.: H. Kerzner, Project Management, A systems approach to planning, scheduling and controlling, 
8th edition, John Wiley & Sons, USA 2003, p. 2; J. M. Nickolas, H. Steyn, Project Management for Business, 
Engineering and Technology – Principles and Practice, 3 rd edition, Butterworth-Heinemann, Oxford 2008, 
p. xxvi; Zarządzanie projektem europejskim (European Project Management), eds. M. Trocki, B. Grucza, 
PWE, Warsaw 2007, p. 14; A. Kozarkiewicz, Zarządzanie portfelem projektów (Project Portfolio Manage-
ment), Wydawnictwo Naukowe PWN, Warsaw 2012.

21 K. Obój, Strategia organizacji…, op.cit., p. 331.
22 Ibidem, p. 23.
23 Ibidem, p. 395.
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completion were set and key programmes were selected to enable the achievement 
of them. The selection of areas and direction of development allowed for the formu-
lation of five strategic programmes:
• Spreading knowledge and raising service standards,
• Retention and development of museum resources,
• Strengthening of identity and prestige,
• Stimulating of innovativeness and strengthening of continuous improvement 

culture,
• Providing funds to enable stable growth24.

Figure 3.  Levels of Implementation of Strategy (Delegation of Strategic Goals) 
in NASA
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Source: NPD 1000.0, NASA Strategic Management and Governance Handbook, Office Of The Chief Engineer, 
August 2005.

The description of the case gives information about detailed initiatives pursued 
in the area of five priorities. A dominating majority of them are single projects or 
groups of projects connected with each other with a common goal, called project 
programme or programme in project management. They include:
• founding the Museum Education Centre to conduct educational projects, e.g. 

Education Festival;

24 Ibidem, pp. 395–403.
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• programme ”Improvement of Tourist Movement” in the period 2011–2015 
including adaptation of premises, implementation of electronic ticket sales, 
introduction of audio-guides in seven languages;

• programme ”Revitalisation of the Royal Łazienki” – renovation projects co-funded 
by the EU;

• projects completed in co-operation with Łazienki’s partners, including educational 
projects, conferences or websites;

• restructuring projects of divisions and departments, training projects;
• numerous projects of exhibitions, events, outdoor galleries and others.

All programmes and projects comprising them had their owners, budgets and 
clear contribution in the implementation of strategic goals. Their state and progress 
were subject to monitoring and control of during periodical management meetings.

Similar observations were made by A. Kaleta when while analysing corporate 
experience in the area of strategy implementation. Two-year-long research (2009–2011) 
referred 30 companies of different sizes and sectors. The group include: Almi Decor, 
Bombardier Transportation Polska Sp. z o.o., HascoLek S. A., Impel S. A., KGHM 
Polska Miedź S. A. or Kruk S. A. The research was based on the interviews described 
later in the form of case studies.

The research questions included those dealing with the method of decomposition 
of strategy into components as well as methods and tools of transformation of strategy 
into operational activities. In a great majority, 24 companies, out of 30 examined, 
applied or introduced project management in order to ensure effective implemen-
tation of strategic initiatives.

The largest group of organisations (D) implemented their strategies through the 
decomposition of long term plans into current plans together with a simultaneous 
use of project management. Current plans were applied to typical activities within 
the responsibilities of different organisational units, while the project approach was 
used in the case of specific non-standard initiatives of great strategic significance. 
In Bombardier the position of project managers (champions) was even stronger 
than that of functional management, which must have resulted from the adoption 
of a strong project matrix structure by the organisation.

Importantly, the last group of companies used the Strategic Scorecard to cascade 
strategic goals. A. Kaleta observes that ”in none of these cases was this instrument 
considered sufficient and supported by project management on every occasion”25. 
Strategic Scorecard may be regarded as a method of operationalisation and cascad-
ing of goals, and due to this used to identify and monitor effects of strategic project 

25 Source: A. Kaleta, Realizacja strategii…, op.cit., p. 159.
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implementation; however, practice shows that this tool is insufficient to pursue 
complex strategy implementation management.

Table 1.  Methods Decomposition and Implementation of Strategies  
in the Examined Companies

Kind of Solution Companies

A. �Unformalised�transformation�of�strategies�directly�into�
operational�plans

1. Kret�i S-ka Matusewicz�Budowa�Maszyn

B. �Unformalised�transformation�of�strategies�directly�into�
operational�plans�through�project�management

1. Dolnośląska�Fabryka�Maszyn�Elektrycznych
2. Almi�Decor
3. Vitbis

C. �Long�term�strategic�plans�broken�down�into�plans�of�
consecutive�years

1. NG2
2. Huta�Oława
3. Ecoren
4. Key
5. Mirosław�Wróbel
6. KEA

D. �Long�term�strategic�plans�broken�down�into�plans�of�
consecutive�years,�and�simultaneously�into�projects

1. Lukas�Bank
2. Bombardier
3. Magit
4. HascoLek
5. PCC�Rokita
6. Odra
7. Koelner
8. Fortum
9. Górażdże�Cement

10. Selena
11. Hak
12. Teta
13. Kruk
14. Cermag

E. �Strategy�of�transformation�into�implementation�tasks�by�means�
of�Strategic�Scorecard,�supported�by�project�management

1. Impel
2. Zetkama
3. Work�Service
4. KGHM�Polska�Miedź
5. EnergiaPro

Source: A. Kaleta, Realizacja strategii (Implementation of Strategies), PWE, Warsaw 2013, p. 150.

In the case of questions about the control of strategy implementation the dom-
ination of project management was not so clear. It may be supposed that strategic 
projects are subject to control compliant with project management solutions. Cyclical 
reviews were conducted for example by: KGHM S. A., Dolnośląska Fabryka Maszyn 
Elektrycznych, Kret and Company, Huta Oława, Hasco Lek, Koelner, PCC Rokita, 
Teta and Selena. In the case of Lukas Bank, everyday detailed project control was 
assigned to the Quality Management Department co-operating with the Controlling 
and Strategy Department as well as functionally oriented Board Committees.
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Summarising his research Professor Kaleta indicates the key significance of strategic 
programmes in preparation of the strategy implementation path. He also claims that 
strategy implementation programmes should be made more precise at a later stage 
through strategic project identification as well as the development of medium term 
plans. He thinks that “project management is an excellent tool to make strategic 
tasks precise and to compose them into the practical system of corporate activity 
management. Project, as a matter of principle, deals with occasional single activities 
within a closed space area not subordinated to particular functional units, often 
running across the organisation corporate structures. It is well matched with the 
specificity of strategic ventures, which as a rule are the same in character”26.

4.  Strategic Advantages of Combining Projects 
in Portfolios

Due to numerous ideas with regard to organisation development and limitations 
determining them in an organisation and its environment in today’s business, good 
management of ventures alone is not sufficient – organisations have to well man-
age appropriate ventures. It caused a necessity of shifting the interest higher to the 
tactical and strategic level of organisation, which results in the creation of a vast 
area of multi-project management as well as programmes management and project 
portfolio management27.

Portfolio is a set of projects or/and programmes implemented at the same time, 
not necessarily connected with each other with a common goal, grouped to enable 
control, coordination and optimisation of implemented ventures28. Management 
from the point of view of all the ventures, not only individual initiatives, is favour-
able with regard for example to the optimisation of the use of resources, balancing 
the risk level portfolio, coordination within the parent organisation or focus on the 
person of performer of sponsor29.

