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protect this security. The paper’'s methodologydsda on two analyses; the for-
mer focusing on instruments which are applied by ¢kate in order to control

certain fields of the economy, and the latter itigesing economic sectors in
terms of concentration, impact on the state seguaitd integration with other

sectors. The paper also defines the criteria whietped to identify sectors which
have strategic importance to the national security, production and supply of
electric energy; extraction and supply of naturalsgextraction, distribution and

storage of liquid propellants, telecommunicatiobsnking industry; banknotes
and documents’ production (together with relatedsblutions) and military indus-

try. The article leads to the conclusion that thesetors are strategically im-

portant to the national security. However, theretidl a lack of coherent and com-
plete legal regulations that would protect the patl security interest related to
the part of the economy represented by the analyzetrs and companies.
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Introduction

One of the most important elements of the acadelelate on the state’s
role in the economy is the question of its actidt/a shareholder (owner)
of given businesses. The literature review shows tiere are two main-
streams of analyzing the state’s activity as aedf@der. The first one fo-
cuses on strategic management, whereas the latterscthe issues of po-
litical economy. These mainstreams represent ardift approach to con-
ditions of the state’s direct economic activity ahd competitiveness of the
economy. In this context, the research in the fadldtrategic management
concentrates on an enterprise itself (and the rharkevhich it acts) and its
specific attributes as factors that define its cetitive advantage, such as
available resources, the firm's position, marketaativeness, strategic
directions or corporate strategies (e.g. Barney &a&, 1994, pp. 5-9,
O’Sullivan, 2000, pp. 393-416). On the other hamgearch covering the
guestions of economic policy emphasizes the rolthefstate apparatus in
the process of building competitive advantageshendvel of the country,
branches and individual firms (e.g. Hall & Soski2zé01, pp. 1-68). A very
comprehensive field of empirical research is gibgncase studies of the
so-called Asian tigers, i.e. Japan, South Koreawdma and China (e.g.
Matthews, 2002, pp. 633-652; Amsden, 2001). Tregaech mainly focus-
es on the phenomenon of rapid economic growth simiddization based on
high technologies, as well as the reasons for tsianAcrisis and its effect
in respect to the economic policies carried outh®ygovernments of these
countries. Undoubtedly, the state’s engagementdretonomy was a cru-
cial factor in the dynamic growth of the mentiorggdup of countries. For
example, it was justified to call — until the erfdtloe 1990s — an economic
system of Japan “a governed market economy of thgn&sian type”
(Samaryna, 2010, p. 48). The degree of the stataymgement has been
evolving, which was clearly visible just after tAsian crisis. Nonetheless,
the focus on innovations and the state’s assistambeilding the innova-
tive industry was a constant motive of economidgyolSuch an activity
has not been exclusively reserved for Asian coesitiThe history of firms
such as Airbus/EADS or Embraer confirms the diret# of the state (also
as a shareholder) in creating innovative brancheg&urope and South
America. Moreover, according to Olszewski (20125%1), “an analysis of
privatizations carried out in Ireland in the perfooin 1991 has made some
experts dealing with the effects of corporate manant before and after
privatization make an argument that it is necestargmain a state control
over firms in the strategic sectors”.
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Other academic research into this issue mainly extnated on the is-
sue of innovations or — in the broader context thenissue of competitive
advantage at an international level and/or in dieadhat are strategically
important for the development of the analyzed caesit National business
champions are a good example of such a questicnsdied both by aca-
demics and politicians (Lewandowski, 2014a, pp-783).

The state’s activity in the branches of strategipoartance to the na-
tional security is a relatively rare subject of deaic debate. However, the
national security is one of the strategic objecivéthe state. According to
Kitler (2011, p. 27), it is “a primary value amoather (national) objectives
of the state and at the same time it decides whéitley are met.” There-
fore, this paper attempts to fill a gap in therdtare and answer questions
on a definition of branches of strategic importat@éhe national security
as well as point out their functions on the exanuflehe sector of bank-
notes and documents’ production.

Research Methodology

The aim of this paper is to properly define thensenic sectors of strategic

importance to the national security and to evaltiaeinstruments used by

the state in order to protect the aforesaid secuntthe research the fol-
lowing methodology has been used:

— an analysis of legal regulations, especially réfgrto the state’s in-
struments in the field of control over selectedaf the economy,

— an analysis of economic sectors with respect teir tboncentration,
their effect on the national security and theiegration with other sec-
tors.

While defining the sectors of strategic importateweéhe national securi-
ty it was necessary to find criteria classifyingetter the discussed sectors
are or are not strategic. There are two such iitesed in this paper:

— running a business which directly satisfies thedsesf the national se-
curity or

— a high degree of integration of a given sector wwither sectors or with
subsistence needs of the society (a high relatippsiind a simultane-
ous high degree of concentration of the given secto
The level of concentration was measured with conmynamsed

measures, such as a Herfindahl-Hirschman Index XldHdl a Concentra-

tion Ratio (CR(N)). Moreover, a literature analysigoported each aspect
of the analyzed issues.
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Regulatory Tools

The state has at its disposal a range of toolshwhliow to directly affect

firms, whose activity, for many reasons, remaingpanant for the state.

This type of the state’s control over selected camngs is out of the ques-

tion and is an element of the national securityesys The typical tools in

this respect cover:

- involvement of the state in the shareholders atracbf companies (di-
rect and indirect),

— golden share (or golden veto) or special rightthefMinister of Treas-
ury with respect to legal actions of selected camgsm

— special regulations imposing tasks related to thgonal security on
selected entrepreneurs,

— regulations governing activities of selected ecoismactors,

— regulations governing public procurement,

— regulations governing control over investments étested economic
sectors.

The first, most important tool at the state’s dissgdaaffecting companies
of strategic importance to the national securitythe execution of the
state’s ownership rights. This type of the stag&/snomic activity does not
violate the rules of the market economy and the oblthe private sector.

