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Introduction 

 
The purpose of this report is to present the recent debate about the proposed transformation 
of the structure of the Polish banking sector by way of increasing the share of locally controlled 
banks in the assets of the banking sector. Such proposals have been put forth in articles 
published in the public media1 and subsequently in a Capital Strategy report2 (hereinafter report 
of 24 February 2012). 
 
This report expands on the report of 24 February 2012. 
 
This report was prepared by Stefan Kawalec and Marcin Gozdek, making use of analyses made 
by Jakub Blatkiewicz, Katarzyna Błazuk, Kamil Kamiński and Agata Miskowiec. 
 
The first Polish version of this report was presented at a seminar at the Economic Institute of 
the National Bank of Poland on 10th December 2012.  
 
This report is available at: www.capitalstrategy.pl 
  
 

Disclaimer  
 

 Capital Strategy is a consultancy which offers services to public and private clients. 
Capital Strategy may provide consulting services to banks and entities which invest or 
are interested in investing in the banking sector. 

 

 Capital Strategy is not liable for the consequences of any actions taken as a result of 
analyses, opinions and recommendations presented in this paper. 

 

 Capital Strategy reserves the right to use the content of this report in other studies and 
publications of Capital Strategy or members of the Capital Strategy team. 

 

                                                        
1 See:  t  an Ka al  ,  Banki     ls      inny  y      kra     k ntr l   (Banks in Poland should be under 
domestic control), Obserwator Finansowy, 2 November 2011, 
 http://www.obserwatorfinansowy.pl/2011/11/02/banki-w-polsce-trzeba-spolonizowac-ale-nie-upanstwowic/  
 t  an Ka al  ,     m  i   anki  (To domisticate banks), Gazeta Wyborcza, 7 November 2011. 
 t  an Ka al  , „Banks in   lan   h ul     un  r D m sti  C ntr l ,  Th  Vi nna Institut    r Int rnati nal 
Economic Studies, Monthly Report, 2011/12, pp. 3-10. 
2 Capital Strategy                                                                                         
                                                                                                    lity to 
undertake by Polish state bodies actions aimed towards increasing the share of locally controlled banks in the assets 
of the Polish banking sector),  arsa ,       ruary     , auth rs   t  an Ka al  ,  ar in   z  k an    ata 
 i k  i    

http://www.capitalstrategy.pl/
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Summary 
 
Chapter I – Mandate of the state to influence the structure of the banking sector 
 
National regulatory authorities have a strong mandate to influence the banking 
sector structure. In fact, in contemporary conditions, the functioning of the sector is 
possible due to the support of the state which bears the associated fiscal risk. 
 

i. The contemporary banking sector uses support through public safety guarantees: 

 Th    ntral  ank  uarant  s  anks’ a   ss t  emergency financial liquidity. 

 The state deposit guarantee scheme protects banks against outbreaks of panic. 

 The policy consistently pursued for several dozen years by economically developed 
countries does not allow for the bankruptcy of banks considered t      syst mi ally 
im  rtant   

ii. Without those public safety guarantees, the banking system would have been unable to 
grow to its contemporary size and operate at the existing ratio of equity to assets, which 
is currently 10-20 times higher than when the banks did not benefit from public support. 

iii. Foreign parent banks do not guarantee the pay-out of deposits collected by their Polish 
subsidiaries. These deposits are insured by the Banking Guarantee Fund (BFG) and Polish 
taxpayers are responsible for their payment. 

iv. State guarantees for the banking sector are not illusory. In the past several dozen years, 
taxpayers in many countries, including the most developed ones, have on many 
occasions paid a very high cost of bailing out banks. An extreme case is that of Ireland 
which until recently had very low levels of public debt. As a result of the 2008 banking 
crisis, the country was brought to the verge of bankruptcy. 

v. Considering the importance of the efficient operation of the banking sector to the 
economy and the fiscal risk related to the responsibility of the state for the stability of 
banks, it is obvious that public authorities can and should take measures in order to 
shape the size and structure of the banking sector so as to ensure that:  

 the potential fiscal liabilities necessary to ensure the stability of banks are bearable 

for the state; 

 the relationship between the capacity of the banking sector to finance the economy 

and fiscal risk is as advantageous as possible. 

 
Chapter II – Ownership structure of the Polish banking sector compared to other EU countries 
 
Domination of foreign controlled banks in the Polish banking sector is atypical of a large 
European economy.  

 

i. More than 2/3 of Polish banking sector assets are owned by foreign banking groups. This 

structure is typical of small European economies. However, Poland no longer falls within 
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this category. Today, Poland ranks #7-8 in the EU in terms of GDP size and is likely to 

become the E ’s sixth  i   st    n my in   -15 years. In all large EU economies but 

Poland, the banking sector is dominated by banks whose decision-making centers are 

local. 

ii. The existing structure of the Polish banking system is not the result of spontaneous 

market processes but rather of a privatization policy geared towards the acquisition of 

credible foreign strategic investors. Those strategic investors contributed to the 

modernization and development of the banking system and had a positive impact on the 

growth of the Polish economy, but today local banks no longer need management 

control by foreign institutions.  

Chapter III. Consequences of the domination of the Polish banking sector by foreign controlled 
banks 
 
The excessive share of foreign controlled banks in Poland is not beneficial to the Polish 
economy and presents an important risk factor. 
 

i. A bank which is part of an international banking group and pursues its business on the 

Polish market is guided not only by an evaluation of the situation and outlook of the 

Polish economy and its own financial situation, but also the condition of the entire 

banking group. In consequence, problems in the economy of the home country of the 

group or financial difficulties of the group could seriously interfere with the performance 

   th  su si iary  ank’s  inan ial int rm  iary  un ti n in   land. The dominance of 

foreign controlled banks interferes with the adequate performance of the banking 

s  t r’s  inan ial int rm  iary  un ti n an    ntri ut s t  the pro-cyclicity of the credit 

policy. As a result, in the case of a crisis on foreign markets, lending to Polish companies 

may be curtailed based on the decisions of foreign parent bank companies irrespective 

of the situation of the Polish economy (which is what happened in 2009-2010). 

ii. The dominance of foreign-controlled banks in the Polish banking sector creates a risk of 

restraining the financing to strategic sectors as a result of political decisions outside of 

Poland. 

iii. The dominance of foreign controlled banks in the Polish banking sector is an obstacle to 

the stable financing of the public debt and, in the case of turbulences in the global 

economy, may become a source of economic instability. 

iv. If, in the situation of domination of foreign controlled banks in Poland, the European 

Union adopts the principle of  maximum harmonization  of supervisory norms, Polish 

banking supervision will be deprived of the power to take effective action and regulators 

will have limited possibilities of stabilizing the economy with macro-prudential policy 

tools. 
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Chapter IV. Possibilities of neutralizing the negative consequences of the dominance of foreign 
controlled banks through national regulations and banking supervision measures 
 
National regulations and supervisors’ actions cannot fully neutralize the risk resulting from 
the domination of foreign controlled banks. 
 

i. In the current legal system, the Polish Financial Supervision Authority (KNF) has the 

instruments and competences necessary to monitor and control liquidity and the 

minimum capital requirement and to prevent illegal cash flows between banks and their 

parent companies. 

ii. KNF is unable to prevent a potential credit crunch in Poland caused by banks owned by 

foreign banking groups aiming to improve capital ratios at the group level. 

iii. If the European Union implements the principle of maximum harmonization of 

supervisory norms, the KNF will be deprived of its existing instruments which are needed 

to mitigate some of the negative implications of the dependence of Polish banks on 

foreign banking groups. 

iv. Regulatory policy and the National Bank of Poland (NBP) bill issue policy may impact the 

amount of investment in Treasury bonds maintained by banks. However, measures 

taken by regulators and the NBP cannot prevent a sharp reduction in Polish sovereign 

risk limits caused by foreign headquarters of banks present in Poland. 

Chapter V. Alternatives to foreign control of banks 
 
A dispersed private ownership structure can become an accepted alternative to the foreign 
control of banks, whereas an increase of state direct or indirect control on banks is not 
desirable. 
 

i. Dispersed shareholding is the dominant form of ownership in large private banks in 

Europe and world-wide. In practice, it is the only form of ultimate control of large 

privately owned banks that is broadly approved by regulators.  

ii. For the bank decision-making center to be located in the  ank’s h m  country, it is not 

necessary that the majority of the shares be held by local shareholders. This is 

demonstrated by the example of large European banks with dispersed shareholding, 

where despite the fact that the majority of shares are held by foreign investors, national 

domiciliation of the decision-making center presents no doubts. 

iii. A bank with dispersed shareholding presents different challenges for supervisors than a 

bank controlled by a strategic investor. If privately owned banks with decision-making 

centers in Poland are to play an important role in the financial system in Poland as in 

other big EU economies, then one must accept the model of a bank with dispersed 
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private shareholding and develop a supervision culture and the tools necessary for 

supervising this kind of ownership. 

iv. The stability of a dispersed shareholding structure can be ensured by introducing a 

statutory provision limiting the voting rights of a single shareholder, leaving the Polish 

Financial Supervision Authority (KNF) the right to decide in reasonable cases to waive the 

provision limiting the percentage of votes allowed for a single shareholder of a bank for 

the duration of a specific general shareholder meeting. 

v. The possibility that politicians could influence the management of a bank creates serious 

risk. Therefore, the model of a bank controlled by the State Treasury cannot be a viable 

alternative replacing the model of a bank controlled by a foreign banking group. 

Chapter VI. The target model of the banking system supporting long-term economic growth 

1. The core function of the national banking sector should be collecting local deposits and lending 

to local companies and households rather than intermediation in international capital 

transfers. 

 

i. The experience of the global financial crisis, particularly what happened in the 

Eurozone economies and Baltic states, confirms the thesis that the business model 

based on financing a   untry’s l n in  a tivity ( s   ially   nsum r l ans an  

mortgage) with the inflow of foreign credit is dangerous to macro-economic stability. 

ii. The core function of the national banking sector should be collecting local deposits 

and lending to local companies and households rather than intermediation in 

international capital transfers. International capital transfers should generally take 

place in a manner other than through the balance sheets of local banks. This will 

mitigate the risk of consumer and housing booms financed by loans, which 

undermine the competitiveness of the economy, pose a threat to the solvency of 

banks, and create direct fiscal risk. 

 
2. Loans to the non-government sector as a percentage of GDP should be no more than 100%. 

The expansion of the banking sector is accompanied by growing fiscal risk related to 

the obligation of ensuring bank stability while the expansion of the banking sector 

above a certain size has a negative impact on economic growth. Loans to the non-

government sector as a percentage of GDP exceeding 70% should be a warning sign 

for the regulatory authorities and its approaching 100% should trigger very 

determined systemic measures using macroeconomic and macroprudential 

instruments and institutional solutions necessary to prevent the further growth of 

loans as a percentage of GDP. 
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3. The loans to deposit ratio should be under 100% 

Loans from local banks should be financed with local deposits; hence, the 
loans/deposits ratio should be under 100%. 

 
4. Households should only be credited by local banks and in the local currency 

FX loans for households on a large scale create a very high macroeconomic risk and 

undermine the effectiveness of monetary policy. 

Companies should be able to take out loans both domestically and internationally, 

but the level and structure of their debt should be monitored. 

 

5. Investment banking should be separated from deposit-taking and lending operations 

It is common knowledge that the elimination of the separation between deposit-

taking and lending operations on the one hand and investment banking on the other 

hand in the USA by way of the final repeal of the 1933 Glass-Steagall Act in 1999 

contributed to the outbreak of the financial crisis less than 10 years later. Nowadays, 

the USA, the UK and the EU are implementing, drafting or discussing solutions which 

would restore some form of separation of these activities in order to prevent the use 

of deposits guaranteed by the state in risky speculative operations. 

 
6. Proposed ownership structure of banks in 10 year perspective 

Group of banks Share in assets of the banking sector 

Now Target 

Subsidiaries of foreign banking groups 69% 30-35% 

Banks directly or indirectly controlled by the State 
Tr asury ( urr ntly  B K,  KO B , BOŚ an  Bank 
Pocztowy)* 

20% up to 25% 

Banks with a dispersed shareholding structure 
controlled by institutional investors and protected 
from take-over by a strategic investor through 
special statutory provisions 

0% 30% 

Other banks controlled by private investors 5% 4-12% 

Co-operative banks 6% 6-8% 

* The increase of the share of this group of banks results from the organic growth of existing 
institutions. 
 

7. Restrictions on concentration 

In order to limit the fiscal risk generated by the excessive concentration in the banking sector 
an  th   xist n       inan ial instituti ns  hi h ar   t    i  t   ail,  regulators should not allow 
the largest banks to increase their market share in the Polish banking sector through 
acquisitions. We propose implementing regulations similar to those in the United States, which 
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prohibit an increase of the deposit market share above 10% through mergers (while allowing for 
organic growth above that limit). 
 
Chapter VII. Possible scenarios of transforming a bank which is a subsidiary of a foreign 
banking group into a locally controlled bank 
 
Different options are possible to transform a bank owned by a foreign banking group into a 
locally controlled bank with a dispersed ownership structure: 
 

i. If regulators’  x   tati ns ar   l arly stat  , th  trans  rmati n  an    mana     y an 

existing strategic investor which would sell its stake on the Warsaw Stock Exchange 

where shares would be bought by investors not allowed by the regulators to exceed the 

threshold of 10% of shares. 

ii. The transformation can be done through the acquisition of a controlling stake by an 

inv st r  r  r u     inv st rs t   th r  ith th   uy r’s  uarant   that th  a quir   

bank will be transformed into a stable locally controlled bank among others by way of 

intr  u in  a  r visi n    th   ank’s statut s r stri tin  th  maximum num  r    v t s 

of a single shareholder (or group of related shareholders) to 10% of votes at a general 

meeting. The restriction may be waived for a specific period of time for the investor 

transforming the bank into a locally controlled bank. 

iii. The transformation can be done by another local bank (Transforming Bank) which would 

buy the stake of the exiting strategic investor and would guarantee that, after the 

transaction and the merger, the merged bank would take the form of a locally controlled 

bank with dispersed shareholding, among others, by way of introducing the above 

restriction on the maximum number of votes of a single shareholder. 

iv. The transformation can be done by public entity (Bridge Vehicle), which would take over 

the bank from the existing strategic investor and would subsequently sell the bank in a 

dispersed model following the amendment of the statutes restricting the possibility of 

shareholding concentration. 

 
Chapter VIII. Scenario of “domesticating” a bank through dispersed private capital 
 
Sample scenario of a transformation consists of the acquisition of a bank by a group of 
investors (Syndicate) composed of one or more lead investors (Lead Investors) and portfolio 
investors (Portfolio Investors). 
 

i. The Lead Investors act as representatives of the Syndicate running the due diligence of 

the bank to be acquired, conducting negotiations with the seller and making 

arrangements with the regulatory authorities. 
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ii. After the acquisition of the bank, the Syndicate amends the Statute in order to restrict 

the possibility of shareholding concentration. 

iii. The Lead Investors maintain their stake in the bank for a limited period of time (3-5 

years), whereas the Portfolio Investors are allowed to sell their shares on the stock 

market from the beginning. 

iv. Lead Investors can be considered private equity together with the local institutional 

investor. 

 
Chapter IX.  Problem of replacing financing provided by the exiting strategic investor 
 
The high level of dependence of some banks on credit from their parent banks creates risk on 
the level of each bank and the economy as a whole. Regulators should strive to ensure that 
this business model gradually disappears. The exit of a strategic investor could be considered 
as an opportunity for the accelerated improvement of unsound balance-sheet relations. 
 

i. Investors buying a stake from the strategic investor should, in co-ordination with the 

KNF, decide with the exiting strategic investor about the path of withdrawing the debt 

financing provided by this investor. 

ii. Staggering the withdrawal of financing by the exiting strategic investor over a period of 

several years would allow the bank to restructure its balance sheet by reducing the 

growth rate of assets and more actively growing the deposit base, thus preventing a gap 

in liabilities or a reduction in the size of the gap. 

iii. Restructuring the balance sheet too rapidly might cause serious tensions and deposit 

wars in the banking sector. Therefore, where financing provided by the exiting strategic 

investor is being withdrawn, it is advisable to have the NBP support the planned 

r stru turin     th   ank’s  alan   sh  t  y  ay    r  la in   art    th   inan in    in  

withdrawn with the NB ’s r  inan in   r  it s  ur    ith th  l an   rt  li   

Analogously, the NBP should also be ready to offer FX swap lines, helping the bank to 

finance the existing FX loan portfolio with PLN deposits (including a replacement of the 

swap lines being withdrawn by the exiting strategic investor) or provide access to such 

swap lines on non-restrictive terms. 

