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PROBLEMS CONNECTED
WITH JOINING POLAND TO BANK UNION

The article analyses the dilemmas concerning the decision on whether Poland
should join the banking union. It has also been indicated what measures should be
taken by Poland in relation to this decision. The attention has been drawn to the
consequences of the single supervision and the issue of provisioning the Resolution
Fund by Poland. The article presents the options of Polish participation in the
banking union and it raises the issue of bank domestication and re-polonization
processes, which are of significant importance for strengthening the national
financial system. Measures taken by Poland in view of joining the banking union
should include Polish raison d’etat while taking in to account community solidarity,
this is the final conclusion from considerations explored in this article.
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Introduction

Financial crisis [2, 4, 5, 7, 10, 11, 20, 25] which affected
Europe highlighted institutional deficiencies in its financial
stability. That gap is to be bridged by the establishment of
the banking union aiming to increase the stability of
financial sector. The very concept of banking union was
proposed in the report Towards a Genuine Economic and
Monetary Union [39] in June 2012 r. The report presents the
vision of a stable and prosperous economic and monetary
union based on four components: integrated financial,
budgetary and economic policy frameworks, ensuring
democratic legitimacy and accountability. In the same
month the leaders of the euro area decided to make the
banking union come to life [12]. The integrated financial
framework i.e. the concept of banking union would consist
of a single European banking supervision, the bank
recovery and resolution mechanism and a common system
of deposit guarantee.

The banking union is thus part of a wider plan for
further integration into the European Union[1]. The banking
union project is being discussed in the euro area countries
and non-euro area countries, Poland included. The
obligation to participate in the banking union applies to euro
area countries. There is a prospect for the non-euro area
countries joining the union by entering into a "close
cooperation”. However incomplete the participation, the
banking union will exert influence on the banks outside the
euro area through:

- ownership, subsidiaries and branches;

- a new supervision of the ECB particularly over the
bank branches;

- the impact on the banking system of the non-euro area
countries;

- recapitalization of subsidiary banks and branches;

- withdrawing the capital from the branches or
subsidiaries to guarantee stability of the euro area;

- possible reallocation of funds from banks deposits by
businesses or residents of the non-euro area countries to the
banks being part of the union and backed by the guarantees
given by the European Stability Mechanism [30].

It is very difficult to estimate if joining Poland to bank
union is positive or negative. Positive aspects could be
Poland reinforcement and increase of its meaning in
political integration. On the other side there is a risk
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connected with joining to wuniform supervision and
financing liquidation fund because there will be import of
interest rates established by EBC and responsibility will be
transfered from domestic level to community level for
"banks too big to fall down".

The purpose of this article is to analyse the dilemmas
related with the decision on Poland’s joining the banking
union and to present the key measures which should be
taken in this context. A well-designed banking union could
mitigate the crisis by:

- a stronger banking supervision allowing an earlier
identification of risks in the banking sector;

- increasing depositors’ confidence through
harmonisation of national deposit guarantee schemes,

- lowering the risk of moral hazard by allowing for a
controlled bankruptcy of banks that are ,too-big-to-fail”
[24, p. 460].

Therefore, the following research questions can be
raised: Should Poland join the banking union before joining
the euro area or rather not? What will be the costs of
participation in the banking union? What measures should
be taken by Poland to prepare for joining the banking
union? These questions will be approached by the author in
this article.

The architecture of the banking union

The banking union, as has been proposed, is to be based
on three pillars. The first pillar refers to the the Single
Supervisory Mechanism (SSM) . It has been created to
guarantee an effective application of a set of prudential
rules, risk control and the crisis prevention throughout the
EU. The single banking supervision architecture should
evolve towards a single European banking supervision
system with a European and a national level. The European
level would have ultimate responsibility. Such a system
would ensure that the supervision of banks in all EU
Member States is equally effective in reducing probability
of bank failures and in obviating any need for intervention
with help of joint deposit guarantees or bank recovery and
resolution funds. The European level would be given
supervisory authority and pre-emptive intervention powers
applicable to all banks. Its direct involvement would vary
depending on the size and nature of banks. Therefore, the
conferral upon the European Central Bank of powers of
supervision over banks in the euro area would be fully
explored. These powers are foreseen under Article 127(6)
TFEU regarding the functioning of the European Union
(TFEU) [40] which says that the Council, acting by means
of regulations in accordance with a special legislative
procedure, may unanimously, and after consulting the
European Parliament and the Central European Bank,
confer specific tasks upon the European Central Bank
concerning the policies relating to the prudential
supervision of credit institutions and other financial
institutions with the exception of insurance undertakings.
Another pillar of the banking union - the Single Resolution
Mechanism (SRM) — financed by the banking sector, would
ensure an orderly resolution of non-viable bank subject to
the SSM. The European deposit guarantee scheme, as
another pillar of the European Union, would increase
reliability of the introduced solutions and would guarantee
that the eligible deposits of all credit institutions are
sufficiently insured. The two last pillars of the banking
union could be created under the supervision of an
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integrated restructuring authority. The European Stability
Mechanism (ESM) would offer fiscal security for the
competent authority responsible for the bank recovery and
resolution and the deposit guarantee [39].