26 Source: Ibidem, p. 201.
27 E. Sońta-Drączkowska, M. Trocki, Przedmowa (Introduction), in: Strategiczne zarządzanie pro-

jektami (Strategic Project Management), eds. M. Trocki, E. Sońta-Drączkowska, Bizarre, Warsaw 2009, 
p. 11; A. Kozarkiewicz, Zarządzanie portfelem…, op.cit.

28 PMI, The Standard for Portfolio Management, 2nd edition, Project Management Institute, USA 
2008, pp. 4–5.

29 B. Grucza, M. Trocki, E. Bukłaha, M. Juchniewicz, P. Wyrozębski, Zarządzanie projektami (Pro-
ject Management), in: Zarządzanie w warunkach zmiany (Change Management), Ministerstwo Spraw 
Zagranicznych, Demos Polska, Warsaw 2009, p. 6.
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Figure 4. Relations Between Project, Programme and Portfolio Management
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Source: M. Trocki, Introduction to Project Management, Unpublished Lecture Materials, Postgraduate Project Manage-
ment Studies, Warsaw School of Economics, Warsaw, 2014.

Portfolio management ties ventures implemented in the organisation with the 
strategy through the selection of appropriate programmes and projects and prioritis-
ing work and provision of required resources. Programme management focuses on 
harmonising the course of programmes and projects comprising it as well as accurate 
management of mutual interdependencies in order to provide the organisation with 
definite advantages. Project management should concern planning and coordination 
of activities aimed at results (project products) according to the adopted scope and 
in the way compliant with the guidelines of the programme and portfolio30.

The implementation of appropriate initiatives is a key issue for the market suc-
cess. From the perspective of company top management, projects and programmes 
are tools, measures by means of which the organisation executes and achieves the 
planned strategic goals. In the process of project portfolio management goals which 
have different forms, e.g. “to be a cost leader or to offer services of superior quality” 
are transformed into definite initiatives of projects which are to lead the organisation 
to the desired state.

The lack of determined project portfolio management processes may result 
in serious difficulties in the implementation of strategies, including for example 
a low number of initiatives due to the lack of areas of project intervention, unclear 

30 PMI, The Standard …, op.cit., p. 7.
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criteria of projects selection, permanent shortage of resources as a result of the lack 
of coordination of their assignment and use or insufficient information about the 
project status.

Figure 5.  System of Implementation of Strategies Through Projects According 
to the Guidelines of PMI, Organizational Project Management 
Maturity Model
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Source: Implementing Organizational Project Management: A Practice Guide, Project Management Institute 2014.

The results of research of benefits which organisations get from the implementation 
solutions to project portfolio management are explicit. The IDC report presenting the 
analysis of 13 organisations which introduced such a change among effects indicates 
a rise in implemented projects, decline in project costs, decline in the number of 
“bad” projects, rise in efficiency of human resources and lower percentage of project 
failures. An average return on investment in implementation amounted to 557% 
(ROI) and took effect in the period of 7.4 month31.

Similar benefits are also indicated by others. In the report conducted by research 
company Forrester, Craig Symons argues that the conducted research shows a 15% 
decline in project failures, decline in excess costs, shorter time of project duration 
and resignation from projects raising the organisation value by less than 10%32.

31 P. Randy, E. Hatcher, How Project and Portfolio Management Solutions Are Delivering Value 
to Organizations, September 2008.

32 S. Craig, The ROI Of Project Portfolio Management Tools 2009, Forrester Research, Inc., pp. 2–3.
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The research conducted in 2012 by the Project Management Institute on a sam-
ple of 443 portfolio managers from organisations all over the world confirm again 
the image of benefits obtained in earlier studies. The authors conclude by indicating 
that the introduction and improvement of portfolio management in organisation 
translates into the improvement of financial indicator (ROI), the decline in risk level 
and rise in organisation value33.

Portfolio management is taking bigger and bigger interest of organisations which 
want to achieve outstanding results34. The application of approach based on measures 
of value creation in Eastman Chemical brought the organisation a double value of 
research and development value35. R. G. Cooper, S. J. Edgett and E. J. Kleinschmidt 
proved that all 20 best companies implementing R&D project portfolios introduced 
earlier the organisation-wide solutions to project portfolio management36. And coher-
ent and overall management of the set of 25 R&D projects in SmithKline Beecham 
(currently GlaxoSmithKline) allowed this firm to generate additional value amounting 
to USD 2.6 billion37. According to research conducted by magazine CIO, firms with 
implemented mechanisms of project portfolio management, achieve a 50% higher 
income growth rate when developing new products38. The report made by research 
company Aberdeen Group claims that companies best managing product portfolios 
realise 25% higher profits from new products and 4 times more frequently achieve 
75% higher margins39. Aberdeen Group also indicated that among arguments for the 
interest of companies in project portfolio management was a rise in exposition to risk 
in implemented ventures (38%), difficulties in the acquisition of qualified resources 
to implement projects (36%), improvement of cooperation between dispersed project 
teams (30%) and intensity of competitive struggle forcing companies to reduce or 
freeze prices (28%)40.

33 PMI’s 2012 Pulse of the Profession In-Depth Report: Portfolio Management, p. 9, www.pmi.org
34 Lee, Merkhover Consulting, Competing on Analytics, http://www.prioritysystem.com/reasons 

6d.html
35 J. D. Holmes, G. E. McGraw, White Water Ahead: Eastman Prepares for Turbulent Times, Research 

Technology Management, September-October 1994
36 R. G. Cooper, S. J. Edgett, E. J. Kleinschmidt, Portfolio Management for New Product Development: 

Results of an Industry Practices Study, R&D Management, October 2001, pp 381–389.
37 P. Sharpe, T. Keelin, How SmithKline Beecham Makes Better Resource-Allocation Decisions, Harvard 

Business Review, Reprint 98210, 1998.
38 Pittiglio, Rabin, Todd & McGrath (PRTM), Todd & McGrath, Product Development Benchmarking 

Series, PRTM, Performance Measurement Group, 2000.
39 The Aberdeen Group, Managing the Innovation Portfolio, August 2009; The Product Portfolio 

Management Benchmark Report, August 2006.
40 PricewaterhouseCoopers, Strategic Portfolio Management. How Governance and Financial Discipline 

Can Improve Portfolio Performance, June 2012.
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Conclusions

Organisation strategy is a superordinate concept indicating the key directions 
and development plans of the organisation – a superordinate plan of changes and 
transformations of the organisation. Its preparation requires a considerable outlay of 
manpower and equipment, and at the same time its implementation brings consider-
able difficulties to organisations. These difficulties result from a high level of strategic 
planning and shortages of tools to transfer them to tactical and operational activities.

Despite great achievements of the strategic management thought, the solutions 
to these issues are hard to find within this area. The existing solutions like the Stra-
tegic Scorecard and programmes of activities are partial and fragmentary. They solve 
some problems but leave many others beyond the scope of support.

As a result, organisations looked for the solutions to strategy implementation 
elsewhere. Projects and project management perfectly suit the situation. Project 
management was traditionally connected (and some say it still is) with operational 
management and identified with network techniques, e.g. critical path method.