 
Chapter X. Evaluation of the costs and benefits of an alternative model of buying out Polish 
subsidiaries of foreign banks through investment by large companies in which the State 
Treasury holds a significant stake 
 

i. The biggest Polish companies controlled by the State Treasury in non-financial sectors 

such as KGHM (copper mining), PGE, Tauron, Enea and Energa (all four are in the 

electricity generation and distribution sector), PKN Orlen (oil refining and retailing), and 
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PGNiG (natural gas distribution &  gas and oil exploration) have substantial capital and 

financial resources. However, they face serious strategic challenges in their core business 

and do not have the know-how necessary to evaluate the prospects of investments in 

the financial sector or to play the role of an active investor accepting responsibility for 

the management of a bank. Therefore, in our opinion, it would be unwise to see these 

companies either as potential strategic investors or even as investors acquiring 

significant stakes as a long-term investment. Those companies could, however, act as 

portfolio investors acquiring significant stakes, even of substantial value. Considering 

such investments to be portfolio investments would enable them to temporarily invest 

cash to be used in the future (after the sale of the acquired stake) to implement their 

own investment programs. 

ii. Participation of PKO BP (banking) in the    m sti ati n  must be considered 

unadvisable. The acquisition of banks by PKO BP would increase concentration and 

systemic risk in the banking sector and should not be allowed by the regulators. 

iii. PZU (insurance) is the only company controlled by the State Treasury which could largely 

 n a   in th     m sti ati n      anks by acting as a lead investor in the transformation 

of a bank owned by a foreign banking group into a locally controlled bank. PZU is capable 

of exercising professional owner supervision over a bank using its managers with 

experience in banking or, if necessary, hiring adequate human resources. In addition, 

PZU has the financial capacity necessary to support a bank under its control in the case 

of an emergency. The participation of PZU in th     m sti ati n     a  ank sh ul     

combined with the development of a mid-term strategy for such an investment as well 

as corporate governance rules to prevent PZU’s inv stm nt from making the 

   m sti at    bank from being forever controlled by the State Treasury. 

Chapter XI. Is there a need for a bridge vehicle using public funding to “domesticate” banks? 
 
The domestication of banks should involve private capital, without constructing a “bridge 
vehicle” which would use public funds for buying out the banks from foreign strategic 
investors. 
 

i. The cr ati n    a   ri    v hi l  ,  hi h   ul  us   u li   un in  t   uy  ut  anks  r m 

foreign strategic investors exiting Poland and subsequently sell acquired banks to private 

investors on the stock market, would theoretically fasten and facilitate the process of 

 anks’   m sti ati n  

ii. On the other hand, the use of a public Bridge Vehicle involves serious risks: 

a) Risk of a loss on the investment of the Bridge Vehicle, which could in fact mean using 

Polish public funding to support a strategic investor exiting Poland. 

b) The risk that, against original intentions, investment by the Bridge Vehicle could lead 
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to the long-term consolidation of state control over banks. 

c) Risk involved in politicization of control over banks. 

iii. In the current legal system, there are no public institutions which could be used as a 

Bridge Vehicle. Therefore, the creation of a Bridge Vehicle would require legislative 

amendments. 

iv. In light of the risk of consolidating state control and politicizing the management of banks, 

it is recommended that bank    m sti ati n  is  arri    ut  ith ut the use of a Bridge 

Vehicle based on public funding. 

Chapter XII. Measures of State bodies necessary to support the “domestication” of banks 
 
The government and regulators should decide on a clear strategy for the transformation of 
the structure of the Polish banking sector and act together to implement it. 
 
i. There is an urgent need to present an official diagnosis of systemic risk and to define a 

strategy of transformation of the structure of the Polish banking sector. The official 

diagnosis could be presented by the Systemic Risk Board and, before it is established, the 

Financial Stability Committee or possibly the NBP. On this basis, the government should 

define a strategy for the transformation of the structure of the banking system. 

ii. The position of the Polish authorities should be clarified and reasoned to EU institutions 

and member states. 

iii. The actions of the Polish authorities towards existing and potential investors and 

European institutions as well as necessary legislative changes should be proposed and 

planned. 

iv. The Polish government should oppose the adoption of an EU directive introducing the 

maximum harmonization of supervisory norms which would significantly restrict the 

powers of Polish banking supervision over banks which are subsidiaries of European 

banking groups. 

v. In order to enhance the effectiveness of control over ownership transformation in the 

banking sector, a legislative amendment should authorize the Polish Financial Supervision 

Authority (KNF) to approve the acquisitions of significant stakes, replacing the existing 

authorization to file an objection against such transactions.  

vi. The Polish government should demand that the European Commission, which is the 

guardian of the rules of competition, respect the rule whereby banks which have used 

government aid should sell available foreign assets, in particular their operations in 

Poland. 

vii. The strategy of the transformation of the structure of the Polish banking sector should aim 

towards an increase in the share of locally controlled banks. 

viii. The strategy should imply that the process of increasing the share of locally controlled 
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banks will obey the rules of competition. More precisely: 

a) Foreign investors shall not be discriminated against. 

b) Public funds should not be involved in the financing of bank takeovers. 

c) There shall not be any possibility of the government influencing the credit policy of a 

bank. 

ix. In the case of the withdrawal of strategic investors from Poland: 

a) The preferred solution should be to sell out the shares on the stock exchange and to 

introduce a statutory limit of voting rights per shareholder. 

b) An alternative solution could be to sell the shares to an investor or group of 

investors, who undertake the transformation of the bank to a bank with dispersed 

shareholding, by way of introducing the limit of voting rights per shareholder 

mentioned above. 

x. The Polish regulatory authorities should oppose the takeover of banks in Poland by 

strategic investors whose control of banks could create risks to the stability of a bank or 

could interfere  ith th    r  rman      th   ank’s   r   inan ial int rm  iary  un ti n  In 

particular, the regulatory authorities should not approve bank takeovers by foreign 

banking groups in cases where the buyer has been recently recapitalized with the use of 

 u li   un s, th   uy r has a n  ativ  ratin   utl  k,  r th   uy r’s h m    untry has a 

negative rating outlook.  

 

Chapter XIII. Analysis of the consistency of the proposed solutions with European 

regulations 

 
The pursuit of the aspiration to increase the share of locally controlled banks will respect the 
fundamental principles of European law, in particular: 
 

i. It will not discriminate against foreign investors as compared to domestic investors. (The 

criterion of local control is not a majority stake held by domestic investors, but that the 

bank is not controlled by any external entity and its actual decision-making center is in the 

management board and the local head office. So, foreign investors may even hold a 

majority stake in a bank which is considered locally controlled.)  Hence, Article 18 of the 

Treaty on the Functioning of the European Union, which provides that any discrimination 

on the grounds of nationality shall be prohibited, will not be violated. 

ii. It will not involve the investment of public funding in the acquisition of banks (hence, the 

state aid provisions within the meaning of Article 107 of the Treaty on the Functioning of 

the European Union will not apply), with the exception of a potential temporary provision 

of liquidity to a bank where the existing owner withdraws foreign financing. The liquidity 
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support instrument is broadly used by central banks around the world (not only in Europe) 

and, if so required by the situation of a bank, accepted by European legal regimes. 

iii. It will not be used to enable the government to exert influence on the directions of the 

credit policy of banks. 

Chapter XIV. New context of the proposed Banking Union. 
 
The strategy of Poland towards the Banking Union should specifically contain two components: 
 

a) Opposition to measures which could potentially restrict the powers of Polish banking 
supervision and hinder the application of macro-prudential policy. 
 

b)A c nsist nt  ursuit    th  strat  y       m sti atin    anks s  as t  si ni i antly in r as  
the share of locally controlled banks in the assets of the banking sector. 
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I. Mandate of the state to influence the structure of the banking sector 
 
The contemporary banking sector uses support through public safety guarantees: 

 

 The Central  ank  uarant  s  anks’ a   ss t   m r  n y  inan ial liqui ity  

 The state deposit guarantee scheme protects banks against panic outbreaks. 

 The policy that has been consistently pursued for several dozen years by economically 

developed countries does not allow for the bankruptcy of banks considered 

 syst mi ally im  rtant   

 

Without these public safety guarantees, the banking system would have been unable to grow to 

its contemporary size and operate at the existing ratio of equity to assets. In the 19th century 

USA, where there was no such public support for banks, the ratio of equity to assets in banks 

was about 40%. Nowadays in large European banks, the ratio is 10-20 times lower and 

sometimes even less than 2 percent. The Third Basel Capital Accord provides for a minimum 

ratio of equity to assets at 3 percent. 

 

Banks operating in Poland as subsidiaries of foreign banking groups collect deposits which are 

insured by the Banking Guarantee Fund and, consequently, the Polish taxpayer is responsible 

for their pay-out. At the same time, foreign parent banks do not guarantee the pay-out of 

deposits collected by subsidiary banks.     i  h K a niak  r t  in    7     lish  ankin  

supervision has in recent years asked all banks which are subsidiaries of foreign investors: is the 

holding entity responsible for deposits placed with the bank under the regulations of the home 

country of the holding entity; did the holding entity undertake to provide such guarantees 

under an agreement signed with the subsidiary bank; did the holding entity undertake to 

provide such guarantees under a unilateral declaration? The response given by all banks, both in 

th  E  an   utsi   th  E ,  as n  ativ   3 

 

Formal and informal guarantees of the state for the banking sector are not illusory. In the past 

several dozen years, taxpayers in many countries, including the most developed countries, have 

on many occasions paid a very high cost of bailing out banks. An extreme case is that of Ireland 

which until recently had a very low public debt. As a result of the banking crisis which broke out 

in 2008, the ratio of public debt to GDP in Ireland rose from 25 percent in 2007 to 95 percent in 

2010 and the country found itself on the verge of bankruptcy (the direct cost of recapitalising 

banks reached 36 percent of GDP). 

 

Considering the importance of the efficient operation of the banking sector to the economy and 

                                                        
3     i  h K a niak,                                                , 2007. 
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the fiscal risk related to the responsibility of the state for the stability of banks, it is obvious that 

public authorities can and should take measures in order to shape the size and structure of the 

banking sector so as to ensure that:  

1) the potential fiscal liabilities necessary to ensure the stability of banks are bearable for the 

state; 

2) the relationship between the capacity of the banking sector to finance the economy and fiscal 

risk is as advantageous as possible. 

 

II. Ownership structure of the Polish banking sector compared to other EU 

countries 

 

Th  shar      anks   ntr ll    y   r i n  ankin   r u s (h r ina t r    r i n   ntr ll   

 anks ) in th   ankin  syst ms    Eur   an  ni n   untri s is str n ly   rr lat    ith th  siz  

of the economy as measured by the Gross Domestic Product (GDP). In general, in the biggest EU 

economies, the dominant share of banks’ decision-making centres are local. In small economies, 

a dominant share of banks are foreign controlled. Figure 1 presents the share of foreign 

controlled banks in the assets of the 10 biggest banks in EU member states shown in order of 

GDP, which clearly shows that Poland is a large European economy whose banking sector has a 

structure typical of small European economies. 

 
The existing structure of the Polish banking system is not a result of spontaneous market 

processes but rather the result of a privatization policy geared towards the acquisition of 

credible foreign strategic investors. In the early stage of transition, Poland did not have the 

competencies necessary to manage banks in a market economy. It also lacked local investors 

with capital who were in a position to become competent and credible shareholders to control 

banks. Therefore, the privatization process aimed to acquire credible foreign strategic investors 

capable of providing banks with capital support, adequate management control, and know-how 

transfer. Their emergence in the 1990s contributed to the modernisation and development of 

the banking system and had a positive impact on the growth of the Polish economy. 

 

Today, after more than 20 years of transition, the Polish financial market is sufficiently 

developed and no longer needs to rely on foreign institutions for management solutions. 

Operational and technological solutions applied in banks in Poland are on par with the best in 

other Western countries. Many local managers have the education and practical experience 

necessary to manage banks. There is a large group of professional institutional investors, mainly 

pension funds and investment fund companies, which have sizeable capital and management 

teams capable of professional expertise and participation in a professional system of owner 

supervision. In addition, there is a strong and relatively competent supervisory infrastructure. 
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Figure 1. Share of foreign controlled banks in the assets of the 10 biggest banks (2008). 
Countries in the order of GDP in 2010 

 
S     : J      K                   M        “C    -Border Financial Institutions in the EU: 
Analysis of Total Assets and Ultimate Ownership – B            ”  E        P           
Directorate A - Economic and Scientific Policy, Policy Department A.: Economic and Scientific 
Policy and Quality of Life Unit, Brussels - Strasbourg 2008 and Eurostat 
 

At the same time, after the transition period, Poland is no longer a small European economy. 

Today, Poland ranks #7-8 in the EU  y siz  an  is lik ly t     th  E ’s sixth  i   st    n my in 

10- 5 y ars,  hi h   rr s  n s t    lan ’s   siti n in Eur     y  opulation. The share of 

foreign controlled banks in Poland is several times higher than in other large European 

countries. 

 

III. Consequences of domination of the Polish banking sector by foreign 
controlled banks 
 

This section discusses the following consequences of the domination of the Polish banking 

sector by foreign controlled banks: 

 

1) Interferences with the performance    th   ankin  s  t r’s  inan ial int rm  iary  un ti n.  

2) Risk of restraining the financing to strategic sectors as a result of political decisions outside of 

Poland. 

3) Obstacles to the stable financing of the public debt. 

4) Constraints on the application of macro-prudential policy. 
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1. Interferences with the performance of the banking sector’s financial intermediary function 

 

A bank which is a part of an international banking group pursues its business on the Polish 

market guided not based on the situation and outlook of the Polish economy and its own 

financial situation but also the condition of the entire banking group. As a consequence, 

problems in the economy of the home country of the group or on third country markets, as well 

as financial difficulties of the group arising from other factors, could seriously interfere with the 

  r  rman      th  su si iary  ank’s  inan ial int rmediary function in Poland. As long as this 

concerns a single bank, it is not a major problem in a country with a competitive banking system 

such as Poland. The situation becomes more serious where interferences caused by external 

events affect a larger number of banks. 

 

Behaviour of banks in 2009-2010 

 

In the autumn of 2008, after the collapse of Lehman Brothers and the aggravation of the global 

financial crisis, attention was drawn to the risk that banks with holding companies in countries 

deeply affected by the crisis would tighten their credit policy in Poland to a much bigger extent 

than necessary based on the situation and outlook of the Polish economy.4 

 

As a consequence of the global financial crisis, the USA and the European Union member states 

– the home countries of banking groups which control more than two-thirds of the assets of the 

Polish banking sector, went into recession in 2009. International banking groups operating in 

Poland posted big losses in their home markets and had to use government aid. Although 

Poland was the only European country to report real GDP growth (1.6 percent) in 2009, foreign 

banking groups present in Poland curtailed credit for Polish companies. In 2010, corporate 

lending extended by this group of banks which dominates the Polish banking sector further 

   r as     s it  r lativ ly str n  r al  D   r  th (3 9   r  nt)  Ov rall,   lan ’s  D   r   

by 5.6 percent in real terms in 2009-2010 while the corporate loan portfolio of foreign 

controlled banks decreased in aggregate by 12.5 percent in real terms,5 which means that the 

real growth rate of corporate loans in this group of banks was 18 percentage points lower than 

GDP growth in the period in question. This stood in contrast with the real growth rate in the 

                                                        
4 C    t  an Ka al  ,   ak   r ni  nasz    s   ark   rz   kryzys m , Gazeta Wyborcza, 12 November 2008. 
5 T tal l ans an  a van  s t   nt r ris s an   ntr  r n urs  as    n NB  [Nati nal Bank      lan ]  ata  Banks’ 
receiva l s an   aya l s (m nthly  i ur s)   In all  al ulati ns, l ans an  a van  s t   nt r ris s in lu   l ans an  
advances to entrepreneurs but do not include loans and advances to non-banking financial institutions and to the 
public sector. Loans and advances to enterprises extended by banks which are a part of foreign banking groups are 
equal to total loans and advances extended by the banking sector less loans and advances extended by locally 
controlled banks for which data are available, i.e., PKO BP, GetinBank, N  l  Bank, B K, BOŚ,  li r, Inv st-Bank, 
Bank Pocztowy, and less loans and advances extended by the co-operative banking sector according to FSA 
[Financial Supervision Authority] data. 
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group of locally controlled banks (see Figure 2): locally controlled commercial banks grew their 

corporate loan portfolio by 20.6 percent, a growth rate which was 15 percentage points higher 

than GDP growth, while co-operative banks grew their portfolio by 35.4 percent, a growth rate 

which was 20 percentage points higher than GDP growth. Overall, the corporate loan portfolio 

in the entire banking sector decreased by 6.4 percent in real terms in the period in question, a 

rate 12 percentage points lower than GDP growth. 

 

It is interesting to note which factors caused the huge difference in the growth rate of corporate 

loans among different groups of banks in the period in question. 

 

In 2009-2010, the factors which curbed corporate demand for loans included: 

a)  falling investments, and 

b) the strong liquidity position of companies despite the economic slow-down, helped by a 

sharp depreciation of the zloty in 2009. 