Single Supervisory Mechanism SSM will be applied by
the ECB since November 2014 and it will cover the most
important credit institutions with the total value of their
assets exceeding EUR 30 billion or with the ratio of the
total assets being 20% of home country GDP and higher
than EUR 5 billion. Approximately 130 banks whose assets
represent 85% of the entire banking sector in the euro area
will be subjected to the supervisory authority of the ECB
[35, p. B10]. The single supervision will cover the industry
heavyweights like German Deutsche Bank with the ratio of
the total assets being 85% of Germany’s GDP . It should be
noted, however, that most German banks will stay outside
the single supervision regime, as it was advocated by the
German authorities. The SSM will also cover credit
institutions deemed significant by the ECB at the request of
a national supervisory authority, and those which have
received a financial aid from the European Financial
Stability Facility (EFSF) or from the European Stability
Mechanism (ESM) [42, p. 18]. Such an architecture of the
single banking supervision highlights the need to tackle the
problems faced by the banks that are "too-big-to-fail",
which has been confirmed by the last crisis.

The Single Resolution Mechanism SRM is expected to
become operational from January 2016. It will apply to the
same banks which entered the banking union. Resolution
measures will be financed from the resources of the Special
Resolution Fund. The contributions to this Fund would be
paid by the banks from the euro area countries. In the
original version, the Fund was to achieve its full financial
capacity after the period of 10 years. It was shortened,
however, to 8 years. The full financial capacity of the fund
is intended to reach EUR 55 billion, 70% of which is to be
reached within three years, that is to he end of 2018 [32, p.
B3]. This long period of reaching the fund’s financial
capacity encounters some misapprehensions as the banks
which are supposed to enter the new scheme will have to
make up the deficiencies of capital identified by the ECB ad
thus they will enter the new scheme with the cleaned-up
balance sheets [34, p. 61]. The establishment of the
Resolution Fund is deemed as justified. It would minimize
the moral hazard, and the national budgets wouldn’t be
burdened with the costs of the bank bailouts, as it was the
case in the last crisis when the bank failures contributed to
the increase of the public debt of the euro area Member
States. Financial support provided at that time for credit
institution by the EU government is estimated by the
European Commission at 16,5% EU GDP [8].

The implementation of the third pillar of the banking
union, that is of a single deposit guarantee scheme has been
put aside for the future and no measures have been taken in
this context. For the time being, there aren’t any proposals
on establishing such a scheme. However, in order that the
banking union operations can be complete, it should be
backed by this scheme [15, p. B7].

There are two goals of establishing the banking union.
One is to transfer part of the costs of the crisis on the
banking system. The other is to enhance the role of
Germany in the functioning of the European supervision of
banks. It has been confirmed by the proposal to confer the
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supervision to the ECB, the institution strongly influenced
since its beginnings by German authorities [13, p. 12-13].

The consequences of a single supervision

In the case of Polish accession to the euro area, we
automatically become a member of the banking union,
which is followed by the "import" of interest rates
established by the ECB into our economy. The interest rates
established by the ECB are low compared with rates in
Poland. They are most often suited to the fastest growing
economies in the euro area. Such a situation may lead to a
credit boom which could put Polish economy in danger. To
master it a single monetary policy is not enough. It must be
reinforced by a national supervisory policy. In this context,
supervisory instruments will be incorporated into the
instrumentation which will be used by the single
supervisory mechanism. Therefore, it should be ensured that
the instrumentation is flexible enough so that
macroeconomic sustainability at the country level might be
provided individually [28, p. B10]. It should be considered
imperative for the Polish participation in the banking union.

Subjecting Poland to the single supervision may lead to
another hazardous situation. In case of the ECB supervision
we may be faced with favouring the stability of the largest
financial entities by the euro-area central bank at the
expense of local markets such as Poland. It will be
manifested by ECB consolidated supervision which will
allow for the increase of capital ratios in the banking
institutions of central markets basing on the financial
situation of their branches functioning on the peripheral
markets [14, p. 19].

Provisioning the Resolution Fund

The question of contributing to the resolution fund may
prove to be an interesting issue. The discussion on this
subject was launched on 26 May 2010 following the
Communication of the European Commission (EC).
Political back-up for the levies charged to the banks from
which the Fund would be provisioned was promptly
achieved, for as early as in June 2010 the European Council
considered that the Member States should introduce systems
of levies and taxes on financial institutions to ensure fair
burden sharing and to set incentives to contain systemic
risk. At the same time the EC ruled out the possibility to use
these measures to bail out the failing banks, indicating as
well for separating them from their national budgets. This
limited by default the guarantees from a state for the entities
described as "too-big-to-fail". The EC made a proposal on
how to determine the amount of the levies on banks to be
paid into the Fund. One of the proposals said that this is the
amount of bank assets which is to be regarded as the basis
for the evaluation which, according to the EC, would reflect
an indicator of the risks they take. In order to contain
systemic risk a further necessary step would be the
introduction of a progressive levy rate dependent on how
big is a bank. The levies should be higher for those banks
which generate greater systemic risk [25, p. 149].