The direct ownership governance covering complefgdial control of
the state over companies equity is the strongesetwsuring the protection
of the key interests of the state security whidratated to the activities of
these companies. As both the practice and resedah, if such state’s
involvement in equity is properly limited to compes which in fact re-
quire such control, it not only does not bring awpnomic disadvantages,
but actually generates value added to the sharehald. to the Treasury
(Lewandowski, 2014a, pp. 770-782; Zahariadis, 1$9860). The state’s
involvement in equity enables the state to exeitsitgoals by the power of
voting rights in corporate bodies. Moreover, thatestguarantees its posi-
tion in some public companies by special rightspaeld in articles of asso-
ciation. For instance, in Grupa Azoty or PGE theckes of association
limit (regardless of the amount of shares) the poefevoting rights of
shareholders other than the Treasury. This limitaésjto 20% in Grupa
Azoty and 10% in PGE. Such regulations help toqmibthe companies
against a hostile takeover.

! For example, ,it is necessary to remain the statehtrol over the key infrastructure of
the fuel and energy sector as well as extend th&alcand governance over the geological
resources of the country.S{rategia Bezpiec#stwa...,2014, p. 55).



Economic Sectors of Strategic Importance. 477

The notion of a golden share (or a golden veta)uige often used in
business practice on capital markets. This notonat defined in Polish
legislation. In the literature, the notion of admh share is usually under-
stood as shares which give their holder speciditsigDziawgo, 2007, p.
100), much broader than the rights attached tceprate shares (with re-
spect to votes, dividends and a priority on retwirrcapital on a winding-
up) defined by the Code of Commercial Partnerships Companies. The
mentioned broader, extra rights related to a goklere may refer to two
areas (Knurowska, 2000, p. 74):

— a possibility of a protest against particular resohs of the general
meeting, regardless of the number of votes attath#te golden share,

— a guarantee of a specified amount of dividendseéchblder of a golden
share, regardless of the financial result madegivan accounting peri-
od.

The Polish law does not envision such defined $tdders rights, in-
cluding rights of the Treasury. They were abolisire@010 together with
the act of Parliament of3June, 20050n special rights of the Treasury
and their execution in commercial companies ofgaificant importance to
the public order or public safétyNonetheless, some analogous rights of
the Treasury are defined in the act of parliamér¥larch 18", 2010,0n
special rights of the minister responsible for #reasury and their execu-
tion in some commercial companies or holdings i gkctors of electric
energy, as well as liquid and gaseous ¥déiese rights constitute the third
group of the state’s control over companies. Therefers to companies
doing business in the areas pointed out above dudevassets have been
included in the uniform register of objects, inst@bns, equipment and
services composing the Critical Infrastructure (CTherefore, the dis-
cussed rights refer not only to companies parthyfutly owned by the
Treasury but also to firms from the private secidre act empowers the
minister of Treasury to protest against:

— a resolution (or other legal action) passed by ri@agement board
which refers to a disposal of assets constitutimgai@ which poses

a realistic risk for functioning, business contigwand integrity of ClI;

— a resolution passed by corporate bodies which gefater alia, to

a disposal of corporate assets and their utiimatthe scope of the

business and the registered office — if an exenutfosuch a resolution

2 Dziennik Ustaw of 2005, No. 132, item 1108, as radee.
% Dziennik Ustaw of 2010, No. 65, item 404.
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posed a realistic risk on functioning, businesgiooity and integrity of

Cl.

From the point of view of the national securitye tinfluence power of
the discussed rights on companies’ operationgh&ranodest. Firstly, it is
a consequence of a limited number of companiextafieby the act (a
small subjective scope). It refers only to firmsnieg from the sectors of
electric energy, as well as liquid and gaseous fetondly, it results from
a narrow objective scope of the rights which angtéd only to legal ac-
tions which may bring a threat to functioning, Imeésis continuity and in-
tegrity of Cl. Accordingly, a number of other typetlegal actions (not
related to CI) of significant importance to theioaal security are omitted.
For instance, this veto power does not cover a certial policy referring
to suppliers of energy souréesr an investment policy referring to new
infrastructuré,

Apart from the presented above instrument of a,vdtere are legal
regulations that impose tasks related to the natisacurity on selected
entrepreneurs. They constitute the third groupoolst which enable the
state to affect given firms. These tasks coveeriatia:

— an obligation to protect objects, installations atpipment of ClI by
their owners,

— the economy mobilization, militarization, operatbmplanning, defense
training and tasks resulting from the obligatiohthe host states.
Companies which possess IC are listed in the umifggister of ob-

jects, installations, equipment and services coingothe Critical Infra-

structure (Cl). The registry is secret (article paragraph 7, point 1). In
turn, the registry of companies doing tasks relétedefense is included in
the Regulation of the Council of Ministers of Oatold#”, 2010,0n the reg-
istry of entrepreneurs of special economic and ridesignificance The
scope of these tasks is limited to protection ofa@dl tasks related to de-
fense and military security.

The fourth group of discussed tools are legal aetgilating selected
sectors of the economy. The regulatory functiothefstate refers to many
sectors. According to the theory of economic retipihia based on a concept
of a public interest, the market is inefficient ioequitable and it never,
without corrections, leads to an efficient allooatiof resources in the
economy (Nagaj, 2012). Therefore, the state williagnaximize wealth
decides to regulate the market in order to minintieinefficiency and its

4 For instance it refers to supply diversificatidrcoude oil and natural gas.
5 See, e.g., the case of a new power unit in Oplalenged to be built by PGE SA in
2013.
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negative consequences on the economy. The comeufticesource alloca-

tion which is done through market regulation alsgers minimizing the

risks of national security violation in the fielthagped by business opera-
tions. The key fields of such a state’s regulatiower the price level, quali-
ty, service provision conditions (including tempryraale limitation and

licensing (Kahn, 1998).