For many years this area has considerably evolved broadening its scope, and 
perfectly completing the so-far poorly developed level of management at a tactical 
level. The combination of strategic management, projects, programmes and portfolios 
became an effective tool to transform long term development into pragmatic venture 
initiatives. Thanks to project, programme and portfolio management, organisations 
are able to identify the conducted ventures, focus their effort on those creating the 
biggest value, plan and run their execution taking into account the resource capacity 
as well as, through appropriate management structures, permanently and accurately 
monitor their progress, and as a consequence the progress in aspiration to achieve 
the target business model of the organisation. From the model as well as empirical 
perspective, projects are currently an efficient tool to ensure success in the imple-
mentation of strategic plans.
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AbstrAct

The continuously growing importance of projects in the activities of the organization 
enforces the constant development of project management standards. Many institutions 
have extensive experience in the implementation of management tools. Very often, how-
ever, they are fragmentary, which means it is impossible to use them with full efficiency. 
Integration management is an area whose aim is to organize these fragmentary issues and 
their coordination. The author completed studies of nearly 400 organizations. The main 
purpose was to determine the approach to integration management in organizations and 
define the factors that can shape the intensity of the use of specific solutions. The research 
results helped to answer the research questions and formulate the most important areas 
for future research.

Keywords: project management, project integration management, best practices, organ-
izational project management
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Introduction

Projects are one of key activities in modern organizations. Gradually they become 
an essential part of an organizations functions, both at a strategic and operational 
level. The consequence of this phenomenon is the rapid development of project 
management. We can distinguish different knowledge areas in project management 
– relating to issues such as time, cost, integration, risk, project team, quality, pro-
curement, stakeholders management etc. In each of these areas we can define special 
tools allowing us to solve specific problems. In addition to the solution of problems 
relating to project management knowledge areas, it is also important to determine 
how the various sub-topics will be organized into one system, what are the depend-
encies between them, and in what circumstances those specific tools will be used. 
Such an ‘agreement’ on how to manage a project is defined in the literature as project 
integration management. Integration management covers issues related to all phases 
of project management – from preparation through implementation until the project 
closure. The implementation of integration management mechanisms helps to set 
in order project management in the organization and thus to increase the efficiency 
of project activities.

For this reason it made sense to conduct a study that would determine the extent 
to which organizations in Poland that realize projects implement integration man-
agement mechanisms. The research was primarily aimed at finding answers to the 
following questions:
1. What are the determinants of the intensity of project integration management 

practices?
2. What is the intensity and scope of these practices?
3. To what extent organizational solutions determine the intensity of project inte-

gration management practices?
The following article provides a summary of the research project no. KZIF/ 

BMN/11/14.

1. Research Methodology

Research Course and Model

The research project was carried out during the period May–October 2014. The 
project was carried out as follows:
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• Analysis of the literature,
• Development of a research model,
• The formulation of research questions,
• Data Collection,
• Statistical data analysis,
• Verification of the research questions,
• Preparation of the final report.

The following research questions were formulated:

Table 1. Research Questions

Phase Choice

Selection of domain Project management

Selection of area within domain Project integration management

Research questions concerning 
selected area

1. �What�is�the�awareness�of�the�importance�of�project�integration�management�
in organizations?

2. What�project�integration�management�practices�do�organizations�in Poland�use?�
3.��What�is�the�intensity�and�scope�of�these�practices?�4.�What�factors�determine�
the�scale�of�using�project�integration�management�best�practices?

Source: own.

The choice of research questions is the starting point for the implementation 
of the preliminary tests. Preliminary studies should begin with the analysis of the 
terminology used in the domain. A review of the applicable approaches and defini-
tions should be made. The following step is to devise a coherent and comprehensive 
system of terminology that will be used during empirical studies. If possible, the 
results of research carried out so far should be presented. In special cases, after an 
examination of the academic achievements in the domain it is necessary to refor-
mulate the research questions, e.g. in a situation when the formulated problem has 
already been solved. The final step is to determine the knowledge deficit (i.e. white 
spots) in the study area. The chart below shows the research model used in the 
described project.

The study was conducted between 2013–2014 in organizations that operate 
in Poland. The selection of the research sample was intentional. Decisive were the 
following factors:
• difficulties in determining the research population, because it is useless to study 

best practices in project integration management in organizations that do 
not implement projects,

• high cost of sampling a quasi-random sample from the population, because it 
would be necessary to test the very large number of organizations,
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• the need for direct contact with the person completing the questionnaire and 
the investigator,

• the need to choose to audit professionals in their organizations,
• a questionnaire has been constructed, which was divided into two main parts. 

The first part contains questions about the basic information concerning the 
organization,

• short imprint about the person completing the questionnaire,
• industry,
• operating area,
• the support from the parent organization,
• number of employees,
• characteristics of project activity,
• characteristics of the approach to project management.

The second part of the questionnaire is a set of ten best project integration man-
agement practices. This list is based on a review of the most important standards for 
project management. The following practices have been defined:
• Formal requirements and expectations of the stakeholders of the project are 

clearly defined,
• Project management plan has been developed – a document that specifies how 

to implement, control, close and monitor the project,
• There is a formal process for closure of the project (form and final products),
• There is a uniform method of drawing up plans for the project,
• Criteria for measuring progress in the project have been established,
• The project charter, giving the manager a permit to engage the organization’s 

resources, is used as an official document commencing the project,
• The company has established a change management process, which coordi-

nates reporting and implementation of changes on cost, schedule, quality and 
employment,

• Periodic forecasts for the project (taking into account its current course) are being 
prepared that allow the monitoring of the changes in the project and update plans,

• The principles for comparing the performance with the plans are established (the 
deadline, the form, the responsible persons),

• After completion of the project a review of the experience is carried out, which 
is used in future projects and works on improving the methods of project man-
agement in the company.
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400 questionnaires were distributed, of which 383 have been properly filled. 
Data was collected in the form of direct meetings with the organizations’ responsi-
ble for the implementation of projects at various levels of management. Frequently 
meetings were held with the participation of several groups of people representing 
organizations from related industries. The collected questionnaires were reviewed 
for completeness and correctness of completion. 

For all data the Shapiro – Wilk test for the normality of the distribution was done. 
In addition, to verify the research questions ANOVA analysis, the Kruskall-Wallis 
test and the Mann – Whitney U was used.

Characteristics of the Research Sample

This section presents the characteristics of the research sample from the perspec-
tive of the factors listed in the questionnaire.

Table 2 shows the distribution of the most common types of projects realized 
by an organization. In over quarter of the organizations IT projects were most fre-
quently carried out.

Table 2. Distribution of Project Types Realized by Organizations

Project�Types Amount Percent�of�Population

IT 95 24.80

Marketing 20 5.22

Sales 23 6.01

New�product�and�services�development 35 9.14

Social 16 4.18

Organizational 23 6.01

R&D 17 4.44

Education 13 3.39

Industry�– production 29 7.57

Construction 63 16.45

Infrastructure 23 6.01

Other 26 6.79

Source: own.