The issue of the Fund provisioning is of special
relevance in relation to Poland, a country that doesn’t
belong to the euro area. This factor can be decisive while
making a decision on joining the banking union. It has been
suggested in the report prepared by the Dutch researchers
that the basis for payment of contributions should be the
capital key [31, p. 22] which determines the contribution to
the ECB capital paid by each national central bank of an EU
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country. The contribution is calculated as the arithmetic
mean of the country share in the total population and GDP
of the entire EU. According to the report prepared by the
Dutch researchers, Polish participation in the Fund
provisioning is 4.9% in accordance with the capital key
(table 1). Whereas when accepting the EC proposal, it could
be reduced approximately seven times as the volume of
Polish assets amounts to 0.73% of the EU banking sector
assets. Regarding the euro area banking sector assets this
share is 1.03% [33, p. 32]. It is obvious that the later method
of the Fund provisioning would be more advantageous for
Poland. The underlying concept of the banking union was
therefore the assumption that the countries with a high share
in the banking sector assets in relation to the GDP won’t be

able to bailout out their banks alone.

The net effect of participation in the banking union in the EU countries

Table 1
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24 France 5 6.8 [ 11.4]14.2 | -2.8 | Euro area
25 Italy 2 1.6 | 8.6 | 12.5]-3.9 | Euro area
26 Poland 0 | 49 | -4.9 | Outside
euro area
27 Germany 3 3.2 112.3]18.9] -6.7 | Euro area
TOTAL | 27 Countries 25 24.61 100 | 100 | x
Banks
Source information: Dirk Schoenmaker, Arjen

Siegmann, Efficiency Gains of a European Banking Union,
Deuisenberg School of Finance, VU University Amsterdam,
2013, p. 22.

This is an attempt to shift the accountability for the
banks "too-big-to-fail" from the national to the community
level[29, p. 51]. It mostly concerns the states with really
high banking sector assets. The level of banking sector
assets to the GDP ratio in the EU is 314.4% for Austria,
288% for Belgium, 397.9% for France, 311.2% for
Germany, 718.1% for Ireland, 269.6% for Italy, 414.7% for
the Netherlands, 336.8% for Portugal, 341.6% for Spain,
296.1% for Sweden, 503.5 for Great Britain [3, p. 11].

Graph 1. The Percentage of bank assets to the GDP ratio
in the EU countries
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Source information: Maciej Bartol, Maciej Rapkiewicz,
Skutki ,repolonizacji” sektora bankowego. Czy tylko
pozytywne?, Centrum Analiz Fundacji Republikanskiej,
Warszawa 2013, s. 11.