The clearest examples of the regulated sectorthase which are con-
trolled by special watchdogs, i.e. sectors belogdgmthe financial market
(Commission of Financial Supervisory), telecommatian market (Office
of Electronic Communications) and the energy ma(Eetergy Regulatory
Office). Additionally, the Office of Consumer and@petition Protection
is responsible for the proper market structurellinhe sectors. Moreover,
in respect to some markets the regulation is edsomethe EU level. Agri-
culture is an example of such a specially regulatadket, subordinated to
the Common Agriculture Policy as well as specifid &nd domestic legal
regulations. It is worthwhile to say that sectoesaibed above are just
examples of the markets regulated by the state.rdmge of regulation in
terms of sectors is very broad and the intensityegfulation differs. In
Polish domestic legislation there are more thaa@6 which define select-
ed types of activities as regulated operationssgatifically describe their
conditions (Lagowska, 2012, p. 145).

Licensing, among instruments of regulation the niogtortant, at least
from the national security’s point of view, is opnéthe most important
tools. The fundamental reason justifying the uskcehsing is the national
security, including protection of citizens’ intetesand protection of eco-
nomic interests of the state (Kosikowski, 20071.87). The act of July"®,
2004, on business freedgntists 8 areas of businesses which require a li-
cense from the state:

— searching and recognizing of motherlodes of hydtmmas, minerals as
well as objects of underground storage of carhboridi, exploiting of
minerals, underground storage of waste, undergremadunderground
storage of carbon dioxide;

— production and sales of explosives, arms and antioaonas well as
products and technologies dedicated to be usekebgrimy or police;

— production, processing, storage, transfer, didtiobuand sales of fuel
and energy;

5 For example, the act of Parliament on Energy Laarticle 11 allows to temporally
limit the sales of solid fuel as well as distrilmttiand consumption of electrical energy or
heat in case of a threat of energy security offibla

7 Article 46, paragraph 1, Dziennik Ustaw of 2004, 173, item 1807, as amended
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— carbon dioxide transfer related to its undergrosiagage;

— protection of people and property;

- radio and TV broadcasting;

— air transport;

— gambling business.

It is not clear why production of public documeatsd currency is not
included in the above list. In many EU member staiech a business is
licensed.

The act of January £92004, on Public Procurement L&us a signifi-
cant instrument of affecting selected companiesamtors by the state.
According to this act, the state has a right to asspecial procedure of
placing an order, i.e. with an exclusion of the IRuProcurement Law
regulations. This exclusion is related to procunenoencerning the nation-
al security, and, inter alias, it covers:

— procurements of currency, made by the National Bdrikoland;

— procurements that are ,secret” or ,top secret” acaadance with the
regulations on the protection of non-public infotioa, if it is required
by the material interest of state security or emste of public safety;

— procurements related to production or sales of am@msmunition or
military equipment, if it required by the materiaterest of state securi-
ty;

— procurements for the purposes of security andamjliprotection in case
the application of the act’'s regulations would ghte the contracting
authority to share the information whose disclossreontrary to the
basic interests of state security;

— procurements for the purposes of security andamliprotection related
to intelligence.

This discretionary power of the state which alloiesfreely choose
a supplier protects the material interest of tiagessecurity. In particular, it
helps to keep an information on what the subjec¢hefstate’s security ex-
penditures is, in confidentiality, as well as isumes that a relative stability
of deliveries and provides that the economic irgieof the state is realized
(Flak, 2014, pp. 47-48). A lack of subject exclusiaelated to procure-
ments of excise tax bands and public documentsh(siscidentification
documents, passports and other documents of signifimportance to the
national security) is a weakness of the Public évement Law.

Many countries try to find a compromise betweewgirzation and the
need of control (or restrictions) over foreign direavestments in sectors of
strategic importance to the national security. Ehemolutions in this re-

8 Dziennik Ustaw of 2004, No. 212, item 1387, as madee.
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spect are a good example of such control. A Frefeched lists those sec-
tors which shall be protected from a takeover hifpn companies. The
list comprises, inter alia: businesses of dual neatoth military and civil),
businesses related to cryptology, production atess# arms and ammuni-
tion, business related to evaluation and certificatf ICT products and
services, businesses related to protection of tite’s secrets (Olszewski,
2012, pp. 548-549). Similar legal regulations areoduced in Italy. The
restrictions seem to be a natural choice from thietpof view of the na-
tional security. A situation when a company whishaipart of a sector of
strategic importance to the national security letaover by foreigners
who cannot guarantee that this company will opeaatdefore, generates
a threat to the national security. In extreme gabessituation may refer to
takeovers which aim at eliminating the targeted gany from the domes-
tic market and making the economy dependent orndiofirms or paralyz-
ing the economy. An attempt of a hostile takeoveml qublicly traded
company Grupa Azoty by Russian company Acron is1gresting case of
such action.

The act of July 24 2015, on control over some investméhtis a new
and relatively good instrument that limits the riskloosing control over
strategic sectors. According to the regulationpmidiation over a protected
company requires a prior consent of the ministefretsury. However, the
issue of a range of protected sectors is a drawbfthe act. The list of
sectors is not complete, that is, it does not callethe sectors which are
considered in this paper as strategic to the naltieecurity, e.g. production
of public documents and currency is not includethalist.

The above analysis of the legal regulations andctiveent ownership
strategy of the Treasury lead to the conclusiohttiere is no holistic per-
spective in Poland on companies and sectors degtcaimportance to the
national security. Such a perspective shall defime role of discussed
companies and sectors as well as their objectiges the state’s point of
view and stabilize their position in the economyd dinally set up an opti-
mal environment for their development. However,r¢hes neither such
a holistic perspective, nor a list of strategic pames, even limited to
firms controlled by the treasury. It seems that tihee-being fragmentary
perception of the role of companies and sectoeegjic to the national

® Decree No. 2005-1739.