Table 3 shows the number of surveyed organizations from the perspective of 
industry where they achieve the highest revenues. More than 9% of the organiza-
tions achieved the highest revenues in the telecommunications services, building 
construction and the finance and banking industry.
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Table 3. Number of Surveyed Organizations from the Perspective of Industry

Industry Quantity Percent�of�Population

Central administration 20 5.22

Local administration 9 2.35

Building construction 37 9.66

Infrastructure construction 31 8.09

Consulting 13 3.39

Public�services 3 0.78

Finance�and�banking 35 9.14

IT�– software�and�development 29 7.57

IT�– hardware 11 2.87

Media 11 2.87

Security�and�defense 3 0.78

Sales 11 2.87

Healthcare 11 2.87

NGO 4 1.04

Energy�production�and�distribution 13 3.39

Mass�production 30 7.83

Unique�production 14 3.66

Agriculture 0 0.00

Transport 8 2.09

Insurance 7 1.83

Telecommunication 37 9.66

Sports�and�tourism 3 0.78

Mining�industry 1 0.26

Other 42 10.97

Source: own.

The decision was made to eliminate industries whose numbers were less than ten 
(a total of nine industries were eliminated and moved to ‘other – summary’ category, 
containing the hitherto existing category ‘other’). The new frequencies are as follows:

Table 4.  Number of Surveyed Organizations from the Perspective of Industry 
After Eliminating Industries With an Insufficient Number

Industry Quantity Percent�of�Population

Central administration 20 5.22

Building construction 37 9.66

Infrastructure construction 31 8.09
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Industry Quantity Percent�of�Population

Consulting 13 3.39

Finance�and�banking 35 9.14

IT�– software�and�development 29 7.57

IT�– hardware 11 2.87

Media 11 2.87

Sales 11 2.87

Healthcare 11 2.87

Energy�production�and�distribution 13 3.39

Mass�production 30 7.83

Unique�production 14 3.66

Telecommunication 37 9.66

Others�– summary 80 20.90

Source: own

Table 5 shows the number of surveyed organizations from the perspective of area 
of activity. Nearly 37% of organizations are present on the international market. Every 
fourth organization operates in a global market, one third of the market nationwide 
and less than 6% on the local market.

Table 5. Number of Surveyed Organizations from the Perspective of Area of Activity

Area�of�Activity Quantity Percent�of�Population

Local 22 5.74

Nationwide (Poland) 124 32.38

International 141 36.81

Global 96 25.07

Source: own

Table 6 shows the number of surveyed organizations from the perspective of 
support received from the parent organization in the field of project management. 
Nearly 30% of organizations operate independently of the parent organization, 28% 
receive minimal support, 24% average, and less than 19% intensive support based on 
the transfer of the company’s methodology and its mandatory application.

Table 7 shows the number of surveyed organizations from the perspective of the 
number of people employed in the organization. The largest group were the organ-
izations that employ more than 1,000 people – almost 40%. Approximately 21% of 
the organizations employ up to 100 people, and about 54% of more than 500 people.
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Table 6.  Number of Surveyed Organizations from the Perspective of Support Received 
from the Parent Organization

Support�from�Parent�Organization Quantity Percent�of�Population

None 112 29.24

Minimal 107 27.94

Average 92 24.02

Intensive 71 18.80

Source: own.

Table 7.  Number of Surveyed Organizations from the Perspective of the Number 
of People Employed in the Organization

Number�of�Employees Quantity Percent�of�Population

under�20 7 1.83

20–100 75 19.58

101–250 60 15.67

250–500 33 8.62

501–1000 56 14.62

above�1000 152 39.69

Source: own.

Table 8 shows the number of organizations from the perspective of the intensity 
of project activities. More than half of the surveyed organizations were characterized 
by large project activity. Every fifth organization is a design company whose business 
is based entirely on the projects.

Table 8.  Number of Organizations from the Perspective of the Intensity of Project 
Activities

Intensity�of�Projects Quantity Percent�of�Population

None 2 0.52

Small 28 7.31

Average 76 19.84

Large 199 51.96

Very�large 78 20.37

Source: own.

Organizations that indicated a lack of project activities (answer: none) were 
not included in further research.
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Table 9 shows the distribution of using project management methodology 
in organizations. In more than half of the organizations, project management meth-
odology works.

Table 9. Distribution of Using Project Management Methodology in an Organization

Does�the�Organization�Use�Project�Management�
Methodology? Quantity Percent�of�Population

Yes 211 55.09

No 142 37.08

Don’t know 30 7.83

Source: own.

Table 10 shows the distribution of the application of the methodology within the 
entire organization. In almost 59% of the organizations the methodology is applied 
throughout the organization.

Table 10. Distribution of Project Management Methodology Obligatory

Is�methodology�Obligatory�for�the�Whole�
Organization? Quantity Percent�of�Population

Yes 116 30.29

No 225 58.75

Don’t know 42 10.97

Source: own.

Table 11 shows the distribution of a project management’s office existence in the 
organization. Only in 38% of the organizations have PMO’s been established.

Table 11. Distribution of PMO Existence in Organization

Does�the�Organization�Have�a Project�Management�
Office�Established? Quantity Percent�of�Population

Yes 146 38.12

No 201 52.48

Don’t know 36 9.40

Source: own.

Table 12 shows the distribution of an organization’s approach to portfolio man-
agement. In more than half of the organizations, project portfolio management 
solutions were established.
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Table 12.  Distribution of Using Project Portfolio Management Solutions 
in Organizations

Does�the�Organization�Manage�Their�Project�Portfolio? Quantity Percent�of�Population

Yes 208 54.31

No 115 30.03

Don’t know 60 15.67

Source: own.

Table 13 shows the distribution of training programmes in project management 
occurrence in the organization. More than half of the organizations have not yet 
introduced training programmes in project management.

Table 13. Distribution of Project Management Training Programmes in Organizations

Does�Organization�Have�Project�Management�Training�
Programme? Quantity Percent�of�Population

Yes 143 37.34

No 212 55.35

Don’t know 28 7.31

Source: own.

Table 14 shows the distribution of the use of IT support in the field of project 
management. In about 60% of the organizations IT support is used to support project 
management.

Table 14. Distribution of Using IT Support for Project Management

Does�Project�Management�in Organization�Have�IT�
Support? Quantity Percent�of�Population

Yes 232 60.57

No 128 33.42

Don’t know 23 6.01

Source: own.

2. Key findings

The research was primarily aimed at finding answers to the following questions: 
1. What are the determinants of the intensity of project integration management 

practices?
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2. What is the intensity and scope of these practices?
3. To what extent determine the organizational solution project integration man-

agement practices?  Table 15 shows the synthetic summary of the research results.

Table 15.  Influence of Researched Factors on Intensity of Using Project Integration 
Management Practices

No. Factor Influence

1 Project�types NO

2 Support�received�from�parent�organization YES

3 Intensity�of�project�activities YES

4 Industry YES

5 Area�of�activity YES

6 Number�of�employees YES

Source: own.

Results indicate that the type of projects carried out by the organization was 
not a factor differentiating the intensity of the project integration management practices.

Other factors examined:
• support received from the parent organization,
• intensity of the project activities,
• industry,
• area of activity,
• number of employees,
• influenced the intensity of practices.

Table 16 shows the average intensity of using project integration management 
practices from the perspective of industry.

Table 16.  Average Intensity of Using Project Integration Management Practices 
from the Perspective of Industry

No. Industry Average

1 Central administration 2.99

3 Building construction 2.61

4 Infrastructure construction 2.98

5 Consulting 2.28

7 Finance�and�banking 2.75

8 IT�– software�and�development 2.59

9 IT�– hardware 2.71

10 Media 2.65
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No. Industry Average

12 Sales 1.71

13 Healthcare 3.49

15 Energy�production�and�distribution 2.72

16 Mass�production 2.57

17 Unique�production 1.96

22 Telecommunication 2.63

24 Others�– summary 2.73

Source: own.