 

The fall in demand for loans, generally observed across the corporate sector, does not explain 

the considerable difference in the growth rate of loans among different groups of banks. The 

difference in the growth rate among different groups of banks may, however, result from 

various factors im a tin  th   anks’ a ility  r  illin n ss t  l n   

 

A. The capital adequacy ratios of the bank 

B. The capital adequacy ratios of the banking group of the bank 

C. Availability of money for lending 

D. Credit risk appetite in the corporate segment 
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Figure 2. Real growth rate of corporate loans over two years: 2009-2010 
 

 
 
* PK  BP       B           B     B K  B       or, Invest-Bank, Bank Pocztowy  
Source: Own calculation based on data from NBP, KNF, GUS [Central Statistical Office], bank 
data and bank ’ financial statements 
 
Figure 3. Share of banking groups in the assets of the banking sector in 2010 
 

  
 
  PK  BP       B           B     B K  B                 -Bank, Bank Pocztowy  
Source: Own calculation based on data from NBP, FSA, CSO [Central Statistical Office], bank data 
and bank ’ financial statements 
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A. The capital adequacy ratio of the bank 

 

Figure 4 presents the biggest banks in Poland as measured by assets (top ten excluding BGK) in 

the order of their capital adequacy ratios (CAR) in 2010 at the year-end. PKO Bank Polski SA, 

which reported a high positive growth rate of corporate loans in 2009-2010 (see Figure 2), 

reported a CAR of 11.99 percent in 2010 at the year-end, i.e., above the level recommended by 

Polish Financial Supervision Authority (KNF) in 2010. However, all eight banks belonging to the 

group of foreign controlled banks, which collectively reported a strongly negative growth rate of 

loans in 2009-2010, reported a CAR which was higher (in some cases, much higher) than that of 

PKO BP SA at the 2010 year-end. This means that the lack of capital was not the main reason for 

the completely different growth rate of corporate loans in this group of banks as compared to 

PKO BP SA. 

 
Figure 4. Capital adequacy ratio of the biggest banks in Poland in 2010 
 

 
 
B  Th   a ital a  qua y rati     th  h l in   ank’s  r u   
 

The parent companies of the biggest foreign controlled banks operating in Poland posted high 

losses in 2008-2009 and used the emergency capital support of their home governments. 

Therefore, the aim of improving the consolidated capital adequacy ratio at a group level could 

have been a factor restricting the growth of assets of those banks on the Polish market and 

contributing to the negative growth rate of corporate loans. This hypothesis is corroborated by 
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the fact that, in the period in question, foreign controlled banks reduced their portfolio of 

corporate loans and significantly reduced the growth rate of the household loan portfolio while 

sharply increasing the growth rate of loans to the public sector, which carries a much lower risk 

weight than other categories of lending. Loans to the public sector in this group of banks 

decreased by 17% in real terms in 2007-2008 but grew by 85% in real terms in 2009-2010. 

 

C and D. Availability of money for lending and credit risk appetite in the corporate segment 

 

In the period under question, the banking sector experienced major liquidity issues. The 

interbank market froze. The cost of swaps, used by many banks in Poland to finance the 

portfolio of FX mortgage loans with zloty deposits, increased. At the same time, the 

depreciation of the zloty required more zloty deposits to cover swaps. Banks owned by foreign 

banking groups could no longer rely on loans from parent banks to finance the growth of 

lending. It should be stressed, however, that foreign parent banks did not withdraw existing 

exposures and, in emergency situations, even provided financial support to their subsidiaries in 

Poland. The liquidity issues resulted in harsh competition for retail deposits. Owing to its strong 

position on the retail market and trust enjoyed by a bank controlled by the State Treasury, PKO 

Bank Polski SA generated dynamic growth in deposits and its share in the deposits of the 

banking sector increased from 18.1 percent in 2008 to 20.0 percent in 2010.6 As a result, the 

 r  th     KO B ’s l n in   as n t restrained by liquidity problems. Liquidity issues could have 

potentially contributed to a curbing of lending by foreign controlled banks. However, it is 

important to note that in the period in question, foreign controlled banks, while reducing their 

corporate loan portfolio by PLN 19 billion, increased their household loan portfolio by PLN 39 

billion and loans to the public sector by PLN 6 billion. Thus, this group of banks experienced a 

substantial transformation of the structure of the loan portfolio involving a reduction of the 

share of corporate loans and an increase of the share of household loans as well as a sharp 

increase of loans to the public sector. These data suggest that it was not the liquidity issues of 

foreign controlled banks as much as the ambition to quickly reduce exposure to risk of the 

Polish corporate sector that was the main driver of the reduction of the corporate loan portfolio 

of this group of banks in 2009-2010. 

 

In response to a question about the reasons for the very high growth rate of corporate loans of 

PKO BP SA compared to the market in 2009-2010, the following key factors have been quoted:7 

1) Increase of credit margins on the market and the opportunity to build a very profitable 

portfolio of both corporate and retail loans (as a result of weak competition, see below); 

                                                        
6 O n  al ulati ns  n th   asis    th  Bank’s r   rts ( ank’s liabilities to clients other than banks) and NBP data. 
7 Conversation with Bartosz Drabikowski, Deputy President of the Management Board and Chief Financial Officer in 
PKO Bank Polski SA on 23 October 2012. 



Capital Strategy – Optimal Structure of the Banking Sector – 31 October 2012 

 Page 23 of 69 

2) Weak competition due to the fact that banks owned by foreign banking groups 

considerably reduced corporate and retail lending as a result of problems at the banking 

group level; 

3) The bank’s good liquidity and capital position; 

4) Positive macroeconomic outlook. 

 

This opinion coincides with the observation that PKO Bank Polski SA was the only bank in the 

group of the biggest banks willing to lend to new corporate clients in 2009. 

 

In summary, it should be noted that the situation which emerged in 2009-2010 was very 

unsound and problematic: banks which are subsidiaries of international banking groups and 

control more than two-thirds of the assets in the banking sector rapidly curtailed corporate 

credit. Meanwhile, the growth in corporate lending was generated by local banks that had been 

formerly less present in the segment. On the one hand, this kind of situation unreasonably 

restricts the access of the corporate sector to loans. On the other hand, the very sharp increase 

of corporate lending in locally controlled banks generates a risk of considerable credit losses of 

those banks, which may result in serious economic and political problems. 

 
Figure 5. Real growth rate of corporate loans 

 
   PK  BP       B           B     B K  B                 -Bank, Bank Pocztowy  
Source: Own calculation based on data from NBP, KNF, bank data and bank ’ financial 
statements, GUS, Eurostat 
 

Experience of the entire period 2007 – 2012 (until 30 June) 

 

Figure 5 presents the real growth rate of corporate loans in different groups of banks as 

compared to the GDP growth rate of Poland and the Eurozone. The figure suggests that the 
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growth rate of corporate loans in foreign controlled banks is much more pro-cyclical than the 

growth rate in locally controlled banks and seems more closely related to the GDP growth rate 

of the Eurozone than the GDP growth rate of Poland. 

 
Summary 

 
In summary, it should be noted that the dominance of foreign controlled banks interferes with 

th  a  quat    r  rman      th   ankin  s  t r’s  inan ial intermediary function and 

contributes to the pro-cyclicity of the credit policy. As a result, in the case of a crisis on foreign 

markets, lending to Polish companies may be curtailed following the decisions of foreign parent 

banks companies irrespective of the situation in the Polish economy (which is what happened in 

2008-2010). 

 

2. Risk of restraining financing to strategic sectors as a result of political decisions external to 

Poland8 

 

In the Polish energy strategy, a key role is played or intended to be played by sectors whose 

growth is contested in many European countries: 

 

 Coal-based energy – energy corporations from Germany (RWE) and Sweden (Vattenfall) 

present in Poland have pulled out from the planned construction of new coal-fired 

power plants in Poland. 

 Nuclear energy – Germany has decided to close down nuclear power plants. The 

construction of nuclear power plants in Poland is opposed by Germany and several other 

EU member states. 

 Shale gas – the development of shale gas production is opposed many European 

countries and jeopardises the interests of Gazprom. 

 
The sentiment of public opinion in the home countries as well as political and business decisions 

of foreign parent banks may largely hinder or even prevent foreign controlled banks operating 

in Poland from financing investments in the above sectors: 

 Banks from EU member states and Norway (Nordea) will be unwilling to finance shale 

gas production and coal-fired power plants. 

 It is very unlikely that German, Austrian, Dutch or Scandinavian banks would be willing to 

finance nuclear power in Poland. 

 French banks are unlikely to finance nuclear power other than that based on French 

                                                        
8 Based on a memo of 21 March 2012 by the Special Economic Adviser to the Minister of Foreign Affairs, Maciej 
Olex-Szczytowski (former investment banker). 
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technology. 

   lan ’s s   n   ank  y ass ts, th  Italian  niCr  it (  ka    ), is v ry unpredictable. 

UniCredit maintains close relations with the Italian champion Eni, which is an ally of 

Gazprom. 

 The Spanish Santander (BZWBK possibly merged with Kredyt Bank) appears uninterested 

in big corporate and project loans. 

 

3. Obstacles to the stable financing of the public debt 

 

In every country, local banks are an important category of buyers of public debt. As for foreign 

controlled banks operating in Poland, their ability to invest in attractive Treasuries is restricted 

by Polish sovereign risk limits imposed by foreign parent banks. 

 

Due to the structure of the Polish banking sector, the burden of financing of the public debt is 

increasingly borne by foreign investors. In the case of potential turbulences in the global 

   n my  r  th r  v nts  hi h in r as    r i n inv st rs’ av rsi n t    lish risk, Polish risk 

limits in Polish banks owned by foreign banking groups may be rapidly reduced. Hence, there is 

a serious risk of a concurrent sell-out of Polish bonds by foreign investors and by most banks 

present in Poland. Consequently, especially in view of the current situation in the global 

economy, the dominance of banks controlled by foreign banking groups significantly increases 

the risk of financing the Polish public debt. 

 

If a bank is a systemically important deposit bank in a country and the   untry’s stat   u   t 

implicitly guarantees its deposits, a situation in which this bank has externally imposed risk 

limits on the sovereign debt of this country should not be accepted by the regulators. It should 

be remembered that bank deposits in Poland are insured by the Banking Guarantee Fund 

financed through the contributions of insured banks but, in the case of a serious crisis, the pay-

out of guaranteed deposits will require the support of the state budget. 

 

The point is not to force banks to buy public debt on an unlimited scale but rather, to ensure 

that th   ank’s   li y in this r  ard is autonomously    in    y th   ank’s mana  m nt. The 

policy should not depend on limits assigned by the foreign parent bank aimed at optimising the 

 r u ’s  l  al risk  r  il , which may have negative consequences for the local deposit 

institution. For banks operating as a part of international banking groups, it is very difficult in 

practice to ensure that there are no such externally imposed limits. Therefore, it is reasonable 

for regulators to take measures to ensure that systemically important banks are locally 

controlled. 
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4. Constraints on the application of macroprudential policy 

 

The experience of the global banking crisis suggests that the macroeconomic stability of a 

country may require more than the application of the interest rate instrument. In order to 

effectively prevent booms in different market segments, it may be necessary to change the 

operating parameters of banks such as the capital requirement, the maximum ratio of loans to 

property value or to income, etc., in order to match them to the situation on the local market. 

This type of application of prudential regulations to protect macroeconomic stability is called 

macroprudential policy. 

 

 n rz    ła iński an  T masz Chmi l  ski   int  ut that in a   untry su h as   lan , where 

the banking sector is dominated by banks owned by foreign banking groups, effective 

macroprudential policy can be effectively applied only if the local banks are set apart within 

their parent banking groups, including the separation of local banks’  a ital   This r quir m nt 

rules out the centralisation of capital and liquidity management at the level of the holding 

company of an international capital group.9   ła iński and Chmielewski emphasize that the 

application of macroprudential policy will be impossible following the implementation of the 

European C mmissi n’s  r   s   r  ulati n intr  u in  the  maximum harm nisati n     

supervisory norms, which would imply that uniform prudential parameters are determined 

across the European Union.10 

 

The trend of harmonizing supervisory norms will most likely increase in the course of the 

implementation of the Banking Union concept.11 Hopefully, the Polish government will take the 

necessary measures and find allies to prevent the implementation of regulations which would 

deprive the Polish regulatory authorities of the power to make sovereign decisions concerning 

the application of macroprudential instruments.12 

 

I   maximum harmonization  is im l m nt  , l  al  ankin  supervision will be deprived of the 

                                                        
9  n rz    ła iński an  T masz Chmi l  ski,  Dusz  a harm niza  a , Rzeczpospolita, 21.10.2011. 
10 Proposed regulatory changes concerning capital requirements were approved by the European Commission on 
20 June 2011 as CDR IV Package. 
11 The European Commission proposed draft regulations creating a single European banking supervision in the 
eurozone on 12 September 2012. 
12 The maximum harmonization solutions discussed so far allow for the application of macroprudential instruments 
under reasonable circumstances with the consent of competent EU institutions. However, this cannot be 
considered a satisfactory solution. In view of this solution, if a peripheral country requests consent for the 
application of macroprudential instruments facing the resistance of European banking groups present within its 
territory, it is very likely to be told by the competent EU institution that it must first use other available tools which 
do not distort the single banking market, in particular fiscal tools. In practice, this could mean that a peripheral 
country which does not have a significant budget surplus would be unable to use macroprudential policy 
instruments. 
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power to set prudential parameters as uniform parameters will be determined across the 

European Union. In that case, local supervisors may, however, retain significant influence on the 

activity of local banks over which they will exercise the majority of supervisory obligations and 

undertake practical implementation of European prudential rules. However, local supervision 

will be almost completely deprived of influence on the activity of banks owned by foreign 

banking groups over which the majority of supervisory obligations will be exercised, in co-

operation with the European banking supervision, by the supervision in the home country of the 

holding company of the group. Therefore, the bigger the share of foreign controlled banks in the 

Polish banking sector, the greater the dangerous consequences of the implementation of 

maximum harmonization. 

 

IV. Possibilities of neutralising negative consequences of the dominance of 
foreign controlled banks through national regulations and banking supervision 
measures 
 
1. In the current legal system, the Polish Financial Supervision Authority (KNF) has the 
instruments and competences necessary to monitor and control liquidity and the required 
minimum capital and to prevent illegal cash flows between banks and their parent companies 
 
In the current legal system, owing to the possibility of defining standards and the possibility of 

monitoring the liquidity position of banks, the KNF has the instruments necessary to ensure that 

banks registered in Poland as subsidiaries of foreign banking groups pursue an adequately 

prudent liquidity policy. The KNF can monitor and prevent situations where a subsidiary bank 

operating in Poland would be used as a source of financing of the holding company to the 

detriment of the growth of lending on the Polish market or resulting in exposing collected 

deposits to risk. The KNF also has the instruments necessary to enforce the maintenance of 

 anks’  a ital at a l v l that satisfies minimum capital adequacy ratio requirements. In practice, 

the KNF can force banks to limit the amount of dividends paid out in order to maintain or 

improve capital ratios above the minimum level if the KNF considers it necessary due to higher 

business risk. It should be remembered that in 2009, all banks operating in Poland as 

subsidiaries of international banking groups respected the KN ‘s recommendation not to pay 

out dividends and to retain all profits for the 2008 financial year. More recently, the KNF 

prepared a general recommendation whereby, due to risks in the external environment, banks 

should pay out no dividends and allocate the profits generated in 2011 to increase capital. It 

additionally recommended that those banks which fulfil at least one of the indicated criteria pay 

out no dividends.13 

                                                        
13 The criteria are as follows: (1) Capital adequacy ratio of less than 12%, (2) Tier 1 ratio of less than 9%, (3) BION 
score (assessment performed by the supervision on the basis of the Supervisory Research and Assessment process) 
of less than 2.5, (4) Share of FX loans in the retail loan portfolio of more than 50%, (5) Holding bank has a shortage 
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However, it should be remembered that the general recommendation to pay out no dividend is 

an emergency instrument which should be used only in reasonable s   ial situati ns  Inv st rs’ 

concern with the unjustified and unforeseeable application of this recommendation by the 

supervisor could discourage investors from investing in banks in Poland. 

 

2. The KNF is unable to prevent a potential credit crunch in Poland by banks owned by foreign 

banking groups aiming to improve the capital ratios at the group level 

 

As noted above, there is a serious risk that some Polish banks which are subsidiaries of 

international banking groups and have a surplus of capital, ample customer deposits, and 

consider the Polish economy a space for profitable and safe credit expansion, may be forced by 

their foreign parent banks to curtail lending.  Owing to capital consolidation at the group level, 

international banking groups may benefit from the surplus capital in their Polish subsidiaries 

without taking dividends and transferring cash abroad. The surplus capital maintained on the 

balance sheet and on the account of the Polish subsidiary bank improves the capital ratio of the 

group and allows for the curbing the scale of asset reductions on other markets (see Section III, 

point 1). 