10 Retrieved from http://wiadomosci.onet.pl/tylko-wexie/rzad-vs-acron-trwa-walka-o-
grupe-azoty/p4793 (03.03.2015).

1 Dziennik Ustaw of 2015, item 1272, as amended.
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security and resulting atomization in this respieciting the point of view
to functions and objectives related to:

— military security,

— energy security,

— protection of CI.

It is insufficient to ensure a proper protectiorseturity and proper use
of the national capacity of the economy. Althougk National Security
Strategy of Poland attempts to fulfil this evidgatp and articulates some
necessary actions in terms of economic policy,dafinitely the strategic
reflection of the document does not exhaust theeissherefore, it is nec-
essary to identify the sectors which are stratagibe national security and
prepare a clear vision of their role and developmehis paper is the first
step in this process.

Classification Criteria

The above paragraphs present the instruments vanecleontrolled by the
state and which enable it to affect companies otosg of significant im-
portance to the national security. Legal regulaion this respect do not
precisely point out any sectors or companies ttegt @ strategic role in the
system of the national security. Neither are thang concrete criteria
which would help to classify them correctly. Howeve seems that such
criteria are necessary in order to comprehensiugyage companies of
strategic importance to the national security antha same time to fully
make use of the tools that are available for tatest

The tools presented in the first part of the pagser be used in high-
lighting different types of companies which are aiali for the national
security:

— state-owned companies of significant importancthéeconomy of the
state (22 companies),

— entrepreneurs of economic and military significamiportance (177
firms),

— companies operating CI (the register is secret).

The above types are constructed on the basis fareift criteria and
each of them is related to a different functiorthie national security sys-
tem. As it was mentioned before, no legal act amgavernment document
defines economic sectors that are strategicallyoimapt to the national
security. The notion “companies of strategic impoce to the national
security” should be understood as companies whisseretd business op-
erations will significantly violate the national cgeity. In this respect,
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a narrow meaning of the national security defimtie used, i.e. it is the
state of the legal and internal order in relationmaintaining the territory,
survival of the nation and maintaining the indeparicauthorities (Kitler,
2011, p. 29). The distortion of business operatimfers in particular to
continuity of supply, quality of produced goodsr{gees) and confidential-
ity if it is necessary for the protection of thdioaal security.

In order to list such companies it is necessamyrézisely define classi-
fication criteria which will help to isolate sectoof strategic importance to
the national security, and then, within the secttosisolate individual
companies. Therefore, it is suggested to use fl@iog criteria:

- the nature of the business directly satisfying keds of the national
security, or

— a high degree of integration of a given sector wither sectors of the
economy or with subsistence needs of the sociatyaasimultaneously
high degree of concentration of the sector.

The first criterion seems to be natural and evidirgovers those sec-
tors which directly satisfy the objectives of thational security (in a nar-
row meaning) and directly satisfy the needs ofdfiage in this respect. The
business activity directly satisfying the natiosaturity needs of the state
are:

— production of arms and ammunition,

- production of currency (mainly banknotds

— production of high security print-outs, identifimat documents and
authorizing documents.

Among companies controlled by the Treasury theeehao firms which
fulfill the criteria. It is Polska Grupa Zbrojeni@nSA (together with its
subsidiaries) which does the business pointedrodi,i as well as Polska
Wytwornia Papieréw Wartgziowych SA (PWPW SA), operating in 2) and
3). Possessing an efficient and innovative militaigustry is necessary in
order to keep the continuity of arms and ammunitsopply in case of
a sudden threat of the national security. Maintgjrihe continuity of the
government administration, including public ordequires unquestionable
services in the field of citizens’ identificatiomé verification of their au-
thorizations on the basis of documents and relte@urrency, and bank-
notes in particular, is a basic means of transastessential for the public
order.

1297% of the cash in the circulation is constitutgcanknotes.
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The second criterion is a conjunction of two fasta degree of inte-
gration with other sectors (or with subsistencedseef the society) and
a degree of concentration of the analyzed sectwe.degree of integration
informs how the disruption of operations of theegivsector can affect oth-
er sectors (or society). So, the higher the degféstegration is, the great-
er its significance to the national security. Hoeevthe degree of integra-
tion cannot be treated as an exclusive indicatasigrificance to the na-
tional security, because one must take into accalsotvulnerability of the
given sector to disruptions, especially relatedupply breaks. This vulner-
ability can be measured through the degree of cdrateon. The higher the
degree is, the greater the risk of disruptiondriscase of sectors of low
concentration, even a disruption of a large quamtitcompanies of insig-
nificant market share will not affect the natiosaturity.

Highly Integrated and Highly
Concentrated Sectors

For the purpose of this paper, the degree of iatemr of analyzed sectors
was individually evaluated by the author. This aggh results from the
lack of instruments of objective classificationthis respect. However, it
would be worth developing scientific, objective reages of integration. It
could be an interesting field of academic reseaftie concentration de-
gree of analyzed sectors was evaluated with thdirtd@hl-Hirschman
Index (HHI) and the Concentration Ratio (CR(N))r loth criteria three
types of degree were used: high, medium and lovieleTa presents the
results of classification limited to highly inte¢gd sectors. In the analysis
the Polish Classification of Operations (PKD) waedi The term “sector”
was understood as a “group” in the meaning of PKsome cases it was
necessary to form a new sector (not present in PKg)ecially when the
range of the “group” was too brodd

13 For instance it refers to business operations rodyztion of banknotes and docu-
ments, which according to PKD are classified to gheups: ,18.1 Printing and services
related to printing” and ,62.0 Operations relatedT and IT consulting”.
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Table 1. Highly integrated sectors and state-owned compganie

No. Sector . Degree.of Degree qf Stateowned
integration concentration companies

1  Agriculture High Low -

Kompania Wglowa,

. . . Jastrzbska Spotka

2 Hard coal mining Medium High Weglowa, Katowicki
Holding Weglowy

3  Food industry High Low -

4  Water supply High Low -
Healthcare High Low -
Production and supply PGE, Tauron, Energa,

6 of electricity High High Enea, PSE
Extraction, transfer,

7  distribution and storage High High PGNIG, Gaz-System

of gaseous fuels
Production, transfer,

8 distribution and storage High High Orlen, Lotos, PERN
of liquid fuels

9 Chemical industry High Medium Grupa Azoty

10 Road transport High Low -

11 Telecommunication High High -

12 Banking High High PKO BP, B§) BGK
Banknotes and

13 documents production High High PWPW

Source: own compilation.