The table highlights industries in which integration management practices are 
the most intense. Analysis of other determinants of the intensity of practices allowed 
the formulation of the following conclusions:
• Area of activity significantly differentiates integration management practices. 

Global organizations showed the most intense integration management.
• Also, the number of the people employed significantly differentiates integration 

management practices. The most intense use of practices were demonstrated by 
organizations employing more than 1000 people.

• The clearest trend could be observed in the analysis of practices from the per-
spective of the intensity of project activity. Organizations implementing many 
projects clearly more intensively applied solutions for integration management.

• Similar results were observed when examining the factor “support received from 
the parent organization”.
Research results allowed the identification of organizational project manage-

ment solutions, the implementation of which helps the organization to develop 
integration management tools. The table below shows a summary synthetic variation 
in the intensity of integration management practices from the perspective of specific 
organizational project management.

Table 17.  Average Intensity of Integration Management Practices from the 
Perspective of Specific Organizational Project Management Solutions

Organizational�solutions YES NO

Project�management�methodology 3.53 2.23

PMO 3.26 2.20

Project�portfolio�management 3.14 1.99

Project�management�training�programmes 3.25 2.24

IT�support�for�project�management 3.06 2.01

Source: own.
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The presented results indicate that the implementation of organizational solutions 
significantly contributes to the enhancement of using project integration manage-
ment practices. In all cases, the difference was more than one between YES and NO 
(at a scale of 1 to 5, where 1 means “never” and 5 – “in each project”). The highest score 
was recorded in organizations where the methodology is applicable to all projects.

In conclusion, there are many factors differentiating the intensity of using project 
integration management practices. Within the presented research, selected determi-
nants have been examined. Research results helped to find the answer to research 
questions. All parameters included in the survey (except the type of projects) influ-
enced the intensity of using project integration management practices. Organiza-
tional solutions have the greatest influence on this intensity. Research results provide 
a picture of the intensity of using project integration management and the factors 
determining it. It would be desirable to expand the scope of the research in this area. 
Of particular interest may be the link between the scope of practices and detailed 
characteristics of the specific nature of the organization (ownership structure, project 
management maturity level, detailed characteristic of project activity). Over a broader 
range research could be carried out within a specific industry – in order to create 
a comprehensive picture of the state of project integration management in specific 
organizations. An important issue that would provide valuable recommendations for 
business practitioners is the intensity of the relationship between project integration 
management practices and the percentage of successfully completed projects. The 
difficulty, however, could be a clear definition of the concept of project success.

From the perspective of the organizations in Poland it would be valuable to pro-
vide a comparative analysis with other organizations in the world. Unfortunately, 
there are currently no similar studies in the world literature. The results of this type 
of analysis would determine at what stage of development is the approach to project 
integration management in organizations in Poland.

Summary

The ability to manage projects is now one of the core competencies of the organi-
zation. The projects are the most important tool for delivering solutions to customers, 
implementation strategies and organizational changes. Without structured project 
management processes the organization will implement complex projects in a chaotic 
manner, wasting resources and not reaching their goals. Integration management 
is a set of methods to ensure that the various elements of project management will 
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be organized in a coordinated manner in “one piece”. So we can say that project 
integration management creates a uniform, common system for managing projects.

The study helped to determine the extent to which project integration integrity 
management best practices are used by organizations in Poland. The results show 
that certain solutions are not common in the minds of managers. Most likely, this 
means that the project management standards are fragmentary and uncoordinated. 
Meanwhile, the implementation of the uniform principles of coordination of the 
various issues could bring many benefits to organizations.
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AbstrAct

According to Ansoff ’s model of growth every firm is established on a local market and 
over time broadens its activity, either developing a broad portfolio of products, or grad-
ually covering the whole territory of a country with its sales. If all the opportunities of 
diversification strategy and market development strategy are exploited, the next natural 
step in a firm’s development is internationalisation. The basic requirement for successful 
internationalisation is attainment of the internationalisation potential. However, not all 
the firms successfully reaching the appropriate potential enter foreign markets. Some of 
the firms deliberately stick to the domestic market. The purpose of the article is to ponder 
over the possible reasons of such behaviour and to propose in-depth research on that.

Keywords: internationalisation process, gradual internationalisation, internationalisation 
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Introduction

According to Ansoff ’s1 model of growth every firm that has been established on 
a local market and is successful sooner or later will broaden its activity into other 
local markets gradually covering the whole territory of a country. If all the oppor-
tunities of diversification strategy have been exploited before, the next natural step 
in a firm’s development is internationalisation. The theory of gradual international-
isation2 implies that international development requires appropriate resources (both 
tangible and intangible, the latter including general business knowledge and foreign 
markets knowledge). However, not all the firms successfully operating on a home 
market and having all the resources necessary for undertaking internationalisation 
or at least being able to obtain them easily, enter foreign markets. Some of the firms 
deliberately stick to the home market. The main purpose of the article is to ponder 
over the possible reasons of such behaviour and to propose in-depth research on that.

The article presents, firstly, the review of the basic literature on internationalisa-
tion barriers. Then, the research on Polish firms’ disinclination to expand abroad is 
unveiled. Next, the cognitive research gap is identified and new research proposed.

1. Literature Review

From theoretical point of view various reasons why firms do not undertake inter-
nationalisation are treated as barriers to internationalisation. The research on this 
topic dates back to 1960 s and concentrates mainly on barriers to exporting as this is 
believed to be the most popular mode of doing international business3. Leonidou’s4 
review of earlier research on export barriers shows that lots of studies concentrate 

1 H. I. Ansoff, Strategies for Diversification, “Harvard Business Review” 1957, vol. 35 (2).
2 J. Johanson, J.-E. Vahlne, The Internationalisation Process of the Firm: A Model of Knowledge 

Development and Increasing Foreign Market Commitments, “Journal of International Business Studies” 
1977, vol. 8 (1); J. Johanson, J.-E. Vahlne, The Mechanism of Internationalisation, “International  Marketing 
Review” 1990, vol. 7 (4); J. Johanson, J.-E. Vahlne, Business Relationship Learning and Commitment in the 
Internationalization Process, “Journal of International Entrepreneurship” 2003, vol. 1 (1); J. Johanson, 
J.-E. Vahlne, The Uppsala Internationalisation Process Model Revisited: From Liability of Foreignness 
to Liability of Outsidership, “Journal of International Business Studies” 2009, vol. 40 (9); J. Johanson, 
F. Wiedersheim-Paul, The Internationalisation of the Firm: Four Swedish Cases, “Journal of Management 
Studies” 1975, vol. 12 (3).

3 L. C. Leonidou, Export Barriers: Non-Exporters’ Perceptions, “International Marketing Review“1995, 
vol. 12 (1).

4 Ibidem.
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on the barriers perception by both exporters and non-exporters and reveals the dif-
ferences in the barriers perceived by these two groups. Non-exporters concentrate 
more on the barriers connected with the initialisation of exports while exporters are 
more concerned with the operational issues.