The governments’ lack of capacity for autonomous bank
bailouts is also due to a high level of public debt of their
countries, considerably exceeding 60% of GDP (table 2),
which is especially the case in the euro area from which
originate most banks deserving to be rescued because of the
systemic risk. The financial support which was given by he
EU countries to the credit institutions only further increased
this debt.
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1 Great Britain 5 7.3 [27.4]14.5]12.9 | Outside
euro area
2 Spain 3 2.1 [19.2] 83 | 10.9 | Euro area
3 Sweden 1 0.7 [ 10.9] 2.3 | 8.6 | Outside
euro area
4 the 3 2.1 | 7.1 4 3.1 | Euro area
Netherlands
5 Denmark 1 051 1.8 | 1.5 ] 0.3 | Outside
euro area
6 Cyprus 0 0.1 | -0.1 | Euro area
7 Malta 0 0.1 | -0.1 | Euro area
8 Estonia 0 0.2 | -0.2 | Euro area
9 Luxembourg 0 0.2 | -0.2 | Euro area
10 Slovenia 0 0.3 | -0.3 | Euro area
11 Lithuania 0 0.3 | -0.3 | Outside
euro area
12 Latvia 0 0.4 | -0.4 | Euro area
13 Treland 1 0.1 0 1.1 | -0.7 | Euro area
14 Slovakia 0.5 | 0.7 | -0.7 | Euro area
15 Bulgaria 0 | 09 |-0.9 | Outside
euro area
16 Finland 0 1.3 | -1.3 | Euro area
17 Hungary 0 1.4 | -1.4 | Outside
euro area
18 the Czech 0 1.5 | -1.5 | Outside
Republic euro area
19 Belgium 1 03 | 08 [ 24 |-1.6 | Euroarea
20 Portugal 0 1.8 | -1.8 | Euro area
21 Austria 0 1.9 | -1.9 | Euro area
22 Greece 0 2 -2 | Euro area
23 Romania 0 2.5 | -2.5 | Outside
euro area
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Table 2
The criterion of the budget deficit
and public debt as percentage of the GDP for the EU
Budget Deficit (% GDP) Public Debt (% GDP)
N | Country 20 20 201 | 201 201 | 201 | 201 | 201
0. 11 12 3* 4* 1 2 3* 4*
1 Austria - - 25 | -1.9 | 72. 74. 74. 74.
25 125 8 0 8 5
2 Belgium - - 2.8 | 2.6 | 98. 99. 100 101
3.7 140 0 8 4 3
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Budget Deficit (% GDP) Public Debt (% GDP)
3 Bulgaria - - -2.0 | -2.0 | 16. 18. 19. 22.
2.0 | 0.8 3 5 4 6
4 Croatia - - 54 | -6.5 | 51. | 55. | 59. 64.
7.8 | 5.0 6 5 6 7
5 Cyprus - - -83 | -84 | 71. 86. 116 124
63 | 64 5 6 .0 4
6 the Chech | - - 2.9 | 3.0 | 41. | 46. | 49. 50.
Republic 32 | 44 4 2 0 6
7 Denmark - - -1.7 | -1.7 | 46. 46. 44, 43.
1.8 | 4.1 4 4 3 7
8 Estonia 1.1 | - -04 | -0.1 | 6.1 9.8 10. 9.7
0.2 0
9 Finland - - 2.2 | 23 | 49. | 53. | 58. 61.
07 | 1.8 2 6 4 0
10 | France - - -4.1 | -3.8 | 85. 90. 93. 95.
53 | 4.8 8 2 5 3
11 | Greece - - - -2.0 | 170 | 156 | 176 175
9.5 9.0 | 13. 3 9 2 9
5
12 | Spain - - -6.8 | -59 | 70. | 86. | 94. 99.
9.6 | 10. 5 0 8 9
6
13 | theNether | - - 33 | 33 [ 65 | 71. | 74 76.
lands 43 | 4.1 7 3 8 4
14 | Ireland - - =74 | -5.0 | 104 | 117 | 124 | 120
13 8.2 1 4 4 8
15 | Lithuania | - - -3.0 | -2.5 | 38. | 40. | 39. 40.
55 |32 3 5 9 2
16 | Luxembo 0.1 | - -09 | -1.0 | 18. | 21. | 24. 25.
urg 0.6 7 7 5 7
17 | Latvia - - -1.4 | -1.0 | 41. | 40. | 42. 39.
36 | 1.3 9 6 5 3
18 | Malta - - 34 | 34 [ 69. | 71. | 72. 73.
2.8 | 3.3 5 3 6 3
19 | Germany - 0.1 | 0.0 0.1 80. | 81. | 79. 77.
0.8 0 0 6 1
20 | Poland - - 48 | 4.6 56. | 55. | 58. 51.
50 | 39 2 6 2 0
21 | Portugal - - 59 | 4.0 | 108 | 124 | 127 | 126
43 | 64 2 1 .8 NI
22 | Romania - - -2.5 | 2.0 | 34. 37. 38. 39.
56 | 3.0 7 9 5 1
23 | Slovakia - - -3.0 | -3.2 | 43, | 52. | 54. 57.
5.1 | 45 4 4 3 2
24 | Slovenia - - 5.8 | 7.1 | 47. | 54. | 63. 70.
63 | 3.8 1 5 2 1
25 | Sweden 02 | - -09 | -1.2 | 38. | 38. | 41. 41.
0.2 6 2 3 9
26 | Hungary 43 | - -29 | 3.0 | 8. [ 79. | 80. 79.
2.0 1 8 7 9
27 | Great - - -6.4 | -53 | 84. | 88. | 94. 96
Britain 7.7 | 6.1 3 7 3 9
28 | Italy - - -3.0 | -2.7 | 119 | 120 | 133 | 134
45 | 3.8 3 .8 .0 .0

*Komisja Europejska, Economic Foreast Autumn 2013.
Source information: Eurostat.

The Schoenmaker and Siegmann’s report shows that
none of the 25 banks which merit a bailout is from Poland.
It means that a potential recapitalisation will take place at
the expense of Poland which has a good banking
supervision and a relatively low share of banking sector
assets in relation to GDP, i.e. of only 93.4% of GDP and the
public debt lower than 60% [21]. The net effect of the
Polish share in the banking union would be then 4.9%
because of the lack of benefits connected with the bank
bailouts. Thus, both Poland and Germany would bear the
highest costs of rescuing systemic banks. In case of
Germany, however, there occur some benefits which will
significantly lower these costs and make the net effect
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amount to -6.7%. It is related to the possible bailouts of
three banks, including Deutsche Bank whose assets make
for approximately 85% of the German GDP.

High benefits from participating in the banking union
would be cherished by France where 5 big banks meriting a
rescue are located. Given the high costs amounting to
14.2%, the net effect would be -2.8%. Whereas joining the
banking union is not in the interest of the countries which
would derive the highest net effect. These include Great
Britain with the net effect amounting to 12.9% and Sweden
with 8.6%. With regard to Great Britain it is connected with
rescuing as many as five banks with the value of total assets
of 7.3 EUR billion. These countries are not interested in
joining the banking union for political reasons [36, p. 3].
Most probably they assume that in case of a crisis, it is
better to rescue one’s own banks however high is the share
of banking sector assets to GDP, which is 296.1% in case of
Sweden and 503.5% for Great Britain. The attitude of these
countries deserves special attention in the context of
possible Poland joining the banking union.

It must be noted, however, that the Resolution Fund
won’t be endowed with the total sum of 55 EUR billion
from the start. As was mentioned before, the process of
building up the total Fund is to take 8 years. In fact, at the
beginning of its operating activities the amount of funds
may be insufficient to restructure the banks if needed.
During this period financial stability will continue to be
linked with the solvency of the state. With the accelerated
accumulation of fund resources, the responsibility will be
transferred to the banks. At the beginning the Fund will be
divided into parts corresponding to the contributions
brought by the banking sectors of each participating
Member State individually. Thereafter, contributions will be
gradually made common. In the first year of the Fund
operations 40% of these contributions will be common. It is
also possible to increase the contributions ex post when
financial resources are insufficient to cover losses [15,
p. B7].