As Table 1 shows, in Poland there are 6 sectorshaduie highly inte-

grated and highly concentrated. These are:

— production and supply of electricjty

— extraction, transfer, distribution and storage agepus fuels
— production, transfer, distribution and storageiauid fuels

— telecommunications;

- banking,

— banknotes and documents production.

The whole economy and subsistence needs of citemendependent on
the energy industry. It refers to three fields aperations: production,
transfer and distribution of energy. These threkel§ are highly concentrat-
ed. CR(3) for the market of energy production egual 63%. The three
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largest companies on this market are PGE (39%);oha(14%) and EDF
(10%)**. The transfer of energy (without distribution)ri®nopolized by
one operator, i.e. PSE.

CR(3) for the market of Energy distribution is 82&td the market is
controlled by Tauron (40%), PGE (26%) and Energaf.

Extraction and storage of gaseous fuels, as welheis distribution is
practically monopolized by PGNiG, whose market eh@r 97% KFGNIG
Annual Report, 2013, p. 57)This sector is also crucial for the economy and
citizens. The distribution of gaseous fuels is npmiized by Gaz-System.

Extraction, transfer and storage of liquid fuels af a key importance
to the economy too. The subsector of wholesalgilgiigton is dominated
by two companies Orlen and Lotos, which altogett@ntrol 75% of the
market®. The subsector of production (refining) firms aohtthe whole
domestic market, with Orlen’s market share of 628d &otos’ — 38%.
Transfer and storage of crude oil in Poland is npotied by PERN
SPrzyjazn”.

The telecommunication was analyzed through subsecto operators
of Internet, operators of mobile telephony, opesats fixed-line telephony
and fibre-optic backbone networks. The transfanfadrmation through the
telecommunication network is indispensable to tlaéntenance of the state
and the economy. In the market of Internet opesa@iR(3) equals to 50%,
which covers Orange (32%), T-Mobile (10%) and PayRB%) Raport o
stanie rynku.., 2014, pp. 10-11). In the mobile telephony C(4uas to
98%, which consists of Orange (27%), T-Mobile (27®dlkomtel/Plus
(25%) and P4/Play (19%Réport o stanie rynku.,, 2014, pp. 26). The
fixed-line telephony is dominated by three compsni@range (57%), Netia
(11%) and UPC (8%). CR(3) is 76%4dport o stanie rynku., 2014, p.
44). The fibre-optic backbone market is controlldfour firms: Orange
(about 71%), Exatel (about 18%), TK Telekom (ab6ét) and Netia
(about 5%)Y’. It is important to note that Exatel is fully carited by PGE,
whose 58% belongs to the Treasury. Similarly, TlleKem is controlled
by PKP SA, which belongs to the Treasury.

Banking is also a business of extreme significdandbe economy. Any
disruptions in this sector have an impact on tfa eeonomy. The Polish

14 Data for 2013. Retrieved form http://www.ure.gdipfrynki-energii/energia-
elektryczna/charakterystyka-rynku/5785,2013.htr3.03.2015).

15 Data for 2011.$trategia i model biznesowy.2012, p. 3).

18 Data for 2011. Retrieved form http://www.ure.gdipprynki-energii/paliwa-
ciekle/charakterystyka-rynku/5317,2012.html. (032035).

1" Own calculations based on data published by thepenies.
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banking sector is highly concentrated. CR(4) equal§2%2. It is also
a sector of high degree of foreign capital — 73%lhnking assets (exclud-
ing cooperative banks) belong to foreign investarisereas some econo-
mists argue that the ratio safe for the nationahemy is 30—35% (Kawal-
ec & Gozdek, 2013, p. 48).

The last analyzed sector of high concentrationiatedjration is produc-
tion of banknotes and documents as well as rel&tedhe business in
Poland is controlled by one company, PWPW SA, wiéch natural mo-
nopoly.

Table 1 also shows sectors which are highly integrebut the level of
their concentration is medium or low. This refeysagriculture production,
food industry, water supply, chemical industry andd transport. All these
sectors remain either important, indispensable efsnof the economy
(road transport, chemical industry) or they areeseary to satisfy subsist-
ence needs of citizens (agriculture, food industmater supply and
healthcare). The road transport is dominant infbland it would be rela-
tively difficult to replace it. 75% of cargo is trsported in this way.
However, this is a quite dispersed sector (Maje2ka2, p. 154), so it can-
not be considered strategic to the national sgcukitsimilar situation re-
fers to the chemical industry whose products areldmental for agricul-
ture and other industries. However, this sectohighly deconcentrated
(Sektor chemiczny., 2011, p. 55). Sectors which are vital for sgtigf
subsistence needs of citizens, such as agricufwd,industry, water sup-
ply or healthcare are also deconcentrated. Eathesk sectors comprises
a large number of firms. A potential disruptionesfen a part of them will
not generate any significant threats to the cigzbacause in such a case
extra business operations would be taken over ligr @xisting companies.
Moreover, in some sectors there is a possibilitguitk supplementing by
import activities. Therefore, these sectors cafeotonsidered strategic to
the national security.