Leonidou5 has defined the export barriers as “all those constraints that hinder 
the firm’s ability to initiate, develop or sustain business operations in overseas mar-
kets”. Barriers to internationalisation are generally divided into internal and external 
barriers6. The internal barriers are among the others: small firm size and limited 
resources, administrative (procedural) barriers, knowledge (informational) barriers 
or limited production capacity.

Katsikeas and Morgan7 observe in their research that smaller firms has more 
exporting problems than larger firms meaning that firm’s size plays an important 
role. Small firm’s size usually results in limited resources of various types, including 
among the other lack of financial and productive resources8. Liability of smallness is 
also mentioned by Kahiya9. Lack of access to financial resources can seriously limit 
bold plans of international expansion. Bilkey10, Keng and Jiuan11 and Kaynak and 
Kothari12 also discuss inability of self-finance as an export barrier. Another problem 
related especially to SMEs internationalisation (especially for those deriving from 
developing countries) is lack of adequate working capital endangering their operations13.

5 L. C. Leonidou, An Analysis of the Barriers Hindering Small Business Export Development, “Journal 
of Small Business Management” 2004, vol. 42 (3), p. 281.

6 C. S. Katsikeas, R. E. Morgan, Differences in Perceptions of Exporting Problems Based on Firm Size 
and Export Market Experience, “European Journal of Marketing” 1994, vol. 28 (5); L. C. Leonidou, An 
Analysis…, op.cit.; G. Tesfom, C. Lutz, A Classification of Export Marketing Problems of Small and Medium 
Sized Manufacturing Firms in Developing Countries, “International Journal of Emerging Markets“2006, 
vol. 1 (3); E. T. Kahiya, Export Barriers and Path to Internationalization: A Comparison of Conventional 
Enterprises and International New Ventures, “Journal of International Entrepreneurship” 2013, vol. 11; 
M. M. Uner, A. Kocak, E. Cavusgil, S. T. Cavusgil, Do Barriers to Export Vary for Born Globals and Across 
Stages of Internationalization? An Empirical Inquiry in the Emerging Market of Turkey, “International 
Business Review” 2013, vol. 22 (5).

7 C. S. Katsikeas, R. E. Morgan, Differences in Perceptions…, op.cit.
8 J. Arteaga-Ortiz, R. Fernandez-Ortiz, Why Don’t We Use the Same Export Barrier Measurement 

Scale? An Empirical Analysis in Small and Medium-Sized Enterprises, “Journal of Small Business Manage-
ment” 2010, vol. 48 (3).

9 E. T. Kahiya, Export Barriers…, op.cit.
10 W. J. Bilkey, An Attempted Integration of the Literature on the Export Behavior of Firms, “Journal 

of International Business Studies” 1978, vol. 9 (1).
11 K. A. Keng, T. S. Jiuan, Differences between Small and Medium Sized Exporting and Non-Exporting 

Firms: Nature or Nurture, “International Marketing Review“1989, vol. 6 (4).
12 E. Kaynak, V. Kothari, Export Behavior of Small and Medium-Sized Manufacturers: Some Policy 

Guidelines for International Marketers, “Management International Review” 1984, vol. 24 (2).
13 G. Tesfom, C. Lutz, A Classification of Export…, op.cit.
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Size and resource limitations are similarly mentioned by Leonidou14. Morgan15 
even states that a key reason for non-exporting is lack of managerial time. This is char-
acteristic for small firms growing quickly whose owners/managers refuse to delegate 
authority to other managers. Apart from this Arteaga-Ortiz and Fernandez-Ortiz16 
mention administrative (procedural) barriers which result from internal bureaucracy 
that may impede taking quickly the appearing opportunity even if a firm has enough 
financial resources. Other resource-related barriers encompass physical insufficient 
production capabilities17 or labour skills shortages18.

Another serious barrier also related with the firm’s size is a firm’s limited pro-
duction capacity19. International development resulting in the necessity to increase 
production may be limited by the existing production capacity which may be difficult 
to increase in relatively short time.

Knowledge (informational) barriers20 seem to be a very serious obstacle in a firm’s 
development on international markets. Arteaga-Ortiz and Fernandez-Ortiz21 find out 
the significance of such internal knowledge barriers as “general ignorance of export 
processes, ignorance of potential benefits exporting can generate and ignorance of 
potential markets”. According to Leonidou22 information restrains (in particular 
those relating to identifying, selecting, and contacting international markets) limit 
firms. Tesfom and Lutz23 indicate that absence of foreign market information is a very 
serious problem of firms in developing countries. Limited information to locate/ana-
lyse foreign market has been the third most often quoted export barrier in Leonidou 

14 L. C. Leonidou, Export Barriers…, op.cit.
15 R. E. Morgan, Export Stimuli and Export Barriers: Evidence from Empirical Research Studies, 

“European Business Review“1997, vol. 97 (2).
16 J. Arteaga-Ortiz, R. Fernandez-Ortiz, Why Don’t We…, op.cit.
17 G. C. Alexandrides, How the Major Obstacles to Exporting Can be Overcome, “Atlanta Economic 

Review” 1971, May; A. Yaprak, An Empirical Study of the Differences between Small Exporting and Non-Ex-
porting US Firms, “International Marketing Review” 1985, vol. 2 (2).

18 A. Da Rocha, Y. Freitas, J. Da Silva, Do Perceived Barriers Change Over Time? A Longitudinal 
Study of Brazilian Exporters of Manufactured Goods, “Latin American Business Review” 2008, vol. 9 (1); 
W. C. Pavord, R. Bogart, The Dynamics of the Decision to Export, “Akron Business and Economic Review” 
1975, vol. 30; J. Tseng, C. M. J. Yu, Export of Industrial Goods to Europe: The Case of Large Taiwanese Firms, 
“European Journal of Marketing” 1991, vol. 25 (9); A. Yaprak, An Empirical Study…, op.cit.

19 A. Yaprak, An Empirical Study…, op.cit.; M. M. Uner, A. Kocak, E. Cavusgil, S. T. Cavusgil, Do 
Barriers…, op.cit.

20 J. Arteaga-Ortiz, R. Fernandez-Ortiz, Why Don’t We…, op.cit.; M. M. Uner, A. Kocak, E. Cavusgil, 
S. T. Cavusgil, Do Barriers…, op.cit.

21 J. Arteaga-Ortiz, R. Fernandez-Ortiz, Why Don’t We…, op.cit., p. 409.
22 L. C. Leonidou, An Analysis of the Barriers…, op.cit.
23 G. Tesfom, C. Lutz, A Classification of Export…, op.cit.
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research24. He has also found out that this barrier holds one of top ranks (very often 
no 1 or no 2) in other studies.

Other types of knowledge-related barriers are lack or limited knowledge of export 
procedures, export documentation, foreign business practices as well as collecting and 
transferring funds25. Kahiya26 also distinguishes marketing-related barriers subdivid-
ing them into market entry barriers (e.g. identifying foreign business opportunities, 
adapting the product to foreign markets, gaining access to distribution channels) and 
marketing mix barriers (eg. pricing of the product in foreign markets or adjusting 
export promotional activities).

Uner et al.27 have investigated export barriers depending on the stage of interna-
tionalisation. At the pre-internationalisation stage called there after Cavusgil as the 
domestic marketing stage the three barriers of highest importance have been iden-
tified: accessing foreign distribution channels, adjusting export promotion activities, 
problematic communication with foreign customers.