It seems that the banks, being aware that they are
perceived as "institutions of public trust", can count on help
from the state, especially in the case of large banks which
have used the moral hazard. Establishing a mechanism that
would be financed by them should limit such practices. In
the absence of resources in the Resolution Fund, there can
be used European Stability Mechanism. However, it is
applicable only to the euro area countries [22, p. 14]. No
instrument was identified for the non-euro area countries.
This situation will also apply to Poland. It only confirms
that the banking union is a concept created chiefly in view
of the euro area.

Options of Polish participation in the banking union

When considering the possible participation of Poland in
the banking union, there some options developed by
Kasiewicz and Kurlinski [16, p. 176-180] to be noted. The
first, confrontational approach should be assessed as
extreme. It assumes a total rejection of the concept of
joining the banking union due to the fact that we are not
members of the Economic and Monetary Union (EMU). It
allows for the possible veto of the project within the EU
framework. As a result of this attitude, we give a clear
signal that we are not interested in the new project which
may have a positive impact on mitigating the effects of
potential crises in the banking system. When considering
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this option we must remember that a large part of our Polish
banking sector, that is 50%, will be supervised by ECB.

Graph 2

The structure of the Polish banking sector.
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Source information: Sytuacja sektora bankowego, KNF, Warszawa, 22
listopada 2012, s. 8.

In Poland’s case, however, much probable is the second
two-area option, which was suggested by Polish
researchers, whereby Poland remains outside the banking
union and thus has no impact on its future structure. This
will lead to the rise of a "two-speed Europe". In this case we
must be aware that we will be deprived of the opportunity to
have an impact on the banking union and to access the
information related to the European banking system. It
condemns us to function in isolation from important
currents of political and economic life. This option,
however, should be supplemented with the fourth, called
negotiating which will allow for some influence on the
process of establishing the banking union. While staying
outside the banking union, Poland would take part in
developing the mechanisms which would allow it to enter at
a later stage. If the banking union is to expand to Poland in
the future, then our representatives in a natural way should
have an opportunity to comment on this topic. Poland must
highlight in all discussions that our banking sector’s
stability is much better than in the non-euro area countries.
Should any possible problems occur, it will be for external
reasons [37, p. 2]. Some example of Polish engagement in
the discussion on the banking union was obtaining the
guarantee that the role of national supervision will be
maintained [36, p. 4]. Such a scenario is supported by the
opinion, expressed also by E. Botin — the chairman of
Banco Santander, that the banking union is the key to
restore the trust in the banking sector, and accordingly, in
Euro [6, p. B10]. This only confirms that the concept of
banking union applies solely to the euro area. In contrast,
the Polish banking system enjoys a high trust. The study
shows that 65% of Polish respondents trust the banks [18, p.
1]. This argument supports the opinion that Polish banking
system functions properly and that we should also remain
outside the banking union.

What is more, a single supervision under the banking
union will separate financial institutions from the budgetary
situation in individual euro area countries[28, p. B10],
which is unfavourable. Whereas the situation of Polish
public finances compared to the euro area is beneficial.
Therefore, there is no need to join the banking union.

Remaining outside the banking union is advocated by
the Minister of Finance Mateusz Szczurek. It is necessary to
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ensure that joining the banking union is safe for Poland.
Having a good banking system, new relations must be
carefully examined [43]. In a similar vein, spoke former
Minister of Finance Jacek Rostowski [46]. There’s no
enthusiasm for joining the banking union in the statements
by the current President of the NBP (National Bank of
Poland) Marek Belka [45].

The banking union project entails a paradox. It consists
of the fact that it increases the European banking system
stability partly at the expense of reduction in stability of
banking systems in our region. Favouring in Central and
Eastern Europe big Western European banks which hold
here their capital subsidiaries may have adverse
consequences for this region. If ECB won’t be willing to
supervise individual banks but only capital groups, they will
call for centralization of liquidity and capital management,
in which case the volume of liquid reserves and capital in
Poland won’t be decided upon the situation of a given bank
but upon the situation in the whole capital group [17, B9].

Divided opinions on joining the banking union represent
Jan Czekaj and Aleksander Kowalski [9, p. B11]. On the
one hand staying outside the banking union may have
positive consequences for our economy owing to freedom
of implementation of macroeconomic policy. On the other,
remaining an observer of the situation going on in the euro
area may threaten with permanent exclusion from the EU
advanced integration processes.

In the opinion of W. Kwasniak, Vice-Chairman of the
the Polish Financial Supervision Authority (KNF) the
option of "close cooperation" is very attractive. He points
out, however, that the decision should be based upon the
position held by the Polish regulator not only in shaping the
European supervision project but also in taking final
decisions by the European Supervision Authority.
Withdrawal from the present option would have negative
consequences in ta short time [19, p. 34].