Hard coal mining is a separate issue. It a sedtarsignificant effect on
the economy. In Poland, hard coal dominates irctimsumption of energy
with a share of 40% (Malest al, 2014, p. 28). It is a primary fuel used in
electricity production, and half of all energy wndre power plants using
coal. Mining is licensed and the sector is highbheentrated. CR(4) is
90% and the largest producers are Kompanigldwa (46%), Jastebska

18 Own calculations based on data published by téd)ahe share is measured by the
assets, excluding cooperative banks.

19 Data for 2013. Retrieved form http://stat.gov.pSpary-tematyczne/transport-i-
lacznosc/transport/przewozy-ladunkow-i-pasazero@0d:3-r-,11,2.html (03.03.2015).
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Spoétka Weglowa (18%), Katowicki Holding Wglowy (16%) and Bog-
danka (10%) (Malec, Kamski, Warchot, 2014, pp. 26-34). Nonetheless,
importing coal is becoming more and more importdnt.2013 import
equaled to 10.8 tons, which constituted 14% of ddimemining (Stala-
Szlugaj, 2014, pp. 32-38). Therefore, there istessiute for domestic coal
which can be relatively easy to introduce and hasd to consider the coal
mined in Poland a strategic resource. Howeverhaukl be noticed that
mining in Poland remains an important part of ther®my, especially in
the context of number of employees (there are T0g&ople employed in
mines and the whole industry related to mining eypl400,000 people
(Kasztelewicz, 2012, p. 13), and the territoriah@entration of mining
(Slask).

Some researchers consider air and railway traregpmrtas well as har-
bors and airports strategic to the national secuNbnetheless, it must be
explained that harbors and airports play an irdsiinal role in domestic
logistics. The share of cargo (in ton-kilometersnsported via air or rail-
ways equals 5% and 0.03% respectiteljHowever, these means of
transport are important in case of a military thnehen there is a need of
fast and reliable shipment of military equipmemt.Roland there are 14
civil airports, among which the largest one is Vdarsairport managed by
P.P. Porty Lotnicze. Four harbors in Gde Gdynia, Szczecin and
Swinouijscie are managed by three companies — port autsrifihe rail-
way transportation does not dominate in the strectd cargo either. It's
share (in ton-kilometers) is 15% Similar to air transportation, railways
can be important in case of military threats. Taiwvays infrastructure in
Poland is controlled by PKP holding which includeser alia, PKP Cargo
and PKP Polskie Linie Kolejowe. HHI based on thegheof cargo was
equal to 4,327 and CR(3) was 89,8% in 2010. Thisvshthat the concen-
tration of this sector is very higlRéport z badania., 2012, pp. 77-79).
Nonetheless, due to the above-mentioned insignificzle in the economy,
the sectors cannot be considered strategic toatienal security.

It is worth mentioning the sector of mining of nfarrous metal ores,
which is represented in Poland by KGHM. This sedteing a company at
the same time, is sometimes considered strategietoational security.

2 Data for 2013. Retrieved form http:/stat.gov.pipary-tematyczne/transport-i-
lacznosc/transport/przewozy-ladunkow-i-pasazero@0d3-r-,11,2.html; (03.03.2015).

2l Data for 2013. Retrieved form http:/stat.gov.pipary-tematyczne/transport-i-
lacznosc/transport/przewozy-ladunkow-i-pasazero@0d:3-r-,11,2.html; (03.03.2015).
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State’s Capital Control over Strategic
Sectors - the Domestic Market

The state’s capital control over sectors of stiatagportance to its securi-

ty is the strongest and the most efficient tooktate’s activity in this re-

spect as well as carrying out the economic andrggqolicy. Basing on

the criteria defined above. i.e.:

- doing the business that directly satisfies the seddhe national securi-
ty, or

- high degree of integration of a given sector witheo sectors of the
economy or with subsistence needs of the society,samultaneously
high degree of concentration of the sector,

7 individual sectors which meet the terms weretified. These are:

— banknotes, documents and related IT production;

— extraction, transfer, distribution and storage agapus fuels;

— arms and ammunition production;

— extraction, transfer and storage of liquid fuels;

— production and supply of electric energy;

- banking;

- telecommunication.

The Treasury is a shareholder in each of the abegtors, except from
telecommunication. The degree of the Treasury'stalapontrol differs
across the sectors and companies. The highestede§reontrol refers to
production of banknotes, documents and related fE. business is run by
one company, i.e. PWPW, which is a one-man Treasumpany. It should
be noticed that in Poland there is no legislatiat tegulates the operations
of a producer of banknotes and documents. PWPWtisaregal or real
(but stable) exclusive producer of banknotes omudwnts. Moreover, in
Poland there is no institution responsible for cisd® of security features
in documents and there is no legal act or a stateypdefining standards of
protection of different types of documents. A lamksuch a systematic
regulation is a weakness, which is pointed out)Xpees (e.g. Goc, 2009,
pp. 7-12; Lewandowski, 2014b, pp. 37-38).

Extraction, transfer, distribution and storage akepus fuels is also
a sector which is controlled by the state. Thermss operations of extrac-
tion and distribution are dominated by a public pamy PGNIG, in which
the Treasury holds 72%. So the company is pralticaintrolled by the
Treasury. The articles of association provide fucgal rights of the Treas-
ury. These are in particular:
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1) arequired consent of the Minister of Treasuryritheo to:

a) change significant provisions of commercial corsaferring to
natural gas import or conclude new such contracts,

b) commence strategic investment projects or partieipainvestment
projects that temporarily or permanently worsengbenomic situa-
tion of the company but ensure the energetic soniriPoland,

2) rights of appointing and dismissing one member hgf Supervisory
Board as long as the Treasury remains a sharehofdére company
(which does not limit the ordinary competenceghis respect, coming
from voting rights on the general meeting),

3) an increased threshold of the required majorityaifng rights (to the
level of 4/5) for given resolutions of the genenadeting in case the
Treasury holds less than 51% in the equity.