Among the external barriers Morgan28 and Uner et al.29 list among the others: 
procedural barriers (e.g. excessive documentation requirements and procedural 
difficulties in preparation of export transactions or unfamiliar business protocols 
and practices), political and legal barriers (e.g. the imposition of tariff barriers 
and regulatory import controls by overseas governments), market-related barriers 
(e.g. distinctive foreign consumer preferences, difficulty in sourcing competent dis-
tributor/agent representation, lack of export market distribution channel structure and 
development) or sociocultural barriers (e.g. communication difficulties and cultural 
differences). Leonidou30 and Morgan31 list also a rise of competition in international 
markets as a serious internationalisation barrier for many firms which is in line with 
Tesfom and Lutz’s32 distinction of industry-level barriers. Among the barriers related 
to competition there are strong foreign competition (including large multinational 
enterprises) and competition from domestic firms in overseas markets33.

24 L. C. Leonidou, Export Barriers…, op.cit., p. 29.
25 J. Arteaga-Ortiz, R. Fernandez-Ortiz, Why Don’t We…, op.cit.; R. E. Morgan, C. S. Katsikeas, 

Exporting Problems of Industrial Manufacturers, “Industrial Marketing Management” 1998, vol. 27; 
S. Suarez-Ortega, Export Barriers: Insights from Small and Medium-Sized Firms, “International Small 
Business Journal“2003, vol. 21 (4).

26 E. T. Kahiya, Export Barriers…, op.cit.
27 M. M. Uner, A. Kocak, E. Cavusgil, S. T. Cavusgil, Do Barriers to Export…, op.cit.
28 R. E. Morgan, Export Stimuli…, op.cit.
29 M. M. Uner, A. Kocak, E. Cavusgil, S. T. Cavusgil, Do Barriers to Export…, op.cit.
30 L. C. Leonidou, Export Barriers…, op.cit.
31 R. E. Morgan, Export Stimuli…, op.cit.
32 G. Tesfom, C. Lutz, A Classification of Export…, op.cit.
33 A. Da Rocha, Y. Freitas, J. Da Silva, Do Perceived Barriers…, op.cit.; D. L. Dean, B. Mengüç, 

C. P. Myers, Revisiting Firm Characteristics, Strategy, and Export Performance Relationship: A Survey of 
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Acknowledging the importance of many external export barriers Authors of this 
paper concentrate on internal barriers in line with Cavusgil and Nevin34 who treat 
internal barriers as crucial to a firm’s involvement in internationalisation and prove 
in their research that differences in export behaviour of firms may be explained by 
“differences in internal firm and management characteristics”35.

Kahiya36 has divided internal export barriers into four groups pointing out at 
the resource-, managerial-, marketing-, and knowledge-related barriers. Further on 
the Authors will concentrate on managerial-related barriers as other three groups 
have already been discussed above. Kahiya finds managerial-related factors “a key 
impediment to firm internationalization”37. The importance of managerial factors 
has also been underlined by other researchers38.

Under managerial-related factors Kahiya39 distinguishes managerial orientation 
encompassing such aspects as ambition, commitment, and effort towards interna-
tionalization as well as perception of export market attractiveness referring to risk 
and return expectations or preferences regarding international operations. Moini40, 
Julian41 and Julian and Ahmed42 also emphasise the lack of real commitment on 
behalf of management team as a serious barrier to export.

Hutchinson et al.43 find in their study of UK retail SMEs with potential for expan-
sion overseas that key internationalisation barriers are related to the owner/manager. 
They list such factors as lack of vision and market knowledge as well as the fear of 
losing control of operations. Besides, firm-related factors like lack of resources and 

the Literature and an Investigation of New Zealand Small Manufacturing Firms, “Industrial Marketing 
Management” 2000, vol. 29 (5); P. G. Patterson, A Study of Perceptions Regarding Service Firms’ Attitudes 
Towards Exporting, “Australasian Marketing Journal” 2004, vol. 12 (2).

34 S. T. Cavusgil, J. R. Nevin, Internal Determinants of Export Marketing Behaviour: An Empirical 
Investigation, “Journal of Marketing Research” 1981, vol. 18 (1).

35 Ibidem, p. 119.
36 E. T. Kahiya, Export Barriers…, op.cit.
37 Ibidem, p. 6.
38 N. E. Aaby, S. F. Slater, Management Influences on Export Performance: A Review of the Empirical 

Literature 1978–1988, “International Marketing Review” 1989, vol. 6 (4); L. C. Leonidou, C. S. Katsikeas, 
N. F. Piercy, Identifying Managerial Influences on Exporting: Past Research and Future Directions, “Journal 
of International Marketing” 1998, vol. (6) 2.

39 E. T. Kahiya, Export Barriers…, op.cit.
40 A. H. Moini, An Enquiry into Successful Exporting: An Empirical Investigation Using a Three-Stage 

Model, “Journal of Small Business Management” 1995, vol. 33 (3).
41 C. C. Julian, Export Marketing Performance: A Study of Thailand Firms, “Journal of Small Business 

Management” 2003, vol. 41 (2).
42 C. C. Julian, Z. U. Ahmed, The Impact of Barriers to Export on Export Marketing Performance, 

“Journal of Global Marketing” 2005, vol. 19 (1).
43 K. Hutchinson, E. Fleck, L. Lloyd-Reason, An Investigation Into the Initial Barriers to Internation-

alization: Evidence from Small UK Retailers, “Journal of Small Business and Enterprise Development” 
2009, vol. 16 (4).
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lack of transferability of the product or concept to the new market imped interna-
tionalisation of the studied retailers.

Another important point is the will to internationalise. Moini44 has uncovered 
that “firm’s competitive advantages and its willingness to search for foreign markets 
are primary determinants of exports success”. According to Cavusgil and Nevin45 
“reluctance of firms to export may be largely attributable to top management’s lack 
of determination to export”.

Additionally the absence of management skills may have a negative effect on the 
export performance46. Difficulties arising from not sufficient managerial knowledge base 
appears to be a top barrier to SME internationalisation in other studies. For example 
a survey of American and Canadian SMEs conveyed by UPS reports that high risk 
perceptions and lack of knowledge about international markets together with absence 
of knowledge about regulations abroad are the major reasons for American SMEs 
not to engage in international trade47. Furthermore the respondents list lack of need 
and no interest in foreign markets as well as concentration on domestic business as 
other important reasons for not undertaking internationalisation. OECD48 similarly 
reports constrains in managers’ internationalisation knowledge as a major obstacle 
to export commencement for the Russian and South African SMEs.

A review of the literature reveals that managerial barriers can also be related 
to psychological aspects like mental modes49 and/or cognitive styles50. Vivekanandan 
and Rajendran51 considers psychological barriers as the biggest impediment to the 
export activities of Indian knitwear apparel exporters.