 

It must be noted that the banking supervision is unable to effectively prevent this form of use of 

surplus capital of Polish banks. Let us imagine quite hypothetically that the supervision tells a 

bank that it is extending too few loans and, consequently, has too high capital ratios. In that 

case, the bank would say that the scale of lending depends on risk assessment and, if the 

su  rvis r   li v s that th   ank’s  a ital rati  is t   hi h, th  problem will soon be solved 

through a high dividend pay-out. In that situation, it would be difficult to stop the dividend pay-

out as the right to draw a dividend is a fundamental right of shareholders and the 

recommendation of the supervision to restrict the dividend pay-out may only be based on its 

opinion that the bank needs additional capital. If, however, the supervision believes that the 

bank has surplus capital, then there are no arguments to stop the dividend pay-out. This 

assessment coincides with the position presented by KNF Chairperson Andrzej Jakubiak. In 

r s  ns  t  a qu sti n a  ut   ti ns  r v ntin  a situati n  h r     r i n shar h l  rs   ul  

exert informal pressure on the management of our banks to curtail lending,  the KNF 

Chairperson unequivocally stated that the banking supervisor has and, in a market economy, 

sh ul  hav  n   instrum nts that   ul    r    n   ank  r an th r t   uil  u  l n in   14 

 

 
                                                                                                                                                                                    
of capital compared to the required Tier 1 ratio according to the European Banking Supervision. Cf. letter of KNF 
Chairperson Andrzej Jakubiak no. DNB/I/7111/4/2/11 of 29 December 2011 addressed to bank CEOs. 
14  B     iln  ał s rz  a ania  ank   ,  a i    am ik int rvi  s  n rz    aku iak, Chair  rs n    th  Polish 
Financial Supervision Authority, Gazeta Wyborcza, 21 November 2011. 
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3. If the European Union implements the principle of maximum harmonisation of supervisory 

norms, the KNF will be deprived of its existing instruments necessary to mitigate some 

negative implications of the dependence of Polish banks on foreign banking groups 

 

If the directive proposed by the European Commission to implement maximum harmonisation 

of supervisory norms is approved, the KNF will be largely deprived of its supervisory powers 

over banks which are subsidiaries of European banking groups (see Section III, point 4). As a 

result, the KNF will be deprived of its existing instruments and powers necessary to monitor and 

control liquidity and the required minimum capital level and to prevent illegal cash flows 

between banks and their holding companies. 

 

4. Regulatory policy and the National Bank of Poland´s (NBP) bill issue policy may impact the 

amount of investment in Treasury bonds maintained by banks. However, measures taken by 

the regulators and the NBP cannot prevent a sharp reduction of Polish sovereign risk limits by 

foreign headquarters of banks present in Poland. 

 

As noted above, the dominant position of banks which are subsidiaries of foreign banking 

groups hinders the stable financing of the public debt and, in the case of the growing aversion 

to Polish risk globally, it could trigger instability in the economy. These problems may be 

prevented to some extent by regulations concerning the liquidity of banks as well as the NB ’s 

  li y    th  availa ility an  yi l     th    ntral  ank’s     sit instrum nts     r   as an 

alternative to Treasury instruments for banks. Liquidity norms and types of instruments eligible 

under different liquidity categories defined by the regulators, the NB ’s    isi ns a  ut int r st 

rat s  n  anks’ a   unts  ith th    ntral  ank, as   ll as the policy concerning the size of issue, 

the maturity structure, and the yield of NBP bills could, in combination, considerably impact the 

size of the securities portfolio maintained by banks in practice. 

 

The regulatory policy and the NB ’s   li y ar , h   v r, una l  t   r v nt a sudden reduction 

of Polish sovereign risk limits by foreign headquarters of banks operating in Poland.  

 

Such a reduction of limits may come as a reaction to many kinds of events generally increasing 

inv st rs’ risk av rsi n  r alt ring the relative perception of risk in different geographic areas or 

countries. Therefore, limits can be reduced both due to events relating directly to the Polish 

economy and developments in another European country, the entire European economy or in 

non-European economies. Under these circumstances, the potentially most stable, primary 

source of financing the national public debt, namely local deposits, could remain unused by a 

large part of the banking sector. 
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A sudden reduction in Polish sovereign risk limit could, in that case, result not from a change of 

the individual perception of the risk of the Polish economy as much as follow automatically from 

a more strategic decision to reduce exposures to risks of a greater area to which Poland belongs 

under the applicable risk management methodology. It should be noted that such a sudden 

reduction of the Polish sovereign risk limit triggered by events outside Poland is incomparably 

less likely for a stand-alone bank with a decision-making centre in Poland compared to a bank 

which is a subsidiary of an international banking group where strategic decisions are made in 

the foreign headquarters. For instance, if problems arise with the redemption of maturing 

bonds of another Central European country, Polish sovereign risk limits would most likely be 

automatically reduced in banks which are subsidiaries of foreign banking groups whereas in 

locally managed banks this might not happen at all (unless there were compelling reasons to do 

s      n in   n   lan ’s    n mi  an   is al stan in ). 

 

In a locally managed bank, strategic decisions about the size of the Polish Treasury bonds 

portfolio are made by people who are closely familiar with the Polish economic situation; in a 

bank which is a subsidiary of a foreign group, such strategic decisions are made in the 

headquarters of the group by people who are not involved in the daily monitoring of the Polish 

economy. In the former case, decisions to potentially change the size of the Polish Treasury 

bonds portfolio will, in the first place, be based on an analysis and assessment of the outlook of 

the Polish economy while developments in other countries will be considered of secondary 

importance. In the latter case, such decisions will primarily be based on the global risk allocation 

strategy for different geographic areas and regions. An assessment of the fundamentals of the 

Polish economy will, naturally, be considered as an important secondary factor but, in a crisis 

situation, decisions to reduce limits may be made automatically without going into a detailed 

evaluation of the fundamentals of the Polish economy. 

 

V. Alternatives to the foreign control of banks 

 

1. Three main models of bank control  

 

Among the 120 biggest banks in the European Union as of 2008 (see Table 1 below), 89 banks 

(i.e., 74%) have no global ultimate owner. In most cases, this implies a dispersed ownership 

structure. For 31 banks (i.e., 26%) where the ultimate owner is identified, in almost all cases, the 

global ultimate owner is either another bank (18 cases) or the central or local government (9 

cases).15 

                                                        
15 C     sina Kam rlin  an   rttu  aki aa,  Cr ss-Border Financial Institutions in the EU: Analysis of Total Assets 
and Ultimate Ownership – Bri  in  N t  , Eur   an  arliam nt, Dir  t rat    - Economic and Scientific Policy, 
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Table 1. Ownership structure of top 120 banks in the European Union in 2008 
 

 
Total 

number 

Banks with no 
identified 

global ultimate 
owner 

Banks with a global ultimate owner 

Total 

By type of ultimate owner 

Another 
bank 

Central or 
local 

government 

Another 
entity 

Number 120 89 31 18 9 4 

% share 100% 74% 26% 15% 8% 3% 

S     :                   : J. K              . M        “C    -Border Financial Institutions in 
    EU...”    .    .  T     2   . 9 
 
Three main forms of bank control can be identified: 
1) Dispersed shareholding, 
2) Control by another bank, 
3) Control by the central or local government. 
 
 
2. Dispersed shareholding is the dominant form of ownership in large private banks both in 
Europe and world-wide 
 
C nsi  r th    rl ’s t       anks  y  a ital (according to The Banker 2011 ranking). Setting 

aside three Chinese banks controlled by the state and RBS, which was taken over by the British 

government, the remaining 8 banks are private banks with a dispersed ownership structure 

where the stake of the biggest shareholder is typically well under 10% (see Table 2). 

 
As the data in Tables 1 and 2 suggest, banks which have a specific owner are almost always 

banks owned by other banks or banks controlled by the central or local government. This means 

that dispersed shareholding is, in practice, the only broadly used form of ultimate control of 

private banks. 

                                                                                                                                                                                    
Policy Department A.: Economic and Scientific Policy and Quality of Life Unit, Brussels - Strasbourg 2008. Table 2 p. 
9. 
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Table 2. Stake of the biggest shareholder in the world’s biggest private banks 
 

Position in the 
global ranking 

Bank Stake of the biggest shareholder* 

1 Bank of America 4.5% 

2 JP Morgan Chase 4.1% 

3 HSBC 1.4% 

4 Citigroup 5.0% 

5 Mitsubishi UFJ 6.0% 

7 Wells Fargo 6.9% 

11 BNP Paribas 10.7%** 

12 Barclays 8.5% 

   D                                              ’          2010     -end or later) 
**/ Stake of the investment fund controlled by the Belgian government as a remainder of the 
          ’           F      B      q         B P P          2009;                          
private shareholder is 5.2% 
 

 

3. Weaknesses of dispersed shareholding do not prompt proposals to abandon this form of 

ownership 

 

The weaknesses of owner supervision associated with dispersed shareholding have been quoted 

as one of the factors contributing to the global financial crisis. However, this has not brought 

about proposals to abandon or restrict the model of dispersed shareholding in banks. 

Specifically, no such proposals were put forth in the most renowned diagnostic reports 

published in 2009: the Group of Thirty report led by Paul Volcker16 nor the report of the High-

Level Group  hair    y  a qu s    Lar sièr  appointed by the European Commission.17 The 

Group of Thirty report includes a recommendation to prevent non-financial investors from 

taking control of banks which collect deposits guaranteed by the government. However, both of 

these reports include proposals concerning incentive systems for managers, which were taken 

into account in the regulation approved by the European Commission (implemented in Poland 

by way of the KNF resolution of October 2011). According to the regulations, a large part of the 

bonuses of people who have significant impact on risks at the bank should be conditional and 

their payment should be deferred even for several years and conditional on the lack of deferred 

negative   ns qu n  s    th  mana  rs’ decisions. 

 

                                                        
16   inan ial R   rm     ram   rk   r  inan ial  ta ility , Th   r u     Thirty (r   rt    a task   r   h a     y 
Paul Volcker), Washington, 15 January 2009. 
17  Th  Hi h-Level Group on Financial Supervision in the EU chaired by Jacques de Larosiere – R   rt , Bruss ls,  5 
February 2009. 
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4. Dispersed shareholding as a safety factor in banks 

 

The lack of proposals to restrict the dispersal of shareholding derives, among others, from the 

fact that dispersed shareholding is considered, all in all, as a factor    th   ank’s sa  ty  

Supervisors are striving to avoid a situation in which an investor holding companies in non-

financial sectors takes control of a bank. This would create the risk that the dominant 

shareholder would want to use the bank as a source of preferred lending to its companies. This 

concern is grounded in multiple cases of banks which went bankrupt due to the burden of bad 

debt extended to companies related to dominant shareholders. 

 

In many countries, dispersed shareholding is favoured by regulations and the supervision. A 

single shareholder, other than a bank or financial institution, acquiring a significant stake 

(typically defined as 10-20% of votes at the general meeting) is considered by the authorities to 

be potentially risky to the bank. This is either prohibited by law or subject to various restrictions. 

Similar restrictions and control are often imposed on non-financial entities taking control of a 

bank without holding a significant capital stake. Apart from protecting the safety of banks, the 

purpose of such regulations is, in many cases, also to stop foreign entities from taking control of 

local banks. 

 

Data compiled by the World Bank in the Banking Regulation Survey (last updated in June 2008) 

suggest that it is explicitly prohibited to acquire a significant stake in banks in 47 out of 143 

surveyed countries. In addition, acquiring a significant stake (over 10%) in a bank requires the 

approval of the regulatory authorities. 

 

For example, the US Bank Holding Company Act prohibits investors holding a controlling stake in 

a non-financial company from also holding a controlling stake in a bank holding. 

 

5. Canadian experience 

 

The experience of Canada is worth examining at some greater length. It is important to 

remember that, while the country is closely tied to the US economy, Canadian banks proved 

resilient to the 2008 global financial crisis, which was triggered in the US. 

 

In the second half of the 1990s, the Canadian government appointed a committee chaired by 

Harold MacKay to evaluate the Canadian banking sector and draft recommendations for the 

future. The committee came up with a number of reasons to retain Canadian control of 

Canadian banks. In particular, it noted that local banks are the base for local financial centres 
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which can offer better quality jobs to qualified Canadians and generate greater tax revenue; 

Canadian banks are considered to be more sensitive to the local market situation than foreign 

banks could be, especially in the time of economic slow-down; there is a concern that foreign 

controlled banks would be less willing than Canadian banks to provide financing to Canadian 

companies; foreign control of banks could eliminate control over the production and allocation 

of loans.18 Current regulations in Canada accommodate the results of the analyses and 

recommendations of the MacKay committee. Banks with capital exceeding CAD 8 billion (five 

Canadian banks operate above that threshold) cannot have a shareholder holding more than 

20% of votes at the general meeting. In fact, control of a bank is not allowed either, even below 

the threshold of 20% of capital. The law provides for exceptions and, in particular, allows 

shareholders that are financial institutions (banks or insurers) with dispersed shareholding to 

h l  m r  than   %    a  ank’s  a ital. With the diminishing size of a bank, the scope of 

restrictions on the shareholding structure also diminishes; there are no restrictions for banks 

with capital below CAD 1 billion.19 

 

The case of Canada suggests that the issue of local control of banks can be taken very seriously. 

The experience of Canada demonstrates that dispersed shareholding can be an effective form of 

bank   n rshi   r m th    rs   tiv     th   ank’s sa  ty an  the retention of local control of 

the bank, and that there is no need to maintain stringent control rules for all categories of 

banks. 

 

6. Local control does necessarily mean that the majority of capital must be held by local 

shareholders 

 

In  as      is  rs   shar h l in , th   ank’s a tual    isi n-making centre is in its 

management in the head office. The management has much more freedom to act as long as it 

addresses the expectations of the shareholders. The less satisfactory the result of the 

institution, the more likely it is that shareholders will come to an agreement to replace the 

management of the bank. The bank is also subject to local prudential regulations and local 

supervision. For the actual decision-makin    ntr     th   ank t     in th    untry    th   ank’s 

head office, it is not necessary that the majority of shares be held by local shareholders. This is 

demonstrated by the example of large European banks with dispersed shareholding. For 

instan  ,   r i n inv st rs h l  53%      rmany’s D uts h  Bank, 58%    Italy’s  niCr  it an  

as mu h as 63%    Hun ary’s OT  Bank.20 Observers have no doubts as to where the decision-

                                                        
18 Based on: Restrictions on foreign ownership In Canada, Policy Group, Transport Canada, Government of Canada, 
2003 and R         C     ’  F         S        S     .                       , Department of Finance Canada, 
June 25, 1999. 
19 Bank Act, Canada. 
20 Data published by banks on their websites. 
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making centre of those banks is even though the majority of shares are held by foreign 

investors. 

 

7. Dispersed shareholding presents other challenges for the supervision than control by a 

strategic investor 

 

From the perspective of banking supervision, a bank with dispersed shareholding poses other 

challenges than a bank which is a subsidiary of a foreign bank. For a subsidiary bank, the local 

supervision for the most part focuses on monitoring its relations with the holding company and 

checking whether the holding company is able and ready to provide the subsidiary with 

necessary support. For a bank with dispersed shareholding, the supervision must ensure that 

the bank is managed in such a way that it can independently maintain safety and stability. In our 

opinion, the Polish supervision is experienced enough to be able to face this challenge. 

However, it is clear that such a transformation of the shareholding structure of a local bank will 

require a major adjustment    th  su  rvis r’s r utin  a  r a h.  

 

8. How to ensure the stability of a dispersed shareholding structure 

 

The stability of a dispersed shareholding structure can be ensured by introducing a statutory 

provision limiting the voting right of a single shareholder to no more than 10% of votes at a 

general meeting. 

 

Such a statutory restriction also creates a risk. In some cases, the management structure of a 

bank may be pathologically petrified and restrictions on the voting right may in practice prevent 

the r  la  m nt    th   ank’s mana  m nt  y th  shar h l  rs  Limits on the voting right may 

also stand in the way of the ownership transformation necessary to support the bank. 

Therefore, it is important to consider introducing a safety mechanism in the form of a statutory 

provision authorising the Polish Financial Supervision Authority (KNF) to decide in reasonable 

cases to waive the provision limiting the percentage of votes allowed for a single bank 

shareholder for the duration of a specific general meeting. 

 

9. There is space for banks with dispersed private shareholding in Poland 

 

If private banks with decision-making centres in Poland are to play an important role in the 

financial system in Poland similar to other big EU economies, then one must accept the model 

of a bank with dispersed private shareholding. In practice, dispersed shareholding is the only 

broadly used form of ultimate control of non-state banks approved by regulators. 
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10. Illusory alternative: direct or indirect state control 
 
Data in Table 1 suggest that the most important form of ultimate control of banks after 

dispersed shareholding is control by the central or local government. Nowadays, many banks in 

Europe have a large, often dominant stake of state capital as a result of capital support from the 

state extended in the time of crisis. However, it is generally considered to be a transitional 

situation. The assumption is that such banks will be privatised as soon as market conditions 

allow. In the meantime, public authorities are trying not to interfere in day-to-day management 

and allow managers to run those institutions as if they were private. 

