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Analysis of the economic behaviour of financial organisations

1. Introduction

1.1 The concept and components of economic behaviour

The general objective of this study is to highlight differences in the economic
behaviour of financial organisations and, in particular, in the structure and nature of
financial services provided by institutions with different forms of ownership, and to show
their role in performing the financial system’s functions. Accomplishing this objective
involves, first of all, clarifying the theoretical aspects of what will be understood here by
economic entities’ (particularly financial institutions’] economic behaviour, as well as
identifying the main criteria which enable us to describe this behaviour.

Discussing the behaviour of economic entities is associated with the development
of behavioural economics, which negates economic sciences’ classical paradigm of
homo oeconomicus. It is replaced by an analysis of various - mainly psychological,
sociological and institutional - determinants of economic decision-making. The focus of
behavioural economics is, above all, to identify non-economic factors behind economic
decision-making, factors which cannot be explained using the assumption of acting
rationally to maximise personal gains.

On the other hand, the influence of rational (as the homo oeconomicus concept
assumes), psychological, sociological, and possibly other factors behind decision-
making results in decisions typical of certain situations and types of economic entities.
A set of such decisions, typical of certain groups of economic entities, will be treated
here as a manifestation of, and a basis for characterising, the economic behaviour of the
groups (types) of economic entities under research. Thus, adopting behavioural
economics’ basic assumptions of the complex nature of decision-making factors, we will
focus not so much on investigating the sources and mechanisms of decision-making as
on demonstrating their consequences in the form of a kind of decisions taken,

depending on existing psychological, social, economic and institutional determinants. At
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the same time, we will assume here that the set of factors largely determining
economic decisions is dependent, first of all, on the ownership status and only then on
the organisational and legal status of an economic entity.

With regard to financial institutions with the forms of ownership identified here, we
will assume that their economic behaviour manifests itself through decisions about:

- selecting the type and scope of the functions performed for the real economy, as
reflected in the structure of the financial services provided. Basic decisions concerning
the type of financial services are related to a particular financial institution’s belonging
to one of the three basic sectors of financial activity, which are the banking, insurance
and investment-fund sectors. At present, a significant proportion of financial institutions
operate as, or as part of, financial groups including entities active in all key sectors of
financial activity. Thus, entities with the ownership forms that are the focus of our
attention are present in all key sectors of financial activity. In this situation, a description
of economic behaviour related to the selection of the structure of the financial services
provided will be based, on the one hand, on the share of banking, insurance and
investment funds in the total financial activities of entities with a particular ownership
status, and, on the other hand, on the significance of entities with a particular
ownership status for the functioning of the financial sector.

- determining the market segment (target customer group) for services provided
by a particular type of institution. Within the classical approach to functions performed
by the financial system, recipients of financial services usually include companies, the
state, households, and abroad'. From the viewpoint of a description of the economic
behaviour of entities with various forms of ownership, such a division seems highly
inadequate. Especially in relation to companies, among recipients of financial services
we should first of all distinguish real-economy companies from financial companies and
institutions, and among real-economy companies we should separate services provided
for large companies and multinational corporations from those provided for small,

medium-sized and micro-enterprises. Also among households as recipients of financial

1See: F. S. Mishkin, Ekonomika pieniadza, bankowosci i rynkéw finansowych (The Economics of Money,
Banking and Financial Markets), Wydawnictwo Naukowe PWN, Warsaw 2002, pp. 52 and 53.
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services, in order to show differences in the economic behaviour of particular types of
financial entities, we should distinguish households with different levels of affluence,
particularly low-income households on the one hand, and those with significant
financial resources on the other. However, from the viewpoint of economic behaviour
analysis, the least important thing is identifying more specific groups of customers
among public entities, although also here we can attempt to distinguish national-
government institutions from local-government institutions and public entities of the
real economy. The choice of the market segment to be targeted by a company (financial
entity) is linked to the pricing policy and strategies used by financial entities. Generally
speaking, it can be assumed that offering financial-services to standard and less
wealthy customers will involve employing a policy of moderate financial-services prices
and trying to reduce them.

- methods of and criteria for making decisions about the way to conduct financial
activities (provide services), relating to such characteristics of business activity as
profitability, levels and methods of risk protection, the related level of liquidity
preference, and the time horizon of economic calculation.

The ownership status and the organisational and legal form in which a financial
activity is carried out particularly strongly affect the nature of the basic criterion
resulting from the objective pursued by a financial institution. Therefore, the basic
criterion for decision-making could be seeking to increase profits from the company’s
activity. Depending on the organisational and legal form, it manifests itself in attempts
to maximise profitability, maximise shareholder value, or increase the company’s scale
of operations and market importance (especially in financial corporations with
dispersed owners, where a decisive role in decision-making is played by managers). The
aim of financial institutions could be seeking to satisfy their customers’ financial needs
at the lowest possible cost while meeting the condition of providing services at a
minimum level of profitability, necessary for an institution to function properly. Finally,
some financial institutions satisfy demand for those kinds of financial services which
are considered to be particularly important from the social and macroeconomic point of

view. At the same time, depending on these institutions’ formal status, methods of
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activity, and mechanisms of raising funds for their activity, they can pursue these
objectives with different levels of profitability or even deficit. Generally speaking,
therefore, depending on the objectives pursued and the attitude towards profitability, we
can distinguish commercial and non-commercial economic behaviour. The former
focuses on maximising profitability, broadly understood, independently finances the
accomplishment of its objectives, that is, it seeks to achieve a minimum level of
profitability necessary to ensure the institution’s operation. Non-commercial economic
behaviour focuses on providing financial services regardless of the profitability level of
one’s activity. In the latter case, the sine qua non of stability of the institution’s operation
is that it gains stable external sources of funding.

Another element of decisions that determine the behaviour of economic entities
operating as part of different ownership forms is their attitude towards risk and the
methods they use to protect against it. This behaviour is closely related, on the one
hand, to the attitude towards profitability (because, as part of rational behaviour, higher
profitability generally involves an increased risk] and, on the other hand, to the
importance attached to liquidity preference. Generally speaking, when choosing a
method of risk protection, it is possible either to avoid actions burdened with too much
risk, or to seek a way of quickly withdrawing one’s funds from projects in which the risk
materialises. In the case of depositing activity, the first method consists in investing
funds in low-risk projects, and the other one in making high-liquidity deposits. In the
case of lending activity, the first risk protection method would consist in conducting an
in-depth analysis and setting stringent customer-creditworthiness criteria, and the
other one in focusing on short-term loans. A second element of economic behaviour in
relation to risk is the risk protection mechanisms used in a given financial institution.

The main elements of these mechanisms are, on the one hand, internal reserve systems