According to legal regulations, natural gas tranggemonopolized by
Gaz-System, which plays the role of a network fiemsperator. Since
December 2008 Gas-System has controlled Polskie, laNsémpany which
was set up in order to build and then operateraite of liquefied natural
gas (LNG). Thanks to the terminal, it will be pdisito diversify the direc-
tions of gas supply, which will improve the eneigetecurity of Poland.
The system of transit gas pipelines is controlligdEbRoPol Gaz, which is
the owner of the Polish part of the Yamal-Europan&it Pipelines System.
PGNIG holds 48% in EuRoPol, a Russian company OAQp&m holds
another 48% and Gas-Trading controls 4%. The sbatets of Gas-
Trading are: PGNIG (43,41%), Bartimpex (36,17%; toafed by the
Gudzowaty family), Russian Gazprom Eksport (15,88%Jeglokoks
(2,27%, controlled by the Treasury) and Wintersl{alR7%; a German
company belonging to BASF, and closely cooperativith Gazprom).
Consequently, the Treasury indirectly holds 45,68%he equity of Gas-
Trading (via PGNIG and \glokoks). Such an equity structure (lack of
a majority directly or indirectly held by the Tremg) together with lack of
majority in EuRoPol Gaz does not ensure a stalale stontrol over the
company. This difficult situation implicated an eattpt of a decision-
making paralysis between 2013 and 2014 (Kublik,420According to the
articles of association of EuRoPol Gaz, PGNIG istled, after the Treas-
ury's acceptance, to recommend two of its represimes to the manage-
ment board. OAO Gazprom has a similar right.

Another sector which is controlled, in terms of @nship, by the state is
arms and ammunition industry. In consequence ofalmation in 2014
and 2015 most of companies in this sector have bbecated to the hold-
ing of Polska Grupa Zbrojeniowa (PGZ). The Treaswolds there directly
52% and Agencja Rozwoju Przemystu, directly cotdxbby the Treasury,
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holds the remaining 48%. So, in practice, PGZ I faontrolled by the
state. The articles of association provide spedaiits for the Ministry of
Defense, whose positive opinion is required in acds®elected legal actions
of the company. It significantly increases the eamg the state’s control
over the company.

The sector of extraction, transfer and storagegoid fuels is also con-
trolled by the state. Extraction of liquid fuelsasluopoly market on which
Orlen controls 62% and the remaining 38% belondsotos. The subsector
of wholesale distribution of liquid fuels is alsordinated (75%) by these
two companies. In publicly traded Orlen, the Trepswlds 28% of shares
and it is the largest shareholder. According to dhécles of association,
voting rights of shareholders other than the Treaswe limited to 10%
regardless of the fraction possessed. It is amumsnt which strengthens
the position of the Treasury as a shareholder ilerOrMoreover, the
Treasury has the right to appoint and dismiss oemiber of the superviso-
ry board as long as the Treasury remains Orlergsesiolder. This special
right does not limit the regular right of the Treag which results from the
guantity of votes on the general meeting. Selertedlutions of the super-
visory board require a consent (a vote ‘in favdy of the member appoint-
ed by the Treasury. In Lotos, which is also listedthe Warsaw Stock
Exchange, the Treasury holds 53%. The special abtite Treasury covers
the right of appointing and dismissing one membd¢he supervisory board
(which does not limit the regular right of the Tsasy, which results from
the number of votes on the general meeting) anieniation of voting
rights (to 10%) of shareholders other than the usa

Production and supply of electric energy is a syt sector in which
the state is an active shareholder. The Treasudgliloe majority of shares
(58%) in the largest producer of energy in PoladR@E, which controls
38% of the market. In the second largest energgluarer, Tauron (15% of
the market), the Treasury holds 30% and KGH{dontrolled by the state)
— 10%. In the fourth largest producer, Enea (8%, Treasury holds 52%.
The market of sales and distribution of energy dasnithated also by the
above-mentioned companies together with Energa (G6&e distribution
market). In Energa the Treasury holds 52% in equityich gives 64% in
votes. The Treasury, as a shareholder of the disduérms, has, on the
grounds of articles of association, individual tgyheferring to appointing
and dismissing a specified number of members oftipervisory boards.
Moreover, the number of voting rights of sharehmddether than the

22 The Treasury holds 32% in KGHM being the largésirsholder of this company.
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Treasury is limited (to 10%) regardless of the ditvarof shares (PGE,
Energa and Tauron) and there is an increased thideshthe required ma-
jority of voting rights (to the level of 4/5) fopme resolutions made by the
general meeting (Enea). All the mentioned compainga the energy sec-
tor are publicly traded. The total share of themtloe markets of energy
producing and distributing is 64% and 93% respebtivThe transfer of
energy (without distribution) is monopolized by oaperator, PSE. Ac-
cording to article 9k of the Energy law, the operaif the transfer system
acts as a joint stock company whose sole sharahdaddéhe Treasury.
Therefore, it can be concluded that the analyzetbsés controlled by the
state.

In the banking industry the Treasury does not @ sse significant
stake. The Treasury is a dominating investor (3186PKO BP, which
controls 18% of the deposits makefThe Treasury is also the sole owner
of Bank Gospodarstwa Krajowego, but the bank isanobmmercial one.
One should also mention BOBank (1.5% in deposits market), which is
mainly controlled by a government institution, Ndowvy Fundusz
OchronySrodowiska i Gospodarki Wodnej (57%). The bankingtsein
Poland is dominated by foreign investors.