 

The experience of many countries suggests that the retention of state control of banks involves 

huge risks as the future of managers depends on the decisions of politicians. Bank managers 

must seek the favours of politicians to keep their positions. Politicians often try to take 

advantage of the possibility of influencing banks in order to use them (more precisely, the 

money they collect) in support of preferred sectors of the economy, specific companies, and to 

solve ongoing problems or pursue their often very noble ambitions. To fall to this temptation in 

an open economy usually entails losses and, as a result, the state budget often bails such banks 

out at the expense of taxpayers. As a cautionary tale, in the early 1990s, the French state bank 

Credit Lyonnais pursued the ambitious idea supported by the political elite of building a national 

 ham i n, a   m  tit r t    rmany’s Deutsche Bank, and was also used to support important 

 r n h   m ani s  Th   ank’s  x ansi n initially ins ir   admiration but ended with gigantic 

losses; the bank was saved from bankruptcy through the financial aid of the state. The cost of 

the intervention was at least USD 20 billion, which in 1997, many years before the current 

financial crisis, The Economist  all    th   i   st sin l   inan ial  isast r ever seen in the 

Western   rl   21 

 

  lan ’s  i   st  ank, PKO Bank Polski SA, is a bank controlled by the state. In recent years, the 

bank has very successfully improved its market position and maintained a very good financial 

standing. However, according to opinions voiced in public debate, in its activity, PKO BP SA 

considers the political context, which in some cases could be disadvantageous to the 

shareholders and deposit owners. In Gazeta Wyborcza,22 Tomasz Prusek claimed that  KO B ’s 

decision to save Polimex Mostostal addressed the   v rnm nt’s    n mi    li y to a greater 

extent than the interest of the bank and its shareholders. We do not wish to express an opinion 

on the deal as it is not the topic of our analysis or assessment. However, we believe that 

 rus k’s   siti n qu t   a  v  sh ul  s rv  as a  arnin  an  an indication that control over 

                                                        
21  Th  l ss n    Cr  it Ly nnais  an   Th   th r s an al    Cr  it Ly nnais , The Economist, July 5, 1997. Cf.: 
 t  an Ka al  ,  rtur Ni ra k  an  C zary  ty ułk  ski,   ry atyza  a  ank       ls    D   ia  z nia Banku 
Han l      ,  9   ril      (manus ri t)  
22 T masz  rus k,   KO B   yr  za rz   , Gazeta Wyborcza, 30.09.2012. 
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the management of PKO BP SA exercised by the central government is a significant risk factor. 

The risk could be augmented by the conviction of the government that PKO BP SA is a bank that 

is strong enough to be effectively used to solve various problems faced by the government or to 

pursue noble visions of the state. 

 

The possibility that politicians could influence the management of a bank, which is hard to rule 

out in a bank controlled by the state, generates serious risks. Therefore, it is important to 

restri t th    ssi iliti s     x ansi n    th   tat  Tr asury’s r alm in th   ankin  s  t r  In  ur 

opinion, the stake of banks controlled directly or indirectly by the State Treasury, which 

currently represent about 20 percent of the assets of the banking sector, should not exceed 25 

percent, even temporarily, in the next 10 years. This means that the model of a bank controlled 

by the State Treasury cannot be a viable alternative replacing the model of a bank controlled by 

a foreign banking group if the share of the latter model in the assets of the banking sector is to 

be reduced by 35-40 basis points. 

 

VI. The target model of the banking system supporting long-term economic 
growth 
 
1. Main goals of the state’s influence on the size and structure of the banking sector 
 

The stability of the banking sector is important to economic growth; hence, it is necessary to 

maintain solutions which ensure the stability of the banking sector. Such solutions effectively 

prevent outbreaks of bank panic and the economic collapse that such panic could trigger. At the 

same time, the protection of the banking sector by the state generates costs and produces 

negative developments: it creates fiscal risk and distorts the motivations of managers. Hence, 

state policy should: 

a) aim at maintaining a size and structure of the banking sector such that the potential fiscal 

obligations necessary to ensure bank stability can be borne by the state; 

b) take the necessary measures to shape the structure of the banking sector so as to achieve the 

most favourable relation possible between the ability of the banking sector to finance the 

economy and fiscal risk. 

 

2. The core function of the national banking sector should be collecting local deposits and 

lending to local companies and households rather than intermediation in international capital 

transfers  

 

In the light of the experience of the global financial crisis, it is obvious that the key to economic 

growth is the ability to generate local savings and effectively use them for investments 

enhancing the productivity of the economy. 
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Foreign capital may contribute to economic growth but its inflow is often a source of instability 

which may, consequently, have a negative impact on growth. While there is a host of strong and 

convincing empirical data suggesting that free trade has a positive impact on economic growth, 

there is no compelling evidence that the free movement of capital has a generally positive 

impact on growth. The authors of a recent empirical study examining the relationship between 

international capital flows in some 100 countries in 1990-2010 put forth the following 

conclusions:23 

 The impact of foreign direct investments on economic growth is large and robust.  

 The impact of equity investments (acquisition of shares on the exchange) on economic 

growth is smaller and less stable.  

 The inflow of capital in the form of short-term debt does not impact economic growth 

before the crisis and has a negative impact during the crisis. 

 

Those conclusions coincide with everyday observations and are shared by the authors of this 

report. Foreign debt capital transferred through the banking system may help to accelerate 

economic growth for some time but it is also a risk factor. The uncontrolled inflow of foreign 

debt capital, especially if used to finance consumption or property, may erode competitiveness 

and create bubbles on asset markets. The consequences of the materialisation of such risks can 

be analysed in the examples of Ireland and the Baltic States, which used foreign debt24 to 

generate high growth for some time but were eventually hit with a strong crisis and their 

economies shrank dramatically after 2008. 

 

Foreign debt transferred through the banking system may help to grow loans over and above 

the local deposit base. If reasonably controlled, this may be temporarily beneficial for the 

economy. However, a sudden inflow of such debt and lending expansion based on it may itself 

become a driver of crisis. This is what happened in Poland, fortunately on a relatively limited 

scale, in the years directly preceding the global financial crisis. At that time, the dynamic growth 

of the portfolio of FX housing loans was financed largely through loans extended to banking 

subsidiaries in Poland by their foreign parent banks. In 2006, the ratio of bank loans to deposits 

in Poland was 80 percent. However, over the next two years, it increased by 28 percentage 

                                                        
23   shua  iz nman, Y thin  in arak an  D n hyun  ark,  Ca ital  l  s an  E  n mi   r  th in th  Era of Financial 
Integration and Crisis, 1990-     , NBER   rkin   a  r  75  , Cam ri   ,  assa hus tts, O t   r       Th  
conclusions converge with the conclusions of: Rudiger Ahrend, Antoine Goujard and Cyrille Schwellnus, 
 Int rnati nal  a ital m  ility   hi h stru tural   li i s r  u    inan ial  ra ility? , OECD E  n mi    li y  a  rs, 
No 02, June 2012. 
24 In both cases, the volume of bank loans largely exceeded savings placed as bank deposits. In Ireland, foreign 
capital which financed lending came in the form of debt issued by banks on the capital and interbank market; in the 
Baltic States, foreign capital came in the form of loans extended to local banks by their foreign parent banks. 
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points and reached 108 percent at the end of 2008. It could be said that Poland belatedly but 

dynamically followed other European countries on the road to unsound and risky relations on 

the balance sheet of the banking sector.25 In hindsight, it seems that the inflow of foreign debt 

transferred through banks at that time posed a risk to the economy. If the trend had not been 

stopped in 2008 and if the financial gap and the rate of fx loans to GDP had continued to 

increase, the Polish economy could have faced a similar crisis as did other countries of the 

region, in particular the Baltic States. 

 

The distinguishing feature of banks which are subsidiaries of foreign banking groups, namely 

their ability to grow lending based on foreign funding, is not an obvious advantage from the 

  rs   tiv     th    untry’s l n -term economic growth. In fact, if not properly controlled, it 

may become a serious risk factor. 

 

The above considerations lead to the conclusion that the core function of the national banking 

sector should be collecting local deposits and lending to local companies and households rather 

than intermediation in international capital transfers. It should be stressed that this position 

does not necessarily imply that major restrictions should be imposed on the movement of 

capital. However, it implies that transfers through the balance sheets of local banks should be 

disciplined by conservative prudential criteria so that risk involved in such transfers does not 

spill over to local banks or generate fiscal risk even indirectly due to its scale. 

 

3. Loans to the non-government sector as a percentage of GDP should be no more than 100% 

 

The experience of the global financial crisis which started in 2008 made economists and 

politicians realise that the financial systems of some countries are too big compared to their 

economies. They remembered the opinions previously put forth by some economists that once 

the financial sector has exceeded a certain size, its further growth may have a negative impact 

on economic growth. A summary of statistical surveys presented in a study published by the 

International Monetary Fund suggests that the impact of the financial sector on economic 

growth changes significantly with the growth of loans to the private sector as a percentage of 

GDP.26 If the percentage is very low, there is no statistically significant impact on economic 

growth, but once it reaches 30-70%, it has a significant positive impact on economic growth. If 

the percentage exceeds 70%, its further growth brings no further benefits. Once it exceeds 

100%, any further growth of loans to the private sector as a percentage of GDP has a clearly 

negative impact on economic growth. 

                                                        
25 C    t  an Ka al   an   n rz    ła inski,  Kr  yty  alut    m    szk  zi  , Gazeta Wyborcza, 5 August 2010. 
26 Jean-Louis Arcand, Enrico Berkes and Ugo Panizza,  T    u h  inan  ? , Int rnati nal   n tary  un , I   
Working Paper no WP/12/161, [Washington] June 2012. 
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Loans to the private sector as a percentage of GDP in Poland grew in 2007-2011 from 30% to 

50%.27 It seems that the further growth of loans to the private sector as a percentage of GDP in 

Poland might still have a positive impact on economic growth. However, it should be stressed 

that the percentage is quickly approaching a level where its growth by itself is no longer likely to 

have a positive impact on economic growth. 

 

However, what is important is not only the size of total loans to the private sector but also their 

structure. Some studies suggest that there is a positive correlation between loans to companies 

and economic growth and no such correlation for loans to households.28 

 

The size of the banking sector should be monitored and controlled because the expansion of the 

banking sector is accompanied by growing fiscal risk related to the obligation to ensure the 

stability of banks. The expansion of the banking sector above a certain size has a negative 

impact on economic growth. Loans to the non-government sector as a percentage of GDP 

exceeding 70% should be a warning sign for the regulatory authorities. When they approach 

100%, it should trigger very determined systemic measures using macroeconomic and 

macroprudential instruments and the institutional solutions necessary to prevent the further 

growth of loans as a percentage of GDP. 

 

4. The loans to deposit ratio should be less than 100% 

 

The loans of local banks should be financed with local deposits; hence, the loans/deposits ratio 

should be less than 100%. 

 

5. Households should only be credited by local banks and in the local currency 

 

FX loans for households on a large scale create a very high macroeconomic risk and undermine 

the effectiveness of monetary policy.29 

 

Companies should be able to take loans both domestically and internationally, but the level and 

structure of their debt should be monitored. 

 

                                                        
27 Own calculation based on NBP and CSO data. Private sector means households and companies other than the 
sector of public finance (i.e., includes companies controlled by the State Treasury). It should be noted that the 
World Bank database shows a higher percentage: it increased from 46% to 66% in 2007-2011. 
28 On the basis of data for 45 countries in 1994-2005. Cf. Thorsten Beck, Berrak Buyukkarabacak, Felix Rioja and 
N v n Val v,   h    ts th  Cr  it?  n  D  s It  att r? H us h l  vs   irm L n in  a r ss C untri s , Th    rl  
Bank, Policy Research Working Paper 4661, July 2008. 
29  t  an Ka al   an   n rz    ła iński,  Kr  yty  alut    m    szk  zi  ,  az ta  y  r za, 5  u ust       
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6. Investment banking should be separated from deposit-taking and lending operations 

 

It is common knowledge that the elimination of the separation between deposit-taking and 

lending operations on the one hand and investment banking on the other hand in the USA by 

way of the final repeal of the 1933 Glass-Steagall Act in 1999 contributed to the outbreak of the 

financial crisis less than 10 years later. Nowadays, the USA, the UK and the EU are 

implementing, drafting, or discussing solutions which would restore some form of separation of 

these activities in order to prevent the use of deposits guaranteed by the state in risky 

speculative operations.30 

 

7. Proposed ownership structure of banks 

 

Table 3 below presents proposals for the structure of the banking sector as a target to be 

achieved in the next 10 years. 

 
Table 3. Target structure of the banking sector in 10 years 
 

Group of banks Share in the assets of the banking sector 

Now Target 

Subsidiaries of foreign banking groups 69% 30-35% 

Banks directly or indirectly controlled by the 
 tat  Tr asury ( urr ntly  B K,  KO B , BOŚ an  
Bank Pocztowy)* 

20% up to 25% 

Banks with a dispersed shareholding structure 
controlled by institutional investors and 
protected from take-over by a strategic investor 
through special statutory provisions 

0% 30% 

Other banks controlled by private investors 5% 4-12% 

Co-operative banks 6% 6-8% 

*/ We assume that BGK will remain a state-owned bank, PKO BP SA and Bank Pocztowy SA will 
                                    S     T              B   S            ivatised. We assume 
                                                                         B   S                     
may result from the organic growth of the other three banks, mainly the strong growth of Bank 
Pocztowy thanks to tapping the potential of co-operation with the Polish Post. 
 
 

                                                        
30 In the USA, the Volcker Rule is such a solution, currently under implementation as part of the 2010 Dodd-Frank 
Act. In the UK, recommendations concerning ring-fencing of deposit-taking and lending operations within financial 
groups have been presented by an independent government-appointed committee headed by John Vickers in its 
September 2011 report. In the EU, recommendations in this regard have been drafted by a committee of experts 
chaired by Erkki Liikanen, Governor of the Bank of Finland, appointed by Commissioner Michel Barnier. 
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8. Restrictions on concentration 
 
After the outbreak of the global financial crisis in 2008, everyone realised the systemic risk 

generated by excessive concentration in the banking sector and the existence of financial 

institutions which were  t    i  t   ail . As a result, a proposal emerged in the public debate in 

Poland that regulators should not allow the biggest banks in the Polish banking sector to 

increase their market share by way of acquisitions. 31  This proposal corresponds to the 

regulations which apply in the USA. The 1994 Riegle-Neal Interstate Banking and Branching 

Efficiency Act in the USA prohibits an increase of the deposit market share above 10% through 

mergers (while allowing for organic growth above that limit)    lan ’s t   lar  st  anks,  KO 

BP SA and Bank Pekao SA, have a deposit market share well over 10% each. With such a high 

deposit market share, regulators should not allow any increase of the market share through 

acquisitions. It is recommended to introduce this rule as a legal regulation. 

 

VII. Possible scenarios of transforming a bank which is a subsidiary of a foreign 
banking group into a locally controlled bank 
 
Different options are possible to transform a bank owned by a foreign banking group into a 

locally controlled bank with a dispersed ownership structure. Several such options are 

presented in this section. The next section presents at greater length one possible scenario of 

such a transformation. 

 

Possible scenarios of transforming a bank owned by a foreign banking group into a locally 

controlled bank with dispersed private shareholding: 

 

1) Transformation by an existing strategic investor which sells its stake on the Warsaw Stock 

Exchange where shares are bought by investors not allowed by the regulators to exceed the 

threshold of 10% of shares 

 

In this scenario, the strategic investor could be motivated by the need to sell the held 

controlling stake while being unable to find a strategic investor acceptable to the Polish 

regulators. In the case of a clear and consistent regulatory policy, before selling the shares, the 

strategic investor may amend the statutes by restricting the voting rights of a single shareholder 

to 10% while waiving the restriction for the strategic investor until it exits the investment. The 

implementation of this scenario would require clear and determined supervisory measures as 

the introduction of such a statutory amendment would probably have a negative impact on the 

market valuation of the shares held by the strategic investor. 

                                                        
31 C    t  an Ka al  ,     m  i   anki , Gazeta Wyborcza, 7 November 2011. 
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2) Acquisition of a controlling stake by an investor or group of investors together with the 

 uy r’s  uarant   that th  a quir    ank  ill    trans  rm   int  a sta l  l  ally   ntr ll   

bank by way of introducing a provision of the bank’s statutes restricting the maximum number 

of votes of a single shareholder (or group of related shareholders) to 10% of votes at a general 

meeting. The restriction may be waived for a specific period of time for the investor 

transforming the bank into a locally controlled bank. 

 

3) Acquisition of a bank from which a strategic investor is exiting by another local bank 

(Transforming Bank) which can guarantee that, after the transaction and the merger, the 

merged bank will take the form of a locally controlled bank with dispersed shareholding by way 

of introducing the above restriction on the maximum number of votes of a single shareholder. 

 We assume that, for the purpose of the acquisition, the Transforming Bank will have to 

increase the capital by issuing shares for investors on the Warsaw Stock Exchange. 

 The Transforming Bank may, at the outset, be a private bank or a bank controlled by the 

State Treasury but, for the success of the share issue, the bank´s management must be 

composed of managers whose qualifications and experience are credible to investors. 

 If the Transforming Bank is a private bank, the investor controlling the bank could, for a 

specific period of time, be exempt from the restriction on the number of votes 

introduced in the statutes (in practice, due to an increase of the capital of the 

transforming bank and the merger, the share of the investor originally controlling the 

Transforming Bank will be significantly reduced after the transaction). 

 If the Transforming Bank is a bank directly or indirectly controlled by the State Treasury, 

it is necessary to ensure that the stake of the State Treasury after the transaction is 

reduced so as to exclude the possibility that the merged bank remains controlled by the 

State Treasury. 

 

4) Acquisition of the bank for a transitional period by a public entity (Bridge Vehicle) acting as a 

bridge buyer, which will subsequently sell the bank in a dispersed model following the 

amendment of the statutes restricting the possibility of shareholding concentration. The 

opportunities and risks relating to the creation and operation of a Bridge Vehicle are discussed 

in Section XI. 