44 A. H. Moini, An Enquiry into Successful…, op.cit., p. 21.
45 S. T. Cavusgil, J. R. Nevin, Internal Determinants…, op.cit., p. 119.
46 A. H. Moini, An Enquiry into Successful…, op.cit.; C. C. Julian, Z. U. Ahmed, The Impact of Barri-

ers…, op.cit.
47 UPS Business Monitor Canada, 2007.
48 Top Barriers and Drivers to SME Internationalisation, Report by the OECD Working Party on 

SMEs and Entrepreneurship, OECD, 2009.
49 P. Yannopoulos, M. Kefalaki, Export Barriers Facing Canadian SMEs: The Role of Mental Models, 

“Journal of Business and Policy Research” 2010, vol. 5 (2).
50 S. A. Zahra, J. S. Korri, J. Yu, Cognition and International Entrepreneurship: Implications for Research 

on International Opportunity Recognition and Exploitation, “International Business Review” 2005, 
vol. 14 (2).

51 K. Vivekanandan, R. Rajendran, Export Marketing and the World Wide Web: Perceptions of Export 
Barriers Among Tirupur Knitwear Apparel Exporters: An Empirical Analysis, “Journal of Electronic Com-
merce Research” 2006, vol. 7 (1).
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2. Polish Firms’ Disinclination to Expand Abroad

Internationalisation of Polish firms is still a new phenomenon since until 1990 
foreign trade in Poland was highly regulated by the State and only limited number of 
state-owned firms were engaged in exports and imports. The transition into market 
economy altered the situation but the real change took place after Poland’s accession 
to the EU. Nonetheless the level of Polish firms’ internationalisation is not very high 
yet. A recent review of research on internationalisation of Polish firms reveals that 
41–65 per cent of firms in the research samples operate on international markets52.

Another review of the research on internationalisation of Polish firms indicates 
that a considerable proportion of firms operating only on a home market decide 
to continue this strategy in the near future: 79 percent of such firms in the research 
of Jarosiński et al.53 and 84 per cent of such firms in the research done by KPMG54, 
the latter including 25 per cent of firms declaring that they do not have any intention 
at all to enter foreign markets.

As for the reasons of non-internationalisation the previous research indicates 
mainly: a firm profile not allowing the firm to operate on international markets55, 
firm’s strategy concentrating on home market only56 the lack of adequate resources, 
the lack of qualified personnel and the lack of capital57. Other reasons mentioned 
by the researchers are: lack of foreign market knowledge, home market being satis-
factory enough for the firms, firms products not adequate for foreign markets and 
orders from abroad missing58 as well as sense of psychic distance to foreign markets 
and unawareness of foreign regulations59.

52 M. Jarosiński, Characteristics of Polish Firms’ Internationalisation Processes, in: International Busi-
ness from the Central European Perspective, eds. B. Knežević, K. Wach, University of Zagreb Publishing 
House, Zagreb 2014.

53 Dylematy rozwoju polskich przedsiębiorstw, ed. M. Jarosiński, Unpublished report of statutory 
research, Warsaw School of Economics, Warsaw 2010.

54 Ekspansja międzynarodowa polskich przedsiębiorstw produkcyjnych, KPMG Report, KPMG, Warsaw 
2010.

55 L. Czaplewski, E. Wiśniewska, Zamierzenia i motywy podejmowania bezpośrednich inwestycji 
zagranicznych przez polskie przedsiębiorstwa, in: Bezpośrednie inwestycje zagraniczne w budowaniu 
potencjału konkurencyjności przedsiębiorstw i podregionów, part 3, ed. K. Karaszewski, UMK, Toruń 2007; 
Dylematy rozwoju…, op.cit.

56 Dylematy rozwoju…, op.cit.
57 L. Czaplewski, E. Wiśniewska, Zamierzenia i motywy…, op.cit.; Dylematy rozwoju…, op.cit.
58 Dylematy rozwoju…, op.cit.
59 L. Czaplewski, E. Wiśniewska, Zamierzenia i motywy…, op.cit.
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The above mentioned studies were survey based and included a broad spec-
trum of firms that did not intend to internationalise. However the researchers did 
not investigate the firms in-depth.

In another study Śliwiński60, using multiple case-study method, analysed sec-
ondary data and carried face-to-face interviews with the managers of purposefully 
selected 30 dynamically growing firms 19 of which were present on foreign markets. 
All of the studied firms met the following three criteria:
1. Significant growth of turnover in excess of minimum 500% within 10 years,
2. Continued growth in turnover for the period of at least 10 years,
3. Being a Polish enterprise i.e. having headquarters based in Poland.

In his study sample Śliwiński identified 11 firms that had a potential for interna-
tionalisation but neither expanded abroad nor intended to do that. The main reasons 
for such a behaviour officially stated by the managers of investigated firms were: lack 
of knowledge how to undertake internationalisation (how to build a similar business 
on foreign markets), lack of agility of doing business in international markets, lack 
of faith that the company can sell abroad, no will of internationalization and lack of 
knowledge of foreign languages in the   management team (see figure 1). Off the record 
some managers also mentioned such reasons as anticipation of many difficulties and 
the need to undertake lots of adjustments, expected big effort required to succeed 
and simultaneously lack guarantee of success, strong family ties excluding frequent 
travel and owner’s/co-owner’s engagement abroad.

Figure 1.  Reasons for Non-Internationalisation of Studied Firms 
with Internationalisation Potential

Source: own research.

60 R. Śliwiński, Kluczowe czynniki międzynarodowej konkurencyjności polskich przedsiębiorstw, Poznań 
University of Economics, Poznań 2011.
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Conclusion

The overview of Polish research on barriers to internationalisation, especially 
one on firms with potential to go abroad, does not show any results different from 
those already indicated in the IB literature. All the barriers mentioned in the Polish 
research are the internal barriers which is in line with Cavusgil and Nevin61 findings. 
Most often the barriers mentioned are resource barriers and informational barriers 
with the second ones characteristic for developing countries according to Tesfom and 
Lutz62. Other serious barriers are managerial/psychological reasons not to undertake 
internationalisation. The fact that respondents were saying that their product/strat-
egy did not match the foreign market most probably meant that they did not want 
to take an effort to adapt their product/strategy to the conditions abroad. And the 
lack of will to internationalise has been mentioned by Moini63 as a serious hindrance 
to internationalisation.

The previous research on the topic is rather scarce and does not adequately explain 
the reasons why some Polish firms with potential to internationalise do not expand 
abroad. This particularly concerns owner’s or manager’s specific reasons no to do 
that. Besides Kahiya64 states the influence of managerial factors on export barriers 
remains inadequately studied. Thus this topic requires further exploratory work.

The Authors propose new research dedicated to filling the above indicted cognitive 
gap. The objective of such study should be to find out the real reasons for non-inter-
nationalisation of firms having a potential to internationalise with a special focus on 
the business owner and/or manager and factors influencing their decision. Another 
objective of such research could be to identify how to overcome the existing barriers 
of internationalisation in this context.

The results of such studies would help better understand behaviour of own-
ers/managers of firms that have a potential for internationalisation but do not expand 
abroad. They could also be useful for owners/managers to understand their deci-
sions better and for governments to design new measures encouraging such firms 
to internationalise.

61 S. T. Cavusgil, J. R. Nevin, Internal Determinants…, op.cit.
62 G. Tesfom, C. Lutz, A Classification of Export…, op.cit.
63 A. H. Moini, An Enquiry into Successful…, op.cit.
64 E. T. Kahiya, Cognitive or Affective? A Longitudinal Exploratory Study on the Drivers and Theoretical 

Underpinnings of Perceived Export Barriers for New Zealand Firms, PhD Dissertation, Faculty of Com-
merce, Lincoln University, Lincoln 2012.
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