The last, acceptance option anticipates Poland joining
the banking union. In this situation we get the access to the
information concerning establishing the new financial order
in Europe. However, it would be wise to consider what is
the price of coming into possession of these information,
whether it is proportionate to the benefits flowing from
them. Here, Polish participation would be asymmetric [14,
p. 16]. Poland will adopt a vast majority of duties, primarily
related to financing the banking union in exchange for a
rather limited decision-making influence. With such an
arrangement, decisions will be made centrally by the euro
area Member States on the basis of their political and
economic interests. They may be unfavourable for Poland
as a peripheral country in Europe.

Poland’s full membership in the banking union would
bring some contradictions. A long period of establishing the
Resolution Fund, shortened from 10 to 8 years, makes the
decisions on supervision to be issued immediately from the
central level with costs remaining local. It means that any
potential decisions concerning Polish banks under the EU
supervision will be made centrally and the costs will remain
local. Against this background, there may arise conflicts
between the central authorities exercised by the ECB and
the national bodies. The conflict boils down to the fact that
local authorities won’t be willing to accept the central
decision on initiating bankruptcy proceedings against the
bank remaining under their jurisdiction. The reason for
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disagreement is that most of the costs will have to be
covered by national funds The arisen contradiction can have
a significant impact on increasing costs of this operation
[34, p. 61].

In the context of Polish participation in the banking
union, there can be raised a question whether the resources
which are to make up the Resolution Fund are sufficient
enough to bailout banks should there be threatened at the
same time banks with different degrees of systemic risk.
Currently the Fund is to have a target budget of 55 EUR
billion. According to the experts, it should amount to
approximately 5% of the euro area GDP. The time needed
to gather this amount would therefore be much longer and it
would range from10 to 20 years [26, p. 10]. It has been
assumed, however, that gathering the amount of 55 EUR
billion will take only 8 years. Establishing the Resolution
Fund is therefore long-term solution. In a short term the
banks will still have to count on the national funds. This can
expose our taxpayers to the risk of paying costs of rescuing
banks in the euro area. It will negatively affect our public
debt.

Re-polonization and domestication of banks

in the context of joining the banking union

The banking union is intended as a geoeconomic project
which is to pursue at the same time political influence of a
given state in Europe and thereby in the whole world.
Therefore, it will be essential in Poland’s case to increase
the control of the national financial system [13, p. 15].
Likewise, it seems imperative to raise the issue of
domestication of banks. Full participation of Poland in the
banking union may hinder the process of bank
domestication consisting of moving the real centre of
decision-making from the central parent banks to Poland.
On the other hand, this is an argument for accelerating bank
domestication which will increase the importance of
national structures in decision-making. Polish activities
should consist in countering such solutions which might
limit the competences of Polish banking supervision and
impede macro-prudential policies. Bank domestication
should considerably increase the share of locally controlled
banks in the banking sector assets in Poland [29, p. 52].
With taking such steps, it would be possible to create a
more independent financial structure in our country. It could
considerably support the internal processes associated with
the development of economy and allowing to better prepare
to access to the euro area. Bank domestication would also
contribute to strengthening financial stability. However, it
requires fundamental changes due to the fact that the state
of the Polish banking system and the Polish position in the
European Union are quite different than at the beginning of
the transformation. These changes should be undertaken by
the Polish authorities on the basis of a well-planned strategy
which will make the bank domestication proceed gradually
with the transactions carried out in the banking sector. An
increased effectiveness of the bank domestication could be
observed with the introduction of statutory changes granting
the Financial Supervision Commission the power to give
consent to take up large blocks of shares in place of today’s
powers to object to such a transaction [29, p. 43-46].

An interesting solution allowing to increase the control
over our banking system is the process of re-polonization. It
consists of increasing the share of Polish capital in the
ownership structure of the national banking system. It
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would also help to reduce the impact of the banking union
on our banking system if Poland doesn’t join it. The process
of re-polonisation has been visible since 2008. Since that
time the share of domestic investment in our banking
system assets keeps growing at the expense of foreign
investors. Within Syears there has been observed a increase
in the share of domestic investment by 9.4 percentage points
(table 3).

Table 3

Banks controlled by foreign and domestic investors in years 2004-2012

Banks

controll

?d by " ) o~ 0 foN =) — [ )

investor | & | & = e = = s | s =

s Q Q Q Q Q Q Q Q Q
30 303 29.1 27.7 31.9 33.8 35 36.4 37.1

domesti | % % % % % % % % %

c

Foreign | 70 69.7 70.9 72.3 68.1 66.2 65 63.6 62.9
% % % % % % % % %

Source information: Raport o sytuacji bankow w 2007 r., UKNF,
Warszawa 2008, s. 21.; Raport o sytuacji bankow w 2012 r., UKNF,
Warszawa 2013, s. 22; Raport o sytuacji bankow w pierwszym poétroczu
2013 r., Warszawa 2013, s. 27.

As of 01 April 2014 PKO BP expanded by taking over
the assets of Nordea Bank Polska [47]. Thus, the share of
banks with domestic capital approached 40%. This take-
over contributed to the increase in the share of domestic
investment in the banking sector by approximately 1/3 to
2008. Further development of re-polonization processes is
possible in the future. According to the President of PKO
BP it would be beneficial if the domestic investors’ share in
the banking sector was 60% and that of the foreign ones’
40%. PKO BP will submit a proposal for the next alliance
with the Poczta Polska (Polish Post), which may contribute
to further increase in the share of domestic investment in the
banking sector [27, p. B16]. It must be remembered,
however, that with the increased share of domestic
investment in the banking sector, Polish assets in the EU
banking sector will exceed 0.73%, which will result in the
increased contributions to the Resolution Fund should there
be accepted the option proposed by the EC on making
contribution rate conditional on the share of domestic
banking sector assets in the assets of the EU banking sector.