 

VIII. Scenario of “domesticating” a bank through dispersed private capital 
 
Below, a scenario is described in which a bank is acquired by a group of investors (Syndicate) 

composed of a lead investor (Lead Investor) and portfolio investors (Portfolio Investors). The 

Lead Investor acts as a representative of the Syndicate running the due diligence of the bank to 
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be acquired, conducting negotiations with the seller and making arrangements with the 

regulatory authorities. The function of Lead Investor could be performed by one entity or jointly 

by two or three entities. 

 

1. Assumptions and key elements of the transaction 

 

1) A foreign banking group wants to sell its subsidiary bank in Poland (Bank) in order to improve 

its capital ratio. 

2) The sale of a controlling stake to a new strategic investor is not possible as there are no 

interested buyers or such buyers are not acceptable to the Polish regulatory authorities. 

3) A group of financial investors decide to use the opportunity of not having to compete with 

potential investors willing to pay a premium for strategic control of the Bank. The group sets up 

the Syndicate in order to buy the entire stake held by the foreign strategic investor in a single 

transaction and to transform the Bank into a locally controlled bank. 

4) The sta ility     l  al   ntr l    ul      nsur    y intr  u in   r visi ns int  th  Bank’s 

statutes prohibiting a single investor from taking control of the Bank. Such provisions may in 

particular restrict the voting rights of a single shareholder to no more than 10% of votes at the 

General Meeting. However, in order to enable the Lead Investor to act, it might be necessary to 

exempt the Lead Investor from the restriction on the voting rights for a specific period of time. 

5) The target ownership structure and the target rules of appointing and managing the 

authorities of the Bank should be decided in consultation with the Polish Financial Supervision 

Authority (KNF) and are subject to its approval. 

6) A problem to be resolved where a group of financial investors acquire the stake of a foreign 

strategic investor is the replacement of financing provided by the parent bank (this issue is 

further discussed in Section IX). Investors buying the stake from the strategic investor should, in 

co-operation with the KNF, decide with the exiting strategic investor about the path of 

withdrawing the debt financing the strategic investor provides. In order to avoid a gap in the 

 ank’s liabilities, due to the withdrawal of funding by the exiting strategic investor, it may be 

necessary to reduce the growth rate of assets and to grow the deposit base more actively. 

Under these circumstances, the NBP should consider providing support to cover specific risks in 

th  Bank’s lia iliti s for some time. For example, the NBP could provide the Bank with 

refinancing credit or swap lines, replacing the financing being withdrawn by the exiting strategic 

investor. The NBP could also offer liquidity support if deposits are withdrawn from the Bank 

after the transaction. 

7) The European Bank for Reconstruction and Development (EBRD) could also participate in the 

transaction as a buyer of an equity stake or provider of financing and liquidity to the Bank, 

helping to replace financing provided by the exiting strategic investor. The EBRD could also play 

an a tiv  r l  in th  Bank’s mana  m nt structure for a specific period of time as an additional 
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factor stabilising the Bank while it develops its new management and supervision structure. 

8) The preparation and implementation of such a transaction requires the active engagement of 

the Lead Investor (whose role is discussed at greater length below). In order to act effectively, 

such an inv st r sh ul    t s m  kin      s  t  su   rt  r m the KNF, such as a letter of 

  n iti nal a  r val    th  L a  Inv st r’s     rts  

9) It should be noted that the Lead Investor acquires a minority stake in the Bank, guided not so 

much by strategic motivation but as a prospect of financial gain it will realise by selling its stake 

on the Warsaw Stock Exchange after the agreed minimum holding period. 

10) After closing the transaction, the Portfolio Investors should have the freedom to sell their 

stake on the Warsaw Stock Exchange, but must realise that they cannot expect to earn a 

premium by selling the stake to an entity interested in taking control of the Bank as taking such 

control is prohibited by the statutory provisions or the policy of the supervisory authorities. 

 

2. Composition of the investor group 

 

1) It is advisable for the Syndicate to include both Polish and foreign investors. The greater the 

share of foreign investors in the Syndicate, the lesser the outflow of capital from Poland as a 

result of the transaction. The participation of Polish investors is necessary in light of the 

     tiv      nsurin   l  al   ntr l    th  Bank  an     aus  th   n a  m nt    l  al 

institutional investors is a factor enhancing the credibility of the transaction and reducing the 

risks perceived by foreign portfolio investors. An aggregate share of foreign investors in the 

Bank’s shar h l in  at 5 %  r even slightly more should not be considered contradictory to the 

retention of local control. 

2) It is likely for the Syndicate to include 10-50 investors, where each Portfolio Investor would 

buy a stake of 1-10% while the Lead Investor would acquire a stake of 10-20%. 

3) The structure and implementation of the transaction must respect the rights of existing 

minority shareholders of the Bank. In most cases, the transaction will require a tender offer as 

the members of the Syndicate will be considered as acting in concert (their stakes will then have 

to be aggregated). We assume that after the Syndicate has acquired the stake of the strategic 

investor and bought the shares in a tender offer, at least some of the existing minority 

shareholders will remain shareholders of the Bank. The Bank will remain a public company listed 

on the Warsaw Stock Exchange. 

4) The Syndicate may include: 

 Polish institutional investors such as pension funds, investment funds, insurance 

companies and large industrial companies with substantial cash reserves. 

 Foreign portfolio investors such as pension funds, investment funds and private equity 

investors. 
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5) Members of the Syndicate acquiring significant stakes will be likely to expect representation 

 n th  Bank’s  u  rvis ry B ar   

6) Assuming the potential assets of local portfolio investors, their contribution to the 

transaction may significantly exceed PLN 4 billion. It should be stressed that the propensity of 

local investors to participate in the transaction will largely depend on the financial strength and 

reputation of the Lead Investor. 

7) Pension funds may play an important role in the group of local portfolio investors. Due to 

their financial potential and broadly recognised role as an active local exchange investor, they 

may make the transaction credible to foreign portfolio investors and local retail investors. The 

current rules of evaluating the performance of pension funds do not promote more radical 

investment decisions  u  t  mutual   n hmarkin ,  hi h r sults in a kin      h r    havi ur  

of this group of investors. It could be expected that the decision of one or two of the larger 

pension funds to take part in the transaction would encourage other funds to do the same. 

However, pension funds cannot be expected to be willing or able to play the role of the Lead 

Investor.  

 

3. Lead Investor 

 

The Lead Investor should have experience with investments in the financial sector. It should 

have its own capital resources and the ability to attract partners for investments. It should also 

be able to negotiate with the seller and the regulatory authorities. The Lead Investor should 

perform the following tasks: 

 

1) Conducting a valuation of the Bank and identifying the main opportunities for revenue 

growth as well as potential difficulties in taking over ownership from the exiting strategic 

investor. 

2) Preparing the proposed ownership structure of the Bank after the transaction and solutions, 

ensuring the long-term retention of local control. 

3) Identifying potential co-investors and arranging the Syndication whereby each member 

commits to acquiring a s   i i  stak  ( r m   t    %    th  Bank’s shares). 

4) Potentially approaching the EBRD to gain its support for the investment and arranging the 

nature and scope of its participation. 

5) Evaluating th  suita ility    th  Bank’s mana  m nt   ar  m m  rs  I  it is    m   

necessary to replace the management of the Bank, the Lead Investor should identify a candidate 

for CEO and, jointly with the candidate, come up with the proposed composition of the 

management board. 

6) Arranging potential liquidity lines with the NBP (e.g., refinancing credit for the Bank secured 

with a separate part of the loan portfolio, swap lines) which allow for replacing the financing 
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being withdrawn by the exiting strategic investor on terms which are not restrictive in nature. 

7) Consulting the KNF in order to define a management structure conducive to the stability of 

the Bank and to confirm that the proposed mechanism of ensuring long-term local control and 

the transaction as a whole are acceptable to the supervisor. 

8) Preparing and presenting on behalf of the Syndicate a non-binding offer to buy the entire 

stake from the exiting strategic investor. 

9) Negotiating with the seller and closing the deal. 

  ) Intr  u in  a r    am n m nts t  th  Bank’s statut s an   han  s t  th    m  siti n    

th  Bank’s auth riti s t   th r  ith the other Syndicate members. 

11) Playing an active role in owner supervision by means of adequate representation on the 

Supervisory Board, which should also include representatives of other significant Syndicate 

members and independent Supervisory Board members. 

12) Holding a stake in the Bank for at least for the agreed minimum holding period (3 – 5 years) 

with an early exit option subject to the KN ’s approval. 

 

The function of Lead Investor could be performed by one entity or jointly by two or three 

entities. We believe that local institutional investors and international private equity investors 

could be potential candidates for Lead Investor (or Co-Lead Investor). 
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IX. Problem of replacing financing provided by the exiting strategic investor 

 

When a group of financial investors acquire the stake of a foreign strategic investor, replacing 

the financing provided by the parent bank may be a problem. Data illustrating the scale of the 

 r  l m in th   r u       lan ’s t       anks ar   r s nt   in Ta l      low. 

 
Table 4. Debt financing provided by foreign parent banks to their Polish subsidiaries 
 P     ’      10                                          -end 2011) 
 

Bank 30 September 2011 30 September 2012 
Change from 30.09.2011 

to 30.09.2012 

 PLN bn 
% of loan 
portfolio 

PLN bn 
% of loan 
portfolio 

PLN bn 
% of loan 
portfolio 

PKO BP Not applicable 

Pekao SA 2.6 3% 3.0 3% 0.4 0 pp 

BRE 28.8 45% 21.5 31% -7.2 -13 pp 

IN  BŚ 3.4 9% 3.0 6% -0.4 -3 pp 

Millennium 0.0 0% 0.2 1% 0.2 1 pp 

GetinNoble Not applicable 

BZ WBK 0.2 0% 0.0 0% -0.1 0 pp 

Kredyt Bank 12.2 41% 6.5 22% -5.7 -19 pp 

BPH 17.1 58% 15.5 60% -1.6 2 pp 

Nordea 17.5 67% 18.1 67% 0.6 0 pp 

Total 81.1 
Not 

applicable 
68.0 

Not 
applicable 

-13.9 
Not 

applicable 

S     :      ’                     . 
 
In addition to loans, advances, and deposits, some banks also use standing FX swap lines, which 

allow them to finance the portfolio of FX loans with PLN deposits. 

 

Taking control of banks without ensuring how to replace the financing previously provided by 

parent banks would impair the liquidity of the Polish banking sector and, in some cases, could 

actually prevent the continuation of bank’s activity. 

 

In cases where the exiting strategic investor is being replaced by portfolio investors, none of 

whom are acquiring a controlling stake, they cannot be expected to be willing or able to provide 

debt financing to the bank. 
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Three ways to solve the problem of financing: 

 

1. The exiting strategic investor continues to finance the bank until the expiration of the loan 

portfolio originally financed by credits provided to the bank by this investor. 

 

This solution is justified by long-term commitments to ensure the stability of the institution 

given to the supervision by investors when taking control of Polish banks. This solution could be 

combined with transferring the loan portfolio onto the balance sheet of the former parent bank 

while keeping the administration of the portfolio in the former subsidiary. 

 

Disadvantages of the solution: 

 It could be very disadvantageous from the perspective of the capital ratios of parent 

companies, which the latter will be striving to avoid (it would also additionally increase 

the selling price of the bank).  

 Transferring the loan portfolio onto the balance sheet of the holding company could be 

very complicated. It could be hard to perform and difficult to manage due to the risk of 

insufficient control over later servicing and administration of the portfolio. 

 

2. The exiting strategic investor maintains its credits to the bank until the expiration of 

contractual maturities. 

 

According to the KNF, about 50-60% of wholesale financing has maturities of less than 1 year. 

This would require an accelerated adjustment of th   ank’s  alan   sh  t  y way of reducing 

the growth rate of assets or even reducing the assets and attracting more deposits. 

 

 Disadvantages of the solution: 

 Temporary very negative impact on the results of the bank. 

 It may tri   r      sit  ars , i.e. a significant increase of deposit margins on the market. 

 

3. Replacing financing from the existing investor with NBP refinancing credit extended to the 

bank on the date of maturity of financing from the former parent bank. 

 

For this purpose, the bank could use the NB ’s r  inan in   r  it s  ur    ith th  l an 

portfolio. A solution consisting in transfers of credit receivables as security of funding provided 

by the central bank has been used by the Deutsche Bundesbank. The NBP would have to set the 

criteria of accepting debt as collateral. A two-pronged approach to a debt credit rating is 

possible: 

 Use and application by the NBP of its own credit rating system; for example, the 
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Bundesbank has its own credit rating system for debt under loans to companies and 

individuals pursuing a business. 

 Use of debt rating assigned by banks extending the loans – in that case, it would be 

advisable to have the NBP/KNF perform annual reviews of debt rating methodologies 

(recommended due to lack of time to develop and test its own system of credit rating). 

Refinancing credit should be extended in the currency of existing financing provided by the 

parent bank or else its currency structure should correspond to the currency structure of the 

loan portfolio financed with it. Refinancing credit should be extended on terms which are not 

restrictive in nature. 

 

Advantages of the solution: 

 No dangerous tensions in the balance sheet of the bank being acquired. 

 The solution does not trigger deposit wars. 

 

Disadvantages of the solution: 

 For some banks, this could imply the dependence of a very lar    art    th   ank’s 

balance sheet on refinancing credit. 

 
Conclusions 
 
The strong dependence of some banks on lending provided by parent banks is indicative of 

unsound balance-sheet relations. Difficulties in the financing of the bank after the exit of a 

strategic investor are only a part of the problems caused by such a business model at the level 

of a single bank and the entire economy.32 Therefore, in our opinion, the regulators should 

strive to ensure that this business model gradually disappears. The exit of a strategic investor 

could be considered to afford an opportunity for the accelerated improvement of unsound 

balance-sheet relations; however, it should be performed in such a way so as not to create 

excessive tensions leading to deposit wars. 

 

Investors buying a stake from the strategic investor should, in co-ordination with the KNF, 

decide with the existing strategic investor about the path of withdrawing the debt financing 

provided by the investor, which does not necessarily need to overlap with existing contractual 

maturities. By evoking the prior commitments of the exiting investor and the classification of 

th   inan in  in th   ank’s liqui ity r   rts, the KNF may raise expectations that part of the 

financing will be extended for a specific period of time. 

 

                                                        
32 Cf., e.g., Stefan Ka al   an   n rz    ła iński,  Kr  yty  alut    m    szk  zi  , Gazeta Wyborcza, 5 August 
2010. 
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Staggering the withdrawal of financing by the exiting strategic investor over a period of several 

years could allow the bank to restructure its balance sheet by reducing the growth rate of assets 

and more actively growing the deposit base, thus preventing a gap in liabilities or reducing the 

size of the gap. Such opportunities of restructuring the balance sheet are demonstrated by data 

for Kredyt Bank SA and BRE Bank SA presented in Table 4 above. Both banks significantly 

reduced their dependence on financing from holding banks within 12 months, from the end of 

September 2011 until the end of September 2012. However, it should be noted that: 

a) a too rapid restructuring of the balance sheet is a factor stimulating deposit wars in the 

banking sector; 

b) replacing loans from the holding company with PLN deposits to finance the fx mortgage 

portfolio exposes the bank to the risk of the cost and availability of fx swaps. 

 

Therefore, where financing provided by the exiting strategic investor is being withdrawn, it 

might be a visa l  t  hav  NB  su   rt th   lann   r stru turin     th   ank’s  alan   sh  t 

by: 

 ) r  la in   art    th   inan in    in   ith ra n  ith NB ’s r  inan in   r  it s  ur    ith 

the loan portfolio; 

2) offering FX swap lines to help the bank finance the existing FX loan portfolio with PLN 

deposits (including the replacement of swap lines being withdrawn by the exiting strategic 

investor). 

 

X. Evaluation of the costs and benefits of an alternative model of buying out 
Polish subsidiaries of foreign banks through investment by large companies in 
which the State Treasury holds a significant stake 
 
The biggest Polish companies controlled by the State Treasury in non-financial sectors such as 

KGHM (copper mining), PGE, Tauron, Enea and Energa (electricity generation and distribution), 

PKN Orlen (oil refining and retailing) and PGNiG (natural gas distribution & gas and oil 

extraction) have substantial capital and financial resources, as demonstrated by the high 

dividend drawn from those companies by the State Treasury. These companies, or at least some 

of them, could theoretically invest in a buy-out of banks operating in Poland and controlled by 

foreign banking groups. However, it should be noted that all these companies face serious 

strategic challenges in their core business and are planning multi-annual investment 

programmes without having secure sources of financing. It is largely on the financial strength of 

these companies that the planned implementation of strategic programmes depends, including 

the modernisation of the Polish energy sector and the development of shale gas extraction, as 

well as the development of nuclear power. At the same time, these companies do not have the 

know-how necessary to evaluate the prospects of investments in the financial sector or to play 
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the role of an active investor accepting responsibility for the management of a bank. 

 

Therefore, in our opinion, it would be unwise to see these companies either as potential 

strategic investors or even as investors acquiring significant stakes as a long-term investment. 

 

These companies could, however, act as portfolio investors acquiring significant stakes, even of 

substantial value. Considering such investments to be portfolio investments would enable them 

to temporarily invest cash to be used in the future (after the sale of the acquired stake) in order 

to implement their own investment programmes. Such an investment is conditional on the 

existence of other lead investors which could play a more active role in evaluating the price 

factors of the offer and later actively participate in owner supervision. The above mentioned 

non-financial companies controlled by the State Treasury could participate in such transactions 

if, at a given time, they have the liquid assets to invest in the mid-term provided that they are 

certain that the valuation of the stake to be acquired is correct and attractive. In that case, the 

above companies could, in some cases, provide a significant part of capital necessary to close a 

transaction. 