The telecommunication sector is practically alnfos¢ of the state eg-
uity ownership. The only exception is the subseotdiber-optic backbone
networks where two companies operate and are ttbjireontrolled by the
state. These are Exatel and TK Telekom, which tegyetontrol about 24%
of the domestic market of fiber-optic backbone rmeks. The telecommu-
nication sector is the weakest controlled (in teahequity) sector of stra-
tegic importance to the national security.

Figure 1 shows the market share of companies dtdrby the Treas-
ury in sectors which are strategically importanttte national security.

2 Data for the 8 quarter of 2014. Retrieved form http://www.pkobfypipa-pko-
banku-polskiego/relacje-inwestorskie/raporty-firane/#&category=1862&subcategory=4
1829 (06.03.2015).
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Figure 1. Market share of companies controlled by the Trgasuisectors
of strategic importance to the national security

100% 100% 100%

0,

2Q
fo)

I N

* Under condition that the Treasury controls EuRdBat
It refers to the deposits market

Source: own compilation.

The presented graph shows that the state controtsstall the sectors
which are strategically important to the nationatwgity. The only two
exceptions are banking, where the share is only, 8% telecommunica-
tion, where the state possesses no control in stdrseof telephony or
Internet and (indirectly) controls 24% of fiber-mphetworks.

Diagram 1 shows the identified companies controligdhe state and
assigns them to previously defined criteria of gestrategically important
to the national security. According to the preséraealysis and the dia-
gram, it can be concluded that the first criter{basiness directly satisfy-
ing the needs of the national security) is met doylywo companies: PGZ
and PWPW. The second criterion (high degree ofnatteon and high de-
gree of concentration) is met also by PWPW as a®lIPKO BP, BGK,
BOS, PGNiG, Gaz-System, EuRoPol Gaz, PERN, PGE, Endfgaa,
Tauron, PSE, Orlen, Lotos, Exatel and TK Telekom.
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Diagram 1. Controlled by the Treasury companies belonginggittors of strategic
importance to the national security

/ PKO BP; BOS*; BGK; PGNiG; Gaz-System; N\
( PGZ ,’/DWPW \\' PERN; EuRoPol*; Orlen; Lotos; PGE; \
N " / Energa; Enea; Tauron; PSE; Exatel*; TK |

\ - Telekom* /

Companies that provide
services or produce goods
that directly contribute to the
state security

* Companies indirectly Companies from sectors of a high

controlled by the Treasury level of integration with other
sectors and a high level of
concentration

Source: own compilation.

State Ownership in Strategic
Sectors - Foreign Selected Markets

State ownership in strategic sectors is not a fpedtribute of the Polish
economy. Equity ownership, as an instrument ofndi@onal security man-
agement, is a quite spread phenomenon, also priesEatopean countries
possessing well established free market economigeod example of that
is Germany, where the state ownership coveis Beteiligungen.,.2013):

- finance and banking in particular (e.g. Kreditalidizr Wiederaufbau,

80% in equity),

- energy and mining (eg. Energiewerke Nord, 51% initgp Lausitzer
und Mitteldeutsche Bergbau-Verwaltungsgesellsci@fi% in equity),

— transportation (eg. Deutsche Bahn, 100% in equsityne harbors and
airports),

— telecommunication (eg. Deutsche Telekom, 15% intgqu

— banknotes and documents production (BundesdruckEd8Pb in equi-
ty).

In Germany the state controls about 700 compameStance the state
controls selected parts of the economy via a slieaihagency APF (the
state is a shareholder of 74 companies through ARE)additionally the
state is directly involved in ownership in a barmkimdustry and mutual
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funds. The analysis of the French engagement leatlee conclusion that
the state remains an investor in following seéfors

- finance and banking,

- energy,

— arms and ammunition industry,

— aerospace industry,

— telecommunication,

— transportation,

— banknotes and documents production.

The above examples from Germany and France indibatehe state’s
presence in ownership structures of companiesmiagisignificant role in
national security is not a special and unique clise.a solution which is
widely used and it is justified by the national sty protection. Therefore,
it confirms the conclusion that the state ownershithe discussed sectors
is not only necessary but also effective sinces ipiesent in countries of
well established free market economies.

Conclusions

Using appropriate criteria, sectors of strategipanance to the national
security have been identified in this paper. Thetas cover:

— banknotes, documents and related IT production;

— extraction, transfer, distribution and storage adepus fuels;

— arms and ammunition production;

— extraction, transfer and storage of liquid fuels;

— production and supply of electric energy;

- banking;

- telecommunication.

In the above sectors, there are companies thatdteategic importance
to the national security, i.e. companies whoseodistl business operations
would significantly violate the national securifjhe Polish state is a con-
siderable shareholder in all the sectors excepttét@communication.
Moreover, except for telecommunication and bankihg,Polish state prac-
tically controls all the sectors of strategic imamice to the national securi-
ty. Such an active role of the state in the econ@also often accepted in

24 Retrieved from http://www.economie.gouv.fr/filé$/directions_services/agence-
participations-etat/Documents/Rapports-de-I-Etdéibanaire/2014/Rapport_ APE.pdf
(07.03.2015).
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other countries. Good examples of them are GernaadyFrance, whose
governments hold shares in strategic sectors sirt@lahose identified in
Poland, including the telecommunication sectayutn.

However, the state’s management of the identifia#d pf the economy
is not integrated in Poland. The sectors are mah#g®ugh the branch
perspective (for instance, industry policies ortsestrategies) or through
the individual functions of the security (e.g. @Gijlitary security, energy
security etc.). There is no holistic vision of gtate-controlled assets of the
strategic importance to the national security. Sacholistic perspective
should cover identifying the aforesaid assets li@ form of individual
firms), preparing coherent instruments of theirtgction (e.g. against hos-
tile takeovers) and preparing development progrtrat are necessary in
order to realize the key interest of the statelunliog the national security
interests.
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