In the context of bank domestication and re-polonization
processes it seems significant that the President of PKO BP
declared that: "being the largest bank in the country, we feel
responsibility for the stability of the financial system, and
we are open for cooperation with the regulator" [27,
p. B16]. The declared cooperation between PKO BP and EC
may contribute to accelerate the bank re-polonization and
thus lead to strengthening of financial structures in Poland
in the perspective of joining the banking union.

Conclusion

Poland as an EU member is bound to participate in the
banking union. Poland’s decision to join the banking union
will be a political decision directed by the will to remain in
the "first circle of integration". It will be asymmetric. We
will assume a lot of duties in exchange for the access to
information but at the cost of a limited influence on
decision-making. Thus we may become a dependent
economy.
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When joining the banking union it is advisable to
consider the argument that it is a systemic solution to the
problems of the financial sector which have emerged in the
euro area and not in the EU Member States. There was
established an institution to solve the problems in the euro
area particularly. The very method of provisioning the
Resolution Fund shows that the burden of rescuing the
banks in the euro area will be shifted among others on the
economies with a healthy banking system, Poland being
included. A good condition of the Polish banking system
indicates a sound system of our supervision. Upon joining
the banking union it will be subjected to the ECB which
will have powers to control every bank. Therefore, the
situation will arise when the monetary policy in our
economy will be led by NBP and the supervision carried out
by the ECB.

Joining the banking union at the present time involves a
risk as it is not actually known what we are going to enter
to. How will this mechanism operate? Poorly functioning
systems of supervision in the euro area should not become
an argument to include into the banking union the countries
with sound supervision, and such is Polish banking
supervision. A new supervision functioning within the
banking union should show how it copes with the problems
in the euro area. During this time Poland should be a
watchful observer of the effectiveness of the newly
established supervision.

A serious problem for Poland after joining the banking
union will be the access to funds at a time when they are
missing in the Resolution Fund. It takes as many as 8 years
for the Resolution Fund to become fully operational.
However, the euro area countries may use the European
Stability Mechanism. This fact further confirms that the
banking union is a concept made exclusively for the euro
area members and the countries from the outside are in a
way discriminated against because of unequal access to
financial resources. This discrimination is somewhat
mitigated by the possibility to contract loans on the
financial market through the Resolution Fund. At this point
one can also have doubts as to whether the Fund would be
willing to take out a loan to rescue the bank from outside
the euro area. Some help may be provided here by the
Single Resolution Mechanism Regulation which prohibits
discrimination as it talks about the same approach to the
banks regardless of their nationality or place of origin.

The European Central Bank having authorised the
decisions of local supervisors may limit the process of bank
domestication and re-polonization, like in the course of
setting interest rates that do not respond to the interests of
the entire euro area. Thus a risk of strengthening the
national financial structure which affects the internal
development of our economy will be increased.

In view of the dangers that may occur if Poland joins the
banking union specific measures must be taken that will
prepare our financial system to undergo this process.
Important action to be taken by Poland in relation to our
participation in the banking union is an active participation
in discussions concerning the establishment of this
institution. Taking part in discussions allows to react to
proposed solutions on a regular basis. While participating in
discussion Poland should oppose to solutions limiting the
powers of national banking supervision. Of significant
importance will be the discussion on establishing the
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common deposit guarantee scheme, especially with respect
to Poland which has an efficient and functional guarantee
fund. The shape of the banking union should be of much
importance to us as becoming a member of the euro area we
will automatically become a part of the banking union. We
should be given the opportunity to be heard in the
discussion owing to the mandate of a sound financial
system which has gone smoothly through crisis.

Poland ought to consistently strive to domesticate and
re-polonize its banks before joining the banking union.
These measures will enhance competitiveness of our
economy and will help strengthen the national financial
structure which is responsible for the economic growth.
Joining the banking union may severely impede and hamper
these processes due to a new supervisor such as ECB.

It must be remembered, however, that despite remaining
outside the banking union, we should develop rules of
cooperation as our national supervision will be forced to
cooperate because of the ownership structure of the Polish
banking sector. Approximately 50% assets of of Polish
banking sector belong to the investors from the euro area.

In the near future, Poland will face the dilemma of
political choice whether to join the banking union or not.
The proposal of establishing the banking union leads to a
political expansion of the euro area to the countries from
beyond its borders. It creates the opportunity to escape into
the "first circle of integration" The very idea of establishing
the banking union entails a risk that the countries which
won’t enter in cooperation with the banking union may be
perceived as peripheral, belonging to the "second circle of
integration", thus it results in creating a "two-speed
Europe". As a consequence the decisions taken in our
economy may significantly diverge from the mainstream
integration. However, will the decision to join the banking
union really strengthen our geopolitical position? Perhaps
staying outside will provide an opportunity to further
strengthen the functioning of the Polish financial system
bearing in mind critical events that have occurred in the
euro area. This could mitigate future crises that may occur
in our financial system.