 

The participation of financial companies controlled by the State Treasury, PKO BP SA, and PZU 

SA in transactions related to    m sti atin   a bank is another issue. 

 

The parti i ati n     KO B     in    m sti ati n  is unadvisable. The acquisition of banks by 

PKO BP SA would increase concentration and systemic risk in the banking sector and should not 

be allowed by the regulators (see Section VI, point 8. Restrictions on concentration). It would 

also be unadvisable to acquire significant stakes in competitive banks. 

 

PZU SA is the only company controlled by the State Treasury which could, in a large part, engage 

in th     m sti ati n      anks, acting as a lead investor in the transformation of a bank owned 

by a foreign banking group into a locally controlled bank. PZU is capable of exercising 

professional owner supervision over a bank using its managers with experience in banking or, if 

necessary, hiring adequate human resources. In addition, PZU SA has the financial capacity 

necessary to support a bank it would control in an emergency. The participation of PZU SA in the 

   m sti ati n     a  ank sh ul       m in    ith th    v l  m nt    a mi -term strategy for 

such an investment as well as   r  rat    v rnan   rul s s  that  Z    ’s inv stm nt    s n t 

turn th   ank   in     m sti at    int  a   rman nt su si iary    th  Tr asury  
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XI. Is there a need for a bridge vehicle using public funding to “domesticate” 

banks? 

 

Dis ussi ns a  ut th     m sti ati n      anks that the authors of this report have participated 

in frequently giv  ris  t  th   r   sal       m sti atin    anks  y usin  an  ntity (h r ina t r 

 Bri    V hi l  )  hi h   ul  us   u li   un in  t   uy  ut  anks  r m   r i n strat  i  

investors exiting Poland and subsequently sell the acquired banks to private investors on the 

stock market. The discussions consider both the scenario of using an existing institution as the 

Bridge Vehicle and the scenario of using a newly created institution. 

 

This section attempts to describe and critically evaluate the concept of a Bridge Vehicle. 

 

1. Potential goals of using a Bridge Vehicle 

 

The proponents of the concept of using a Bridge Vehicle generally suggest two potential goals 

that a Bridge Vehicle could pursue. 

 

Goal 1: to enable a quick take-over of a bank from a strategic investor in distress 

 

A Bridge Vehicle would buy out a bank from a foreign strategic investor where the strategic 

investor experiencing problems would be forced to sell a subsidiary bank in Poland, but market 

conditions would not allow for such a transaction to be quickly closed while, on the other hand, 

continued control by the strategic investor in distress would pose a threat to the Polish 

subsidiary bank. A Bridge Vehicle would, by definition, serve as a temporary owner of the bank. 

Bridge Vehicle managers would be required to sell the bank to dispersed shareholders as soon 

as market conditions allow. 

 

Goal 2: to introduce amendments to the statutes, ensuring the stability of the dispersed 

shareholding structure 

 

A Bridge Vehicle could buy a bank from a foreign strategic investor in order to introduce 

am n m nts t  th   ank’s statut s, imposing shareholding concentration limits to ensure the 

stability of the dispersed ownership structure.33 This goal could be pursued in combination with 

goal 1 or independently where it is not necessary to pursue goal 1. 

                                                        
33  u h a  r   sal  as  ut   rth am n   th rs  y L sz k  a ł  i z in  is ussi n at th  R tail Bankin  C n r ss  n 
10 November 2011. C   Krzyszt   Bi ń,  Trz  a  yta     ła  i i li,  h  ia    lski   anki s       r     rmi  , 
Obserwatorfinansowy.pl, 17.11.2011, http://www.obserwatorfinansowy.pl/2011/11/17/trzeba-pytac-o-wlascicieli-
mimo-ze-polskie-banki-sa-w- dobrej-formie/ 
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2. Public institutions that could act as a Bridge Vehicle 

 

Currently, there is no institution which could act as a Bridge Vehicle. Performance of the 

functions of a Bridge Vehicle would require legislative amendments enabling an existing public 

institution to perform this function or legislative amendments enabling the creation of a new 

institution fit for this function. Several possible institutional scenarios of a Bridge Vehicle are 

presented below. 

 

National Bank of Poland 

 

Under the existing NBP Act, the Polish central bank cannot be a shareholder of other legal 

persons other than entities which provide services only to financial institutions and the State 

Treasury.34 This regulation deprives the NBP of the possibility of providing banks with support 

by way of acquiring their shares, which was allowed until the Banking Guarantee Fund (BGF) 

was established in 1995 (in 1989-1997, the NBP made 4 capital investments in total and 

temporarily acquired shares of restructured banks in an aggregate amount of PLN 104.8 million, 

holding shares of banks until 1997).35 Currently, the NB ’s su   rt   r  anks is limit   t  

extending refinancing credit in order to supplement their financing. The same regulation also 

seems to preclude the possibility of the NBP becoming a shareholder of an entity which could 

perform the functions of a Bridge Vehicle. Performing the functions of a Bridge Vehicle could 

hardly be considered a provision of services to financial institutions or the State Treasury. 

 

Potential amendment of the legislation enabling the NBP to acquire shares of banks or entities 

authorised to acquire shares of banks would be contradictory to the function of the NBP as a 

central bank and would stir public controversy, which would partly turn against the very idea of 

   m sti atin    anks  This    s n t m an that the NBP should not be involved in the process 

      m sti atin    anks  The NBP has a very important and irreplaceable role to play in the 

process by providing adequat  liqui ity su   rt t   anks   in     m sti at    (s      ti n X)  

This function can be performed without legislative amendments and is not contradictory to the 

function of the NBP as a central bank. 

 
Banking Guarantee Fund (BFG) 
 
According to the Banking Guarantee Fund Act, the responsibilities of the BFG to assist entities 

covered by the guarantee scheme include the provision of returnable financial aid in case of a 

                                                        
34 National Bank of Poland Act (Journal of Laws from 1997, No. 140, item 938, as amended), Article 5(2). 
35 Na z r  ank  y  989-2006, NBP. 
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risk of insolvency or as necessary to buy shares of banks.36 The Act does not provide for the BFG 

itself to buy shares of banks which use the financial assistance of the Fund. Therefore, the 

participation of the BFG in the creation of a Bridge Vehicle in order to take over a bank, as 

allowed by the existing legislation, could be limited to extending a loan, guarantee, or surety 

(including, under Article 19(1) of the Act, on terms more favourable than those generally used 

by banks) for the acquisition of shares of a bank by a Vehicle provided, however, that the bank 

is at risk of insolvency. (Risk of insolvency is defined as all of the following criteria being fulfilled 

  intly  th   ank has   st   a l ss an  th   valuati n    th   ank’s  inan ial stan in  is 

negative; the definition was implemented in an amendment of BFG Council Resolution No. 

35/97 of 22 April 2009). 

 

It is theoretically possible to amend the legislation in order to enable the BGF to directly act as a 

Bridge Vehicle or to acquire shares of an entity which performs this function. The possibility of 

performing the functions of a Bridge Vehicle would largely expand the scope of responsibilities 

of the BGF, which could hinder the B  ’s   r  rman      its core function: that of guaranteeing 

deposits. 

 

State Treasury 

 

The Act on State Treasury Support for Financial Institutions sets out, among others, the forms of 

State Treasury support provided to local banks aiming to maintain solvency, including credit 

expansion.37 The allowed forms of State Treasury support do not include the acquisition of 

shares. Under Article 3(1) of the Act, support can only be extended in the form of guarantees, 

Treasury securities lending, and Treasury securities sale (with deferred payment, by instalment, 

or under an offer addressed to a specific financial institution). 

 

To enable the State Treasury to directly perform the function of a Bridge Vehicle or acquire 

shares of an entity which performs this function would require a separate legislative mandate 

and a state budget allocation. 

 

National Asset Fund 

 

The National Asset Fund could potentially be used as a Bridge Vehicle to acquire the shares of a 

                                                        
36 Banking Guarantee Fund Act of 14 December 1994 (Journal of Laws 1995, No. 4, item 18, as amended), Article 
4(2)(1). 
37 Act on State Treasury Support for Financial Institutions of 12 February 2009 (Journal of Laws 2009, No. 39, item 
308, as amended). 
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 ank   in     m sti at         r in  t  th   r   n nts    th    n   t     r atin  th   un ,38 

the assets of the State Treasury would be split into three parts: around 30 companies of key 

importance to the Polish economy in which the state wants to keep a stake ( blue chips ), 

companies marked for privatization, and properties of the State Treasury. The National Asset 

Fund would group all of these assets and manage a net asset value well above PLN 100 billion, a 

financial resource sufficient to perform the functions of a Bridge Vehicle or to create a Bridge 

Vehicle (as a separate special-purpose vehicle) and equip it with capital.39 

 

The National Asset Fund concept is currently at the stage of preliminary development and does 

not yet have specific implementing solutions: it is not clear, for instance, how the goals of the 

Fund would be defined, how control of the Fund would be exercised, who would manage it, on 

what terms it would raise financing, whether and how the operations of the Fund would be 

reflected in the public accounts, or how the creation of the Fund would reflect on privatization 

revenues and dividend income of the state budget. 

 

It should be stressed that the potential functions of a Bridge Vehicle in the process of 

   m sti atin    anks   ul      nly  n     many   als    th  National Asset Fund, and that 

this goal is not being proposed in the original concept by its authors. As an analysis and 

elaboration of the National Asset Fund concept is not the purpose of this study, we shall limit 

ourselves to concluding that, if the Fund is established, it could theoretically perform the role of 

a Bri    V hi l  in th   r   ss       m sti atin    anks  

 

3. Selected problems related to use of a public Bridge Vehicle 

 

Where shares of a bank are acquired from an exiting strategic investor by a public Bridge 

Vehicle, there are three serious risk-generating problems: 

 the risk of loss on the investment, 

 the timeframe of owner control exercised by the Bridge Vehicle, 

 the rules of control of the bank exercised by the Bridge Vehicle. 

 

a) Risk of loss on the investment 

 

In a situation where market conditions do not allow the investor to quickly sell the held stake to 

other investors, the acquisition of a  ank’s shar s  y th  Bri  e Vehicle would take place at a 

                                                        
38 C n   t   v l      y th    ańsk Institut    r  ark t E  n mi s (IBn R) an    Kins y & C m any in th  
autumn of 2011. 
39 The National Asset Fund would use cash from dividends and sale of shares of privatised companies. It could also 
issue investment certificates or take debt secured with assets. 
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price higher than the price realisable by the investor on the market. The introduction of 

statutory limits on shareholding concentration would have an additional negative impact on the 

attractiveness of the shares to stock market investors. In fact, it would rule out future 

acquisition of the bank by a new strategic investor and the related prospect of a premium for 

the shareholders. There is a risk that the Bridge Vehicle willing to sell shares of the bank on the 

stock market would have to accept a loss on the investment for a long period of time. The loss 

could in fact be interpreted as a form of using Polish public funding to support a foreign 

strategic investor. 

 

b) Timeframe of owner control exercised by the Bridge Vehicle 

 

It is important for the structure of the Bridge Vehicle to determine how long the mechanism 

should operate (i.e., when to carry out a public offering of shares of the bank addressed to 

dispersed shareholding). It is difficult to anticipate how soon the exchange market conditions 

will pick up or the results and the outlook of the bank will improve in order to allow for the 

shares of the bank to be sold at a price exceeding the purchase price. If an absolute requirement 

to sell the shares within a specific time limit is imposed, the risk of a loss on the transaction 

cannot be ruled out. If there is no absolute time limit for the sale, the unwillingness to accept a 

loss on the investment could make the management of the Bridge Vehicle postpone the 

decision to sell the shares of the bank in hope of an improvement in market conditions. Hence, 

against all intentions, a temporary investment may become a long-term investment. This 

justifies the concern expressed in discussions that investment by a Bridge Vehicle could lead to 

the long-term consolidation of state control over banks. 

 

c) Rules of control of the bank exercised by the Bridge Vehicle 

 

Upon its acquisition of a controlling stake of the bank, the Bridge Vehicle takes control of the 

bank and, in particular, control over the composition of the supervisory board and the 

management board. The question arises how and under what rules the Bridge Vehicle makes 

personal decisions concerning the composition of the authorities of the bank as well as other 

owner decisions. This question can be addressed in various ways. However, there are no proven 

institutional solutions that would protect the independence of managers of a bank controlled by 

a public entity from political influence. Since there is a serious risk, as mentioned above, that 

the Bridge Vehicle would control the bank for a long period of time, public investment by the 

Bridge Vehicle may lead to greater politicisation of the banking sector.  

 

While the risks enumerated above related to the operation of a Bridge Vehicle could be 

mitigated by means of diverse institutional solutions, in our opinion, it may not be possible to 
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eliminate some of those risks. In this context, it is reasonable to consider whether the goals for 

which a Bridge Vehicle would be established really must be achieved and whether such goals 

can be achieved through other means. 

 

4. Is it necessary to use a public Bridge Vehicle? 

 

Is it necessary for a Bridge Vehicle to take control of a bank where the strategic investor is in 

distress? 

 

In recent years, there have been several banks in Poland where the holding company found 

itself in serious distress and eventually sold or decided to sell its subsidiary bank in Poland. 

These included AIG Bank SA, BZ WBK SA, and Kredyt Bank SA. In none of these cases would the 

prolonged process of the strategic investor’s  xit int r  r  with the stability of the Polish 

subsidiary bank. 

 

This suggests that there are no reasons to believe that every time that a strategic investor is in 

distress and wants to sell its bank in Poland it is necessary to take swift measures in order to 

take control of the bank. However, it cannot be ruled out that, in special cases, problems faced 

by the strategic investor may pose a threat to the stability of the Polish subsidiary bank. In those 

cases, the banking supervision could exercise its powers and use available instruments (from 

drafting recommendations through introducing a restructuring supervisor to introducing 

compulsory administration) while the NBP and the BFG could provide financial support 

according to the rules governing those institutions. 

 

Is a Bridge Vehicle necessary to introduce amendments to the statutes ensuring the stability of 

a dispersed shareholding structure? 

 

Amendments to the statutes ensuring the stability of a dispersed shareholding structure could 

also be introduced without resorting to a Bridge Vehicle. In particular, in the presented 

   m sti ati n  s  nari , su h am n m nts could be introduced by the Syndicate of financial 

investors buying a controlling stake from the exiting strategic investor (see Section VIII). Another 

possible scenario is that the exiting strategic investor, following negotiations with the KNF, 

agrees to introduce amendments to the statutes to ensure the stability of a dispersed 

shareholding structure before initiating the sale of the held stake on the exchange. 

 

5. Summary 

 

The Bridge Vehicle is a mechanism which could be used to accelerate the sale of a bank by 
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strategic investors exiting Poland and to facilitate the introduction of statutory amendments 

ensuring the stability of a dispersed shareholding structure. On the other hand, use of a public 

Bridge Vehicle involves serious risks: 

a) Risk of a loss on the investment of the Bridge Vehicle, which could in fact mean using Polish 

public funding to support a strategic investor exiting Poland. 

b) Investment by the Bridge Vehicle could lead to the long-term consolidation of state control 

over banks. 

c) Risk involved in the politicisation of control over banks. 

 

In the current legal system, there are no public institutions which could be used as a Bridge 

Vehicle.40 Therefore, the creation of a Bridge Vehicle would require legislative amendments 

(e.g. restoring the NB ’s ri ht t   uy shar s     anks  r making a systemic change in the 

management of the assets of the State Treasury by creating the National Asset Fund).  

 

However, irrespective of potential institutional solutions, in view of the risk of consolidating 

state control and politicising the management of banks, it is recommended that the 

   m sti ati n      anks is  arri    ut  ith ut usin  a Bri    V hi l  based on public funding. 

 

XII. Measures of State bodies necessary to support the “domestication” of banks 

 

1. Introduction 

 

Discussion on th     m sti ati n      anks has    n spurred by the turbulences around the 

implementation of the Third Basel Capital Accord and the Eurozone debt crisis, which 

international banking institutions have recently been facing as well as the fact that foreign 

financial institutions control two-thirds of the assets of the Polish banking sector. However, a 

strat  y       m sti atin    anks sh ul  n t      nsi  r   a mi -term emergency measure. Its 

goal is a fundamental change of the Polish banking system to better reflect the current position 

of Poland in Europe, a position which is completely different than at the outset of transition. 

 

Th     m sti ati n      anks sh ul  n t     x   t   t  happen within a very short period of 

time. Just like the privatization of banks in Poland took almost a decade, th     m sti ati n     

banks may also take several years. 

 

It is important to define a clear strategy and framework of ownership transformation in the 

banking sector. These strategic decisions should be more permanent than changing market 

conditions in the banking sector in Poland and in Europe. A clearly defined strategy and 
                                                        
40 Another option, not analysed here, is the creation of a Bridge Vehicle using only the money of private investors. 
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framework will facilitate the co-ordination of measures taken by state bodies and institutions 

and impact the expectations of existing strategic investors as well as investors interested in 

investing in the Polish banking sector. 