It is in our economic interest to stay outside the banking
union, this will allow to strengthen financial stability which
is decisive in terms of our competitiveness if the decision to
join is postponed. On the other hand, in case of prompt
joining the euro area, participating in the banking union will
facilitate the process of preparing the economy for the
adoption of a common currency. Prompt joining the
banking union may accelerate decision-making on joining
the euro area. This may be encouraged by the events in
Ukraine [41, p. BS5]. Joining the banking union may be
beneficial in terms of meeting one of the criteria of nominal
convergence, namely, participation in the FEuropean
Monetary Mechanism. This will facilitate to carry out
monetary policy by reducing volatility of the zloty exchange
rate. The very process of Polish accession to the euro area
may be accelerated in view of the events in Ukraine. When
considering such an important issue as joining the banking
union, the regard must be had as well to the Polish raison
d’etat which takes into account community solidarity.

To sum up, basic dilemmas connected with joining
Poland to bank union include uniform bank contribution and
mechanizm of financing liquidation fund. It can restrain
process of domestication and bank repolonization. Bank
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union is a solution for those problems, especially in euro
zone.
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Junnemu, nop’sizaui 3 npueananusaMm Ioabii 10 6aHKIBCHKOT0 COI03y

V' cmammi  ananizyiomoca Ounemu, noe’szami 3 GUPIUWEHHAM NUMAHHSA
npuednanns Ionvwi 00 6ankiecbko2o co3y. OOHOUACHO 6Ka3aHO Ha mi Oii, AKi y
36’A3Ky 3 NpueoHamusm, mawomv Oymu euxonani Ilomvwero. 3eepneno ysacy Ha
HACNIOKU  CRIIbHO20 HA2NAOY MA NUMAHHA, WO CMOCYIOMbCS  (DIHAHCYBAHHS
aixsioayitinoeo  @ondy Iomvwero. YV cmammi npedcmasneni eapianmu  yuacmi
Ionvuyi 6 6anKieCbKOMY COI03i MA NOPYULYEMbCA NPOOTIEMA, WO CIMOCYEMbCS NPOYECy
aoanmayii ma penonowizayii b6amxie, wo MarOmMb GIOHOWEHHS. 00 3MiYyHEHHs
Hayionanbhol ginarncosoi cucmemu. 3axoou, axi 6yoymo eacumi Ilonvwero, y 36 3Ky
3 NPUEOHAHHAM 00 OAHKIBCHKO2O COIO3Y, MAIOMb 6pPAX08Y8ANU CMAH NOIbCbKO20
npasa, 0OHOYACHO bepyuu 00 Y6azu CYCHiNbHY CONIOGPHICMb, 4 MAKOJC KiHYesull
BUCHOBOK MIDKYBAHb GUKNAOEHUX 8 Yill CIammi.

Kniwouosi  cnosa: incmumyyii  €eponeiicokoco  Coiozy, inancosa Kpusa,
esponelicokutl OAHKIBCOKUL HA2A0.

Kpace U., doxkmop xabunumosanuii, Mncmumym noaumonozuu Axaoemuu
umenu HAna J{nyeowa 6 Yencmoxose (Ilorvwa), ikras@interia.pl

JniaeMmbl, cBsi3aHHbIe ¢ npucoeqnHeHnem Ioabum k 6aHKOBCKOMY
coK03y

B cmamve ananuzupylomcs OuieMMbl, C6A3AHHbIE C pEUeHUeM BONpocd
npucoeounenusi Ilonowu x 0Oankoeckomy cow3sy. OOHOBpeMEHHO YKA3aHO Ha
Oeticmeus, KOmopbvle 6 C6a3U C NPUCOCOUHEHUEM, OOJJICHbL OblMb  GbINONHEHb!
Tonvweri. Obpaweno sHumanue Ha nocieocmeus 06we2o Had30pa U 60NPoChHl,
Kacalowueca Quuancuposanus auKkeudayuonno2o ¢gonoa Ilonvwel. B cmamove
npedcmasnenst éapuanmol yuacmus Tlonvuiu 6 6aHKOBCKOM COI03€ U HAPYUIAEMCA
npobrema, Kacawaaca npoyecca a0anmayuy U penotoHu3ayuy OAHKos, UMeruux
omHowenUe K YKpenjienulo HAyuoHanbHol (unancogoi cucmemvl. Meponpusmus,
Komopuie 0yoym npunamul Tlonvwiell, 6 ceéa3u ¢ npucoeounenueM nocieonen K
OAHKOBCKOMY — COI03Y,  OOJDICHbL  YUUMbIEAMb — COCMOsIHUE — NOJIbCKO20 — Npasd,
OOHOBPEMEHHO  YUUMbIEds O0OUECTNEEHHYIO CONUOAPHOCY, A MAKJCe KOHEeUHblil
861600 COOOPAdICEHUTI U3TIOINCEHHBIX 8 MO CIMAMbe.

Knroueswvie cnosa: uncmumymor Eeponeiickoco Coiosa, gunancosuiii Kpusuc,
egponetickutl OAHKOBCKULL HA030p.

36ipHuK HaykoBuMx npaup “lines: HayKkoBWI BiCHWK'