 

If a clear strategy and framework is defined and the Polish authorities pursue a consistent 

  li y, th     m sti ati n      anks  ill tak   la    ra ually thr u h su s qu nt transa ti ns 

concluded in the banking sector. 

 

2. Premises for a strategy of the Polish authorities concerning influence on the structure of 

the banking sector 

 

 The domination of banks controlled by foreign banking groups in the Polish banking 

sector is atypical of a large European economy such as the Polish economy. 

 The existing ownership structure of the Polish banking sector is not a result of 

spontaneous market processes but rather an effect of a determined privatization policy 

aimed at accelerating the modernisation of Polish banking sector. 

 The experience of the financial crisis in Europe and research on the consequences of 

capital flows suggest that the core function of the national banking sector should be 

collecting local deposits and lending to local companies and households rather than 

intermediation in international capital transfers. 

 The current dependence of Polish banks on foreign banking groups generates serious 

risks to the Polish economy; those risks cannot be fully mitigated through national 

regulation and measures taken by the banking supervision. 

 The national regulatory authorities have a strong mandate to influence the structure of 

the banking sector as its operation is possible thanks to the support of the state which 

bears the associated fiscal risk. 

 

3. Proposed outline of a strategy of the Polish authorities regarding the structure of the 

banking sector 

 

1) In light of the premises listed above in point 2, the Polish regulatory authorities should strive 

to increase the share of locally controlled banks in the Polish banking sector. The goal is not to 

eliminate banks which are subsidiaries of foreign banking groups but rather to gradually reduce 

their share in the assets of the banking sector and to transform the existing structure in which 

banks which are subsidiaries of foreign financial institutions own around two-thirds of the assets 

of the sector while the share of locally controlled banks is only about one-third. 

 

2) The process of increasing the share of locally controlled banks should respect the principles of 
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competition, in particular: 

 It will not discriminate against foreign investors as compared to local investors (as local 

control is understood not as a majority stake held by local investors in the shareholding 

of the bank as much as the bank is not controlled by any external entity and its actual 

decision-making centre is in the management board and the local head office). 

 It will not involve the investment of public funding in the acquisition of banks with the 

exception of potential temporary provision of liquidity to a bank where the exiting 

owner withdraws financing. 

 It will not be used to enable the government to exert influence on the directions of the 

credit policy of banks. 

 

3) When extending support to ownership transformation in order to increase the share of 

locally controlled banks, efforts should be made to avoid solutions which could seem to be the 

simplest ones but which increase instead of mitigate systemic risk in the banking sector: 

 Taking control of banks by the State Treasury or its subsidiaries should be avoided. An 

ownership structure model in which the State Treasury holds a minority stake but 

controls institutions thanks to dispersed remaining shareholding should also be avoided. 

 Excessive concentration in the banking sector should be avoided, bearing in mind the 

 urr nt    at  in Eur    an  th        n  rnin  th  a  r a h t   anks  hi h ar   too 

 i  t   ail  and which could create serious systemic risk. Hence, the regulators should 

not allow the biggest banks in the Polish banking sector to increase their market share 

by acquiring competitors. 

 

4) Where strategic investors exit Poland: 

 The preferred solution should be to sell shares on the stock market after introducing a 

statutory provision restricting the voting rights of a single shareholder to 10% of votes 

present at the general meeting.41 

 An alternative acceptable solution is to sell shares to an investor or group of investors 

who commit to transforming the bank into a bank with dispersed shareholding by 

introducing the above-mentioned statutory provision restricting the voting rights of a 

single shareholder.42 

 

5) The Polish regulatory authorities should prevent strategic investors from taking control of 

banks in Poland if their control of banks could create risks to the stability of a bank or a risk 
                                                        
41 Such a statutory restriction should be accompanied by a safety mechanism authorising the Financial Supervision 
Authority to decide in reasonable cases to waive the provision restricting the percentage of votes allowed for a 
single shareholder of a bank for the duration of a specific general meeting (see Section V, point 8). 
42 The introduced voting right restriction may be waived for a specific period of time for the investor transforming 
the bank into a locally controlled bank (see Sections VII and VIII). 
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   int r  r n    ith th    r  rman      th   ank’s   r   inan ial int rm  iary  un ti n  In 

particular, the regulatory authorities should not approve bank takeovers by foreign banking 

groups, if the buyer has been recently recapitalized with the use of public funds, or the 

 uy r has a n  ativ  ratin   utl  k,  r th   uy r’s h m    untry has n  ativ  ratin  

outlook.  

 

6) In order to enhance the effectiveness of control of ownership transformation in the banking 

sector, a legislative amendment should authorise the Polish Financial Supervision Authority 

(KNF) to approve acquisitions of significant stakes replacing the existing authorisation to file an 

objection against such transactions. 

 

7) The Polish government should demand that the European Commission, which is the guardian 

of the rules of competition, respects the rule whereby banks which have used government aid 

should sell available foreign assets, in particular their operations in Poland. 

 

8) The Polish government should oppose the adoption of an EU directive introducing maximum 

harmonisation of supervisory rules which would significantly restrict the powers of the Polish 

banking supervision over banks which are subsidiaries of European banking groups. If there is a 

realistic prospect of implementing maximum harmonisation, it will be necessary to intensify and 

a   l rat  m asur s aimin  t     m sti at    anks s  as t  in r as  the share of banks in 

Poland for which the Polish banking supervision is the home supervision. 

 

4. Tasks of state bodies and institutions 

 

1) To present an official diagnosis of systemic risk and to define a strategy of transformation of 

the structure of the Polish banking sector. The official diagnosis should be presented by the 

Systemic Risk Council and, before it is appointed, the Financial Stability Committee or possibly 

the NBP. On this basis, the government should define a strategy for the transformation of the 

structure of the banking system. 

2) To clarify and reason the position of the Polish authorities to EU institutions and member 

states (Governor of NBP in the European Systemic Risk Council, Minister of Finance in Ecofin, 

Prime Minister and Minister of Foreign Affairs in the European Council and bilateral relations). 

3) To pursue a policy in relation to banks and strategic investors which is consistent with the 

adopted strategy – KNF. 

4) To support transactions leading to the transformation of banks by facilitating the resolution 

of the financing problem – NBP. 

5) To contact international financial institutions, in particular the European Bank for 

Reconstruction and Development, to ensure that those institutions are ready to participate in 
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the transformation of banks (which foreign strategic investors are exiting) into banks with 

dispersed private shareholding (see Section VIII, point 1, item 7) – Governor of NBP and Minister 

of Finance. 

 

XIII. Analysis of consistency of the proposed solutions with European regulations 

 

1. Free movement of capital 

 

Article 63 of the Treaty on the Functioning of the European Union provides that all restrictions 

on the movement of capital between Member States and between Member States and third 

countries shall be prohibited. 

 

In addition, Article 65 of the Treaty on the Functioning of the European Union provides that free 

movement of capital shall be without prejudice to the right of Member States to take all 

requisite measures to prevent infringements of national law and regulations, in particular in the 

field of taxation and the prudential supervision of financial institutions, or to lay down 

procedures for the declaration of capital movements for purposes of administrative or statistical 

information, or to take measures which are justified on grounds of public policy or public 

security. 

 

Th  strat  y       m sti atin    anks is n t a restriction on the movement of capital and is not 

discriminatory to foreign capital as local control is understood as a situation where the decision-

making centre of a bank is local rather than as a majority stake held by Polish capital. 

 

It should be noted that European law accepts situations with respect to the free movement of 

capital where the prudential supervision may be forced to take all requisite measures to protect 

the stability of the financial system if necessary. 

 

2. Powers of the national supervision in “support” of ownership transformation of banks 

 

Already today, the KNF has the legal instruments necessary to prevent the taking control of a 

bank by strategic investors whose control of banks could create risks to the stability of a bank or 

pose a threat to the interest of customers. 

 

According to Article 25 of the Banking Act, any party intending to take up or acquire shares in a 

domestic bank, directly or indirectly, in an amount which would result in that party being 

entitled to or more than 10%, 20%, one third or 50% of the total number of votes at a general 

meeting or to take or acquire shares in the authorised capital shall be required to notify the 
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Polish Financial Supervision Authority of its intention of taking up or acquiring such shares every 

time. The KNF may file an objection against the acquisition of shares in cases set out in Article 

25h of the Banking Act, in particular where it could pose a threat to the stability of a local bank 

or the interest of its customers. 

 

These powers of the supervisor are consistent with European law. Moreover, the powers of 

supervision in some Western European countries are broader and include the approval of the 

prudential supervision for some transactions impacting the structure of the financial sector. 

 

In our opinion, in the current situation, there are obvious reasons for filing an objection against 

transactions leading to the takeover of banks in Poland by banks which are established in 

countries directly at risk of the Eurozone crisis and in the process of a rating downgrade or at a 

risk of a rating downgrade or banks which have used any form of government aid, in particular 

those which have not repaid such aid. 

 

In order to enhance the effectiveness of control over ownership transformation in the banking 

sector, a legislative amendment should authorise the Polish Financial Supervision Authority 

(KNF) to approve the acquisitions of significant stakes replacing the existing authorisation to file 

an objection against such transactions.  

 

3. Defining limits of a maximum stake held by a single investor in the shareholding of a bank 

 

This solution is nothing new in Polish legislation. According to the Code of Commercial 

Companies and Partnerships, it is admissible to restrict, in a   m any’s statut s, the maximum 

number of votes of a single investor at the general meeting to 10%. These regulations are 

consistent with European law. Such restrictions are provided for in the statutes of: PKO BP SA, 

PZU SA, PKN Orlen SA, GPW SA and PGE SA. In four of these companies, the statutes provide 

that the restriction shall not apply to shareholders entitled to exercise more than 10% of votes 

at the time of adoption of the resolution which introduced the restriction (by the way, in all 

these cases, the State Treasury is that shareholder). In PKN Orlen SA, the statutes explicitly 

waive the restriction for the State Treasury, Nafta Polska SA and the depository bank which 

issued the depository receipts related to the shares of the company. 

 

Where a 10% restriction on the number of votes of a single shareholder is introduced in the 

statutes, it is advisable at the same time to introduce a safety mechanism in the form of a 

statutory provision authorising the Polish Financial Supervision Authority (KNF) to decide in 

reasonable cases to waive the provision restricting the percentage of votes allowed for a single 

shareholder of a bank for the duration of a specific general meeting. Reasonable cases may 
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include situations where: (1) it is necessary to implement ownership transformation to ensure 

the stability of the bank, or (2) the management structure is pathologically petrified and 

restrictions on the voting rights in practice prevent the r  la  m nt    th   ank’s mana  m nt 

by the shareholders. 

 

4. Directions of changes of the supervisory policy of the KNF in response to a potential 

transformation in the ownership structure of the Polish banking sector 

 

Potential changes of the supervisory policy are not so much a legal problem as a matter of the 

KNF coping with a new situation where there is no foreign majority banking investor. Certainly, 

adapting to the new reality will force out the drafting of a new supervisory strategy and, first 

and foremost, foster a new supervisory culture. 

 

5. Measures of Polish authorities in the EU context 

 

The strategy of the Polish state authorities aimed at increasing the share of locally controlled 

banks in the assets of the banking sector is geared towards enhancing the stability of this sector, 

which is absolutely crucial from the perspective of Polan ’s    n mi   r  th  

 

Measures ensuring the safety of the Polish financial sector are the responsibility of the Polish 

public authorities since, in the case of a banking crisis in Poland, Polish taxpayers will be 

responsible for bailing out banks at the risk of bankruptcy. 

 

In vi        lan ’s m m  rshi  in the European Union, ownership transformation in the Polish 

banking sector will take place within an institutional framework defined among others by 

European law. The European Treaties are of key importance, especially the Treaty on the 

Functioning of the European Union, as well as secondary legislation, including in particular 

Directive 2006/48/EC of the European Parliament and of the Council of 14 June 2006 relating to 

the take up and pursuit of the business of credit institutions. 

 

For these reasons, in combination with adequately communicating the objectives of the 

strat  y       m sti atin    anks, the Polish authorities should strive to carry out the 

transformation in the ownership structure of the banking assets in Poland in a transparent way. 

 

Due to the Eurozone crisis, European legislation governing the banking sector will be thoroughly 

reformed in the context the proposed Banking Union; hence, it should be a goal of the Polish 

authorities to ensure that the legal environment of the European Union is friendly towards the 

im l m ntati n    th  strat  y       m sti atin    anks  
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The pursuit of the aspiration to increase the share of locally controlled banks will respect the 

fundamental principles of European law, in particular: 

1. It will not discriminate against foreign investors as compared to local investors (as local 

control is understood not as a majority stake held by local investors in the shareholding of the 

bank as much as the fact that the bank is not controlled by any external entity and its actual 

decision-making centre is in the management board and the local head office). Hence, Article 18 

of the Treaty on the Functioning of the European Union, which provides that any discrimination 

on grounds of nationality shall be prohibited, will not be violated. 

2. It will not involve the investment of public funding in the acquisition of banks (hence, the 

state aid provisions within the meaning of Article 107 of the Treaty on the Functioning of the 

European Union will not apply) with the exception of the potential temporary provision of 

liquidity to a bank where the existing owner withdraws foreign financing. The liquidity support 

instrument is broadly used by central banks around the world (not only in Europe) and, if so 

required by the situation of a bank, accepted by European legal regimes. 

3. It will not be used to enable the government to exert influence on the directions of the credit 

policy of banks. 

 

XIV. New context of the proposed Banking Union 

 

The Banking Union concept is partly contradictory to what is required to avoid another crisis 

 

An analysis of the experience of the crisis in recent years offers the following specific 

conclusions: 

1) The core function of the national banking sector should be collecting local deposits and 

lending to local companies and households rather than intermediation in international 

capital transfers. 

2) Bank lending, especially to households, should grow on the basis of local deposits. 

3) International capital transfers should generally take place separate from the balance 

sheets of local banks. This will mitigate the risk of consumer and housing booms financed 

with loans which undermine the competitiveness of the economy, pose a threat to the 

solvency of banks and create direct fiscal risk.  

4) Each country should be free to use prudential regulations in the banking sector for 

macroeconomic purposes (macroprudential policy). 

5) Local supervisors should supervise and be able to effectively regulate the activity of all 

banks within their territory (including banks which are branches or subsidiaries of foreign 

banking groups). 
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These conclusions are in stark conflict with the aspirations voiced at the time of creating the 

Eurozone to create a single European banking market, with unrestricted transborder movement 

of banking capital, with single European prudential norms, and with the currently proposed 

Banking Union concept. 

 

The Banking Union concept is a substitute for proposals for Eurozone countries to take joint 

responsibility for the debt of countries at risk 

 

1) The proposal to enhance the fiscal union by creating a joint Eurozone treasury institution 

capable of issuing debt (eurobonds) and levying taxes has so far been unfeasible, mainly 

due to the inability to reconcile the positions of Germany and France. 

2) However, it has been possible to get the Eurozone leaders to agree to support the Banking 

Union concept. 

3) The development of the concept was prompted by the problems of Spanish banks and the 

realisation that the cost of bailing out the banking sector could undermine the 

creditworthiness of Spain, as happened in Ireland. 

4) An important driver of acceptance of the Banking Union concept is a very high ratio of 

banking assets to GDP in many Eurozone countries, which means that the potential 

problems of the biggest banks could undermine the creditworthiness of more countries 

(see Figure 6). 

 

Figure 6. Assets of the banking sector to GDP in selected countries, 2011 
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Objective of the Banking Union 

 

The objective of the Banking Union is to create conditions ensuring that the cost of bailing out 

big banks can be borne by the entire Eurozone rather than their home countries, which may be 

unable to carry such burden: 

     r in  t  th  Eur   an C mmissi n’s  r   sal, the Banking Union should consist of 

four main elements: 

 Harmonisation of supervisory regulations and norms (a single rule book for the 

banking sector), 

 Single European banking supervision, 

 Single deposit guarantee scheme, 

 Single procedures of supporting, restructuring and liquidating banks in distress. 

 A European deposit guarantee scheme will only be introduced once Germany is satisfied 

with the effect of banking supervision solutions. 

 Implementation of the Banking Union will increase pressure for the harmonisation of 

supervisory norms and regulations across the European Union and the introduction of 

solutions restricting the powers of local banking supervisors over banks which are part of 

European banking groups. 

 

The development of the Banking Union is an important argument in favour of accelerating the 

“domestication” of banks 

 

1) The development of the Banking Union attempts to shift responsibility for banks which are 

 t    i  t   ail   r m the national to the community level. 

2) The aspiration to harmonise prudential regulations and rules and restrict local powers is 

largely contradictory to the conclusions of an analysis of the reasons for the recent crisis 

and contradictory to the principle of subsidiarity, which is one of the fundamental rules 

of the European Union enshrined in the Treaty. 

3) Without attempting to propose a comprehensive strategy for Poland with regard to the 

development of the Banking Union, it seems that, in addition to other important 

directions and measures, the strategy should specifically contain two components: 

a. Preventing solutions which restrict the powers of the Polish banking 

supervision and hinder the application of macroprudential policy. 

b. Consistently pursuing th  strat  y       m sti atin    anks s  as t  

significantly increase the share of locally controlled banks in the assets of the 

banking sector. 